
The Governance Institute’s E-Briefings • Volume 11, No. 3 • May 2014 
GovernanceInstitute.com  Call Toll Free (877) 712-8778 

 

 

Volume 11, No. 3, May 2014  
 

Welcome to The Governance Institute’s E-Briefings! 
 
This newsletter is designed to inform you about new research and expert opinions in the area of hospital and health 
system governance, as well as to update you on services and events at The Governance Institute. Please note that you 
are receiving this newsletter because you are a Governance Institute member or expressed interest at one of our 
conferences.  

 
 
Terms of Engagement: Board Oversight of Executive Development 
 
This is the second article in a series examining governance tasks that may now require a heightened level of 
attentiveness. 
 
By Michael W. Peregrine, McDermott Will & Emery, LLC 
 

everal new and important corporate 
governance surveys combine to strongly 

suggest greater attention be paid to critical 
executive personnel issues by the hospital and 
health system board. These surveys identify 
matters of executive succession, search, and 
development as three areas that should draw 
increasing board-level attention. While these 
issues have in the past often been considered 
more administrative matters to be addressed by 
the hospital or health system’s senior human 
resources officer, the survey results challenge that 
practice. Indeed, the survey results should serve 
as a “prompt” for thoughtful board-level discussion 
on the time spent by the board on these issues, 
and the process (e.g., board committee) by which 
such issues are addressed. 
 
The new surveys are the work product of highly 
reputable governance-oriented organizations. They 
include the 2013–2014 NACD Nonprofit 
Governance Survey from the National Association 
of Corporate Directors (NACD Survey);1 the 2014 
Report on Senior Executive Succession Planning 
and Talent Development from the Institute of 
Executive Development (IED) and the Rock Center 

                                                 
1 2013–2014 NACD Nonprofit Governance Survey, 
National Association of Corporate Directors (NACD 
Survey). Available at 
www.nacdonline.org/Store/ProductDetail.cfm?ItemNumb
er=8493. 

for Corporate Governance of the Graduate School 
of Business at Stanford University (Rock Center 
Report);2 and How Well Do Corporate Directors 
Know Senior Management? from The Conference 
Board, in consultation with IED and the Rock 
Center (Conference Board Report).3 Given the 
prominence of these organizations, their work 
product should have immediate, significant 
credibility within hospital and health system 
boardrooms. 
 
The NACD Survey is notable because it focuses 
solely on non-profit corporations. It presents 
findings from its annual questionnaire, which was 
“in the field” from May to July 2013.4 The findings 
reflect responses from 645 organizations, reflecting 
a cross section of the non-profit sector. The largest 
single industry sector reflected in the survey 
responses is healthcare, representing nearly 25 

                                                 
2 2014 Report on Senior Executive Succession Planning 
and Talent Development, The Institute of Executive 
Development (IED) and the Rock Center for Corporate 
Governance of the Graduate School of Business at 
Stanford University (Rock Center Report). Available at 
www.gsb.stanford.edu/cldr/research/surveys/talent.html. 
3 David F. Larcker, Scott Saslow, and Brain Tayan, How 
Well Do Corporate Directors Know Senior Management? 
The Conference Board, in consultation with IED and the 
Rock Center (Conference Board Report). Available at 
www.gsb.stanford.edu/sites/default/files/TCB_DN-V6N5-
14.pdf. 
4 NACD Survey, p. 4. 
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percent of total respondents.5 The survey 
questionnaire reflected several new questions from 
prior versions of the survey and presented a broad 
array of leading governance-related issues. It is 
significant that matters of executive succession are 
identified as a highlight of the survey. 
 
In comparison, both the Rock Center and 
Conference Board surveys concentrate on large, 
principally publicly traded companies. The survey 
questions focus primarily on matters of executive 
development and executive succession, search, 
and selection processes. The data contained in the 
Rock Center Report and Conference Board Report 
reflect several sources, including (for the Rock 
Center Report) older surveys the Rock Center had 
conducted that were included to provide historical 
perspective, as well as new surveys and interviews 
conducted by Rock Center with IED and, 
separately, by Rock Center and The Conference 
Board.6 This is particularly relevant given new 
studies that show that the rate of executive 
turnover is highest in the healthcare sector.7 
 
Executive Succession Practices  
 
The NACD Survey presents the notable conclusion 
that only 30 percent of non-profit boards have a 
formal succession planning process and more that 
25 percent do not have any process of discussion 
(even informal) with respect to CEO succession 
planning. Looking at that data more closely 
indicates that the use of a formal succession plan 
is higher with respect to larger non-profits—but the 
figure is still below 50 percent. Regardless of the 
formality applied to the succession practices, they 
typically address such matters as the development 
of internal candidates, emergency CEO 
succession, the identification of an interim CEO, 
and the use of an executive search firm. In 
addition, 50 percent of non-profit directors 
responding to the survey indicated dissatisfaction 
with the level of organizational succession 
planning. 
 
Many of the NACD results are validated by 
portions of the Rock Center Report. That particular 
analysis indicates that while most of the 
interviewees believe in the importance of executive 

                                                 
5 NACD Survey, p. 4. 
6 Rock Center Report, p. 15; Conference Board Report, 
pp. 6–7. 
7 See, e.g., “2013 November CEO Report: 94 CEO 
Changes, Health, Gov’t Lead,” Challenger, Gray & 
Christmas, Inc. Available at 
www.challengergray.com/press/press-releases/2013-
november-ceo-report-94-ceo-changes-health-govt-lead. 

succession planning, more than a majority think 
their own organizations are sufficiently unprepared 
for eventual changes in the CEO and other senior 
leadership positions. Similarly, the Rock Center 
interviewees indicate a lack of confidence in 
existing board practices intended to identify future 
leaders. The survey results suggest a tendency of 
directors to “greatly underestimate the difficulty, 
time, and cost associated with CEO and C-suite 
succession planning.”8 
 
Related findings include the following: 

• Corporate boards often fail to consider 
individual executive candidates in the 
context of the skill set the company requires 
for those positions; there is a disconnect 
between required skills and experience and 
the qualifications of individual candidates, 
whether they be internal or external. 

• Even though most corporate boards 
recognize the importance of establishing a 
formal executive succession process, they 
fail to establish such a process. In addition, 
boards often fail to have the necessary 
boardroom-level discussions on executive 
succession and performance. 

• Many formal executive succession 
processes fail to adequately integrate the 
internal constituents necessary for an 
effective process (e.g., the board and its key 
committees, the senior leadership team, and 
the legal and human resources leadership). 
In addition, many executive performance 
indicators fail to measure an executive’s 
achievements in developing successors, 
“mentees,” and “direct reports.” 

• Similarly, many executive succession 
processes are not fully integrated with 
overall organizational talent development 
programs; they are managed in different 
“silos” and limit the ability of the succession 
process to fully understand the talents and 
capabilities of other members of the senior 
management team—particularly from the 
perspective of possible successors. (See 
comments below on The Conference Board 
Report.) 
 

These results are significant, given the fact that the 
selection and supervision of the CEO is generally 
perceived as one of the most significant 
responsibilities of the governing board. 
 
 
 

                                                 
8 Rock Center Report, p. 1. 

www.challengergray.com/press/press-releases/2013-november-ceo-report-94-ceo-changes-health-govt-lead


The Governance Institute’s E-Briefings • Volume 11, No. 3 • May 2014 
GovernanceInstitute.com  Call Toll Free (877) 712-8778 

Executive Development Practices  
 
The Conference Board Report sheds additional 
light on the level of governance involvement in the 
executive development process. In particular, this 
report concludes that most surveyed directors lack 
an extensive exposure to members of the senior 
leadership team (other than the CEO) outside of 
the boardroom environment. This was found 
despite directors’ regular interaction with those 
executives in the boardroom context. Similarly—
and perhaps as might be expected—they lack an 
appreciation of the particular skill sets and 
performance history of senior executives. This, in 
turn, creates a significant barrier to effective 
executive development and succession practices.  
 
Specific related findings of The Conference Board 
Report include the following: 

• Less than two-thirds of surveyed companies 
have a formal senior executive talent 
development plan. 

• Even a smaller percentage of companies 
follow the practice of assigning a board 
member to “mentor” one or more senior 
executives. 

• While most responding directors report being 
kept apprised of the development of senior 
executives, they do not claim to have a 
strong level of awareness of the professional 
accomplishments and limitations of those 
senior executives. 

• While most of the responding directors have 
interaction with senior executive leadership 
through formal board processes, only two-
thirds of those responding acknowledged 
knowing members of senior leadership in a 
professional manner (i.e., through interaction 
on a specific board/management-related 
task or assignment). 

• A substantial minority (28 percent) of the 
responding directors leverage the 
boardroom/professional access to meet with 
senior executives outside of the presence of 
the CEO. 

• The substantial majority of responding 
directors do not formally participate in the 
performance evaluation of senior 
management (apart, of course, from the 
CEO). 
 

Accordingly, The Conference Board Report 
recommends that companies increase both formal 
and informal interaction between the board and the 
senior leadership team.9 

                                                 
9 Conference Board Report, pp. 1–2. 

Best Practice?  
 
Of course, it is important to put the observations of 
these surveys into the proper perspective, for 
purposes of board discussion. Reports prepared by 
commercial policy organizations and academic 
organizations can make a strong contribution to 
internal board and external discourse on effective 
governance practices. In addition, they can serve 
to provide an important frame of reference for what 
may be considered “normal and customary” 
governance practices for boards of similarly 
situated organizations. 
 
However, they are not intended to constitute 
statutory requirements, nor are they intended to 
reflect established governance best practices or 
other forms of aspirational goals. Board members 
breach no fiduciary duty by failing to adopt 
processes consistent with these survey results. 
This is particularly with respect to surveys that cut 
across non-profit/public company sectors, or 
surveys that focus only on public companies. Yet, 
governance of sophisticated non-profit 
corporations is generally well advised to consider 
relevant trends affecting the governance of both 
non-profit and public companies. This is 
particularly the case with emerging trends such as 
executive succession and development. For such 
reasons, consideration of these surveys by a 
hospital or health system board should be 
considered by a regulator, a court, or other third 
party as consistent with good faith efforts to 
improve governance effectiveness. 

 
Conclusion  
 
The three surveys suggest that the issue of 
executive succession and leadership development 
is an important, emerging area of governance 
focus. They also suggest that much work remains 
to be done before many boards have a proper 
grasp of the underlying issues, challenges, and 
opportunities. The data reflects a general 
recognition of the importance of succession, 
search, and talent development practices. It also 
confirms what appears to be an increasing level of 
concern within boardrooms with the manner in 
which these practices are being pursued within the 
organization. For these reasons, the surveys speak 
to the significant value attributed to a board-level 
dialogue on the relationship of these issues to 
healthcare governance, and to the proper extent of 
engagement with these issues that should be 
given by the board. 
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The Governance Institute thanks Michael W. Peregrine, Esq., partner, McDermott Will & Emery, LLP, for 
contributing this article. He can be reached at mperegrine@mwe.com. 
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