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T

he responsibilities of corporate directors at publicly traded
companies have never been greater. Dealing with regulatory
changes to financial reporting requirements, addressing
risk across the enterprise – whether it be in domestic operations,
foreign markets or cyber space – and vigilantly managing executive
compensation practices are a just a few of the issues that boards are
wrestling with in 2013.

According to a new survey by the Corporate
Governance Practice of BDO USA, LLP, most
corporate directors believe regulatory and
compliance overload is the greatest risk
currently facing their business – far ahead
of other threats, such as cyber breaches and
corruption. Moreover, board members are
resistant to proposed changes to the annual
auditor's report and are beginning to monitor
how the movement to link CEO compensation
to equity may be creating a growing gap in
compensation between chief executives and
other members of management.

These are some of the findings of The 2013
BDO Board Survey, conducted by the
Corporate Governance Practice of BDO USA,
which examined the opinions of corporate
directors of public company boards, with
revenues ranging from $250 million to $750
million, regarding corporate governance
issues. The survey, conducted in September
2013, covered various topics related to
financial reporting, executive compensation,
risk management and management of
directors' time.

 Read more
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“Clearly, corporate board members aren’t sold on the usefulness of the PCAOB’s proposal to require external
auditors to include more detailed information in the annual auditor’s report that accompanies a business’s financial
statements. However, when you make changes to something that has been done the same way for more than 70
years, there is bound to be some pushback.”
Lee Graul, a Partner in the Corporate Governance Practice of BDO USA.
uFINANCIAL REPORTING
In August of this year, the Public Company
Accounting Oversight Board (PCAOB)
issued a proposal to improve financial
disclosure. The proposed changes will require
external auditors to include more detailed
information in the annual auditor’s report that
accompanies a business’s financial statements.
Yet, less than one-third (27%) of public
company board members believe the PCAOB's
proposed changes will actually improve the
usefulness of the report. Conversely, almost
half (45%) of the directors say the changes
will not improve the auditor's report, while
more than a quarter (28%) aren't sure.

When asked about specific components of the
PCAOB’s proposal, more than three-quarters
(78%) of board members are in favor of the
report disclosing the length of the external
auditor’s tenure in the report. However, more
than two-thirds (67%) of board members are
opposed to the auditor’s report evaluating
information beyond the financial statements
for potential errors or misstatements that
conflict with information obtained during the
audit. A smaller majority (52%) is opposed to
the report containing a discussion of critical
audit matters that gave the auditor the most
difficulty in forming its audit opinion.

Close to two-thirds (64%) of corporate
directors are aware of the new SEC rule
that allows companies to disclose material
information through postings on social media,
but none indicate that their companies have
utilized this new channel to do so and only 11
percent anticipate utilizing social media for
material disclosures in the future.

RESISTING CHANGE

EVALUATING PCAOB CHANGES TO AUDITOR’S REPORT

Overall, do you believe the PCAOB’s
proposal will improve the usefulness of
the annual auditor’s report?

Please tell me whether you ARE or ARE NOT in favor of each of the following
proposed changes to the auditor’s report.
In Favor

27%
Yes

28%
Not sure

45%
No
Source: 2013 BDO Board Survey

Not In Favor
Requiring the auditor’s report to
discuss “critical audit matters”
(CAMs) – parts of the audit where
the auditor had to make its most
complex decisions, or where the
auditor had the most difficulty in
forming its audit opinion

48%
52%

Requiring the auditor’s report
to evaluate other information
in the company’s annual report
beyond the financial statements
– the company’s assertions in
its Management Discussion and
Analysis (MD&A) for example –
to see if it contains any errors or
misstatements that conflict with
information obtained during the
audit
Requiring the auditor to disclose
how long it has served as the
company’s auditor in the report

33%
67%

78%
22%

Source: 2013 BDO Board Survey

 Read more
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RANKING RISKS
What issue represents the greatest risk for your business?

What area represents the greatest risk for FRAUD at your company?

69%

42%

20%
13%

Regulations/
Compliance
overload

Cyber breach

12%

9%

Fraud/
Corruption

18%

6%

8%

3%

Privacy breaches/
violations

Intellectual
property
misappropriation

Embezzlement
or similar crimes
against the
company

Corruption/
Bribery

Earnings
management

Insider trading

Revenue
recognition

Source: 2013 BDO Board Survey

uRANKING RISKS
More than two-thirds (69%) of public
company board members cite regulatory/
compliance overload as the greatest risk facing
their businesses. Cyber breaches (13%), fraud/
corruption (9%), privacy violations (6%) and
intellectual property misappropriation (3%)
are cited by far smaller percentages of the
directors.
When asked to identify the greatest risk for
fraud at their companies, a large proportion
of the directors cite embezzlement or
similar crimes against the company (42%).
Corruption/bribery (20%), earnings
management (18%), insider trading (12%) and
revenue recognition (8%) are cited by smaller
proportions.
A majority (55%) of board members say they
have increased their company’s anti-fraud
and anti-corruption resources in the past
year. When asked where they have devoted
the greatest percentage of those increased
resources, almost half (46%) cite training
and more than a third (35%) cite personnel.
Smaller proportions cite technology (14%)
and the use of external consultants (5%).

CONFRONTING FRAUD
Have you increased your company’s anticorruption and anti-fraud resources in
the past year?

55%
Yes

45%
No

In which ONE of the following areas have
you devoted the greatest increase in
resources to reduce corruption and fraud?

35%
Personnel
46%
Training
14%
6%
Technology

Source: 2013 BDO Board Survey

Use of external consultants/
counsel/other

“It is not surprising to see that companies are dealing with regulatory
overload. The financial services sector, in particular, has been dealing with
new regulations in both the U.S. and the EU The directors’ focus on training
and education to improve compliance and reduce fraud is certainly positive
news. Many of the companies we work with perform a comprehensive risk
assessment addressing fraud and corruption. The risk assessment results
often guide the company towards additional and more strategic training
and education. By proactively conducting independent risk assessments,
businesses can greatly enhance their risk mitigation efforts.”
Glenn Pomerantz, Partner in Charge of Global Forensics at BDO
Consulting
 Read more
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uCYBER RISK
Just 11 percent of board members say their
company has experienced a cyber breach
during the past two years. Nevertheless, cyber
security has been a regular topic in the media
and corporate directors appear to be paying
attention.

MANAGING CYBER SECURITY
What public companies are doing to mitigate cyber security risks:
98%

Close to half (47%) of directors say they have
completed documenting all of the critical
cyber assets of their company and a similar
percentage (45%) say they are currently in
the process of identifying their critical cyber
assets. Just 9 percent indicate they have taken
no steps to identify these critical assets.
When asked about specific steps their
businesses have taken to mitigate cyber
security risks, almost all (98%) of the board
members indicate they have implemented
technology to safeguard the company.
Approximately half of the directors say they
hired cyber security consultants to either
advise on risk areas (56%) or supplement IT
procedures (49%). A similar percentage (48%)
indicate they formed a risk committee to
create cyber policies/procedures. Just 18% say
they have purchased cyber insurance to cover
potential losses from cyber crime.

56%

49%

48%

18%

Implemented
technology
to safeguard
company assets
from cyber crime

Hired cyber
security
consultants
to advise on
risk areas and
solutions

Hired cyber
security experts
to supplement IT
procedures

Formed risk
committee to
create policies/
plans

Purchased cyber
insurance to cover
losses resulting
from cyber crime

Source: 2013 BDO Board Survey

uFOREIGN MARKET RISK
A majority (56%) of the directors say their
company conducts business in foreign
locations or with foreign customers or
suppliers. Of those conducting business
internationally, a majority (55%) indicate that
they deal with foreign government officials
and better than one-third (38%) of those
believe compliance risks related to bribery
of foreign officials have increased over the
past two years, compared to just 10 percent
reporting a decrease.
When asked to identify what is the most
effective tool businesses can use to
mitigate corruption risks in foreign markets,
almost two-thirds (65%) of the directors
cite improved training and education of
employees. Increased testing of transactions
(16%), expanded board oversight (8%), a
change in business model (8%) and revamped
policies and procedures (8%) are other
measures cited by the directors.

 Read more
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“The concern with the gap in compensation between the CEO and other members of management is a subject we are
increasingly being asked to address by clients. Given the ongoing increase in equity markets and the SEC’s current proposal
to require companies to disclose the ratio of CEO pay to median employee pay, this issue is only going to get bigger.
Boards must decide whether they want to close the gap by expanding equity pay to other members of management,
moving more CEO compensation back to traditional compensation or a combination of both of these strategies.”
Randy Ramirez, a Senior Director on Compensation in the Corporate Governance Practice of BDO USA
uEXECUTIVE

COMPENSATION

In recent years, CEO compensation has
become increasingly tied to equity in order
to link pay to performance and align CEOs
with shareholders. However, given the
sensational performance of the stock market
in 2013, one-third (34%) of public company
board members are concerned that this
focus on equity is leading to a growing gap in
compensation between the CEO and other
members of the management team.
Of those expressing this concern, a majority
(56%) believe the most appropriate approach
to address the gap is to expand equity-based
compensation to more members of the
management team, while one-third (33%)
suggest moving a larger portion of CEO
compensation back to traditional, long-term
cash or annual cash incentive programs.
Few (11%) suggest re-introducing executive
perquisites back into the compensation mix
for key employees.
When asked what performance measurement
they consider the best substitute for at
least a portion of equity-linked pay, board
members cite profit growth (39%) and free
cash flow (24%) as the most likely substitutes.
Operational efficiency (18%), revenue growth
(14%) and market share (6%) are the other
alternative measurements cited by the
directors.
In a related area, the vast majority (82%) of
board members at public companies believe
proxy advisory firms should be subject to SEC
oversight due to the potential for a conflict
of interest in providing services to both
corporations and institutional shareholders.

uBOARD PRIORITIES
When asked what topics they would like to
spend more or less of their time on, close to
half of the board members cite succession
planning (47%) and studying industry

EXECUTIVE PAY GAP
Given the sensational performance
of the stock market in 2013, are you
concerned that the focus on equity in CEO
compensation is leading to a growing gap
in compensation between the CEO and
other members of management?

What do you consider the most effective
step to address the growing gap in pay
between CEOs and other members of the
management team?

11%

56%

33%
34%
Yes
66%
No

Expand equity-based compensation to more
members of the management team
Move a larger portion of CEO compensation
back to traditional, long-term cash or annual
cash incentive programs

Source: 2013 BDO Board Survey

Re-introduce executive perquisites back
into the total compensation mix for key
employees

TIME MANAGEMENT
Would you like your board to spend more or less time on each of the
following topics?
Topic

More

Less

Same

Succession planning

47%

5%

47%

Industry competitors

45%

5%

50%

Risk management

38%

1%

61%

Evaluating management performance

32%

------

68%

Compliance and regulatory issues

16%

20%

64%

Executive compensation

8%

8%

84%

Source: 2013 BDO Board Survey

competitors (45%) as areas where they would
like to spend more time. Risk management
(38%) and evaluating management
performance (32%) were the other areas
where sizable percentages expressed an

interest in spending more time. Perhaps
more revealing is how few of these directors
expressed a desire to spend less time on any
of these areas, with the possible exception of
compliance and regulatory issues.
 Read more

ABOUT THE SURVEY
These are the findings of The 2013 BDO Board Survey which examines the opinions of 74
corporate directors of public company boards, with revenues ranging from $250 million to $750
million, regarding financial reporting and corporate governance issues. The survey was conducted
in September of 2013.
ABOUT BDO USA
BDO is the brand name for BDO USA, LLP, a U.S. professional services firm providing assurance,
tax, financial advisory and consulting services to a wide range of publicly traded and privately
held companies. For more than 100 years, BDO has provided quality service through the active
involvement of experienced and committed professionals. The firm serves clients through 49
offices and more than 400 independent alliance firm locations nationwide. As an independent
Member Firm of BDO International Limited, BDO serves multinational clients through a global
network of 1,118 offices in 135 countries.  
BDO USA, LLP, a Delaware limited liability partnership, is the U.S. member of BDO International
Limited, a UK company limited by guarantee, and forms part of the international BDO network
of independent member firms. BDO is the brand name for the BDO network and for each of the
BDO Member Firms. For more information, please visit: www.bdo.com.
Material discussed is meant to provide general information and should not be acted on without
professional advice tailored to your firm’s individual needs.
© 2013 BDO USA, LLP. All rights reserved.

