


NACD New England Chapter Event Highlights
Breakfast Event – October 18, 2011
Strategy and Risk -- Are They Aligned? 
Event Overview
Corporate directors are tasked with helping set their company’s strategic direction, while at the same time balancing the implications of an increasingly complex risk environment. Bet the farm incorrectly, even when all risk factors are taken into consideration, and the company may face long-term or irreversible damage. 
The panel of speakers at the NACD New England Chapter’s October 18 Breakfast Event consisted of three senior directors who have lived on the front lines of corporate risk management. Sharing insights gleaned from their personal experiences, they provided an insider’s perspective on the challenges board members confront in identifying, assessing and managing the risk profile resulting from the strategic planning process. After their prepared remarks, the panelists answered a wide range of questions from the floor related to the pros and cons of board-level involvement in risk assessment and management. 
Moderator and Panelists
Panelists included C. Alan MacDonald, former chief executive officer of Stouffer Group and Nestlé Food; Deborah McAneny, the lead independent director of HFF, Inc. (NYSE:HF), a director of KKR Financial Holdings LLC (NYSE:KFN), and RREEF America REIT II, and Benchmark Senior Living, LLC.; and Walter J. Salmon, who has served on the boards of Circuit City, Cole National Corp., Harrah’s Entertainment, Neiman Marcus Group, BJ’s Wholesale and Quaker Oats. Introducing the panelists was Thomas J. Sherwin, founder and president of CEO Resources, Inc.
Panel Discussion and Q&A Highlights
Tom Sherwin began the event by introducing Deborah McAney to tell a story centering on a board’s decision – during the early stages of the global financial crisis – to liquidate a large securities position, despite the objections of the company’s senior management. She described in vivid detail the board’s stressful deliberations and interactions with management during multiple meetings leading up to the difficult decision. Although the sale resulted in a significant asset write-down, it averted the far larger loss that would have occurred had the board not acted as it did. 
McAney went on to recount the lessons related to strategy and risk learned from these events. The first lesson, she said, is that boards should not be reluctant to press the advantage of broader perspective they bring as independent outsiders, which can help management “see things they previously could not see.” The second lesson, she said, is to recognize that it is a basic responsibility of every company to be prepared for the unexpected because there is no such thing as a fail-safe risk management model. In cases where management seems overwhelmed by events, the board is ultimately responsible for making corporate change happen, she commented.
C. Alan MacDonald then recounted a different kind of corporate crisis – in this case, the underperformance of a recent acquisition due to the market failure of its newly introduced major product line. The board felt obligated to step in when management was clearly unable to effectively deal with the situation. Directors found, to their surprise, that the root causes of the product’s poor margins and sales stemmed from management’s reluctance to acknowledge that they had put the wrong team in place to run the new operation. 
After more than two years of intensive, board-level efforts to improve its operations, the directors decided that the best long-term solution was to divest the business acquired by the company only a few years earlier. The key lesson learned, MacDonald said, is not to let egos and strong personalities stand in the way of objective board decision making. 
Responding to a later question from the floor, “What could you as board members have done to redirect the process at an earlier stage so the product launch was successful?” Macdonald answered by emphasizing that it is management’s responsibility to make initial hiring decisions, and that the board would have been micro-managing if it had gotten involved at that point. A general discussion ensued about the need to educate management about board roles and responsibilities. “Most directors have been managers, but few managers have been directors,” commented moderator Sherwin.
Deborah McAney then spoke to the complications that can arise when directors representing private equity investors hold seats on a board. She discussed the potential for directors’ private equity involvement to lead to conflicts of interests with shareholders as a whole, and the potential for board members representing private equity holders to exert unfair influence on outside advisors making board presentations related to potential M&A activity. 
The impact of private equity representation on boards was a major focus for the subsequent question-and-answer session. In response to one of several questions from the floor, McAney discussed the information asymmetries between private equity investors, who have staff resources for researching governance matters at their disposal, and other independent directors, who do not. Other floor questions provoked a discussion about the Reg FD disclosure implications of having private equity representation on the board.  
Walter Salmon then took the podium to talk about the ill-fated acquisition of Snapple by Quaker Oats. He described the origins of the deal, its strategic rationale, the process leading up to its approval by the board, and the market’s initial excitement in the period following the deal’s announcement. He then went on to recount Snapple’s failure to succeed as part of the Quaker Oats portfolio, and the incorrect strategic assumptions this failure revealed. 
“When a company is considering a make-or-break purchase, directors have a responsibility to get involved to an unprecedented degree,” Salmon said. He advocated for setting up a separate, standing board subcommittee charged with the responsibility for hiring its own consultants to analyze the pros and cons of prospective acquisitions and reporting its findings to the independent directors prior to the board’s voting on any deal. Questioning Salmon from the floor, a participant asked, “What do your critics say about this proposal?” He responded by discussing the challenges independent subcommittees encounter in avoiding micro-management while staying close to operations of the business at the ground level. 
Several of the other questions from the floor pertained to handling the difficult dynamics between directors and management that emerge when boards take a more hands-on approach to corporate strategy and risk. The sense of the discussion was captured by a member of the audience who said, “In times of volatility, it is hugely important for the board to be actively engaged.”
Wrap-Up
NACD New England Chapter President-elect Bob Popeo closed the October 18th session by reminding everyone about the chapter’s next breakfast event: “Shareholder Activism,” scheduled for November 8th, 2011. The event will be held at The Newton Marriott hotel. 
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