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Coming to Terms with Short-Termism:
Implications for Fraud

July 7, 2016

The views expressed by the presenters do not necessarily represent the views, positions, or opinions of
the Center for Audit Quality (CAQ), Financial Executives International (FEI), The Institute of Internal
Auditors (IIA), and the National Association of Corporate Directors (NACD) or the presenters’ respective
organizations. These materials, and the oral presentation accompanying them, are for educational
purposes only and do not constitute accounting or legal advice or create an accountant-client or
attorney-client relationship.
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NACD Skill-Specific Credits

« This session offers 1.5 NACD skill-specific credits to attendees working
toward attaining or maintaining their Governance Fellow or Board Leadership
Fellow credentials

If you have any questions regarding NACD credit or the Fellowship
Programs please contact:

Ronnell Perry
Fellowship Program Manager
(202) 572-2103

Fellowships@NACDonline.org

A1.5

Skill Specific
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Today’s Program

Goals of the program

« Explore how to improve the balance and identify ways to
mitigate the risks of short-termism

* Discuss what successful companies do to reinforce the
alignment between seemingly conflicting goals

* Provide actionable recommendations that each supply
chain member can implement in their organizations
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Panelists

Douglas Chia
Executive Director
The Conference Board Governance Center

Karen Horn
Chairman
National Association of Corporate Directors

Bill McCracken
President
Executive Consulting Group

Jose Rodriguez
Partner
KPMG LLP

Moderator

Cindy Fornelli
Executive Director
Center for Audit Quality
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PUBLISHED BY THE NATIONAL ASSOCIATION OF CORPORATE DIRECTORS
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Sources of Short-Term Pressures

EXTERNAL

Global business environment Media coverage

-Slow, uneven economic recovery -24-hour news cycle

Volatility (print, broadcast,

-Speed and impact of emerging, online)
difficult-to-predict risks -Earnings-season hype

-Uncertain regulatory environment

Investor community Capital markets
Search for yield Company -High-speed capital
Rise of activist investors management flows

-Portfolio manager incentives 3 -Low cost of capital

INTERNAL

-Priorities and expectations of the board

and senior management
-Culture (tone at the top, middle, and bottom)
-Strategy discussions
-Capital allocation and budget decisions
-Incentives and compensation plans
-External communications

Source: The Board and Long-Term Value Creation, NACD Blue Ribbon Commission. 2015 Slide &
ae
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Decline in Business Investment

Chart 1
Decline In business Investment
(a8 measured by the 10-year moving awarage in the financing gap = a share of gross valee added in the nonfinancial corporate sector)
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Mota: The financing gap is equal to capital axpendituras less the sum of the intemal funds in the nonfinancial corporate sector.

Sowrces: Fedaral Reserve Board: Flow of Funds, Bureaw of Economic Analysis

Source: Is Short-Term Behavior Jeopardizing the Future Prosperity of Business? The Conference Board. 2015.
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Non-GAAP: The Current Confusion

 Definition of non-GAAP in its current context

Non-GAAP measures adjust their GAAP counterparts in some fashion. In contrast, “other
metrics” are data points—like the number of stores or customers—or metrics calculated
using GAAP amounts and a data point (e.g., sales per square foot) that might provide insight
into the strategy and future growth of the business.

e Non-GAAP financial measures
EBITDA, Adjusted EBITDA, Adjusted EPS, Constant Currency
e Other non-GAAP metrics

Same store sales; average revenue per customer, sales per
square foot
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Non-GAAP: The Current Confusion

« EXpectation gap: audited vs. non-audited information
« New tool for audit committee members:

QUESTIONS ON

NON-GAAP MEASURES

ATOOL FOR AUDIT COMMITTEES
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Warning Signs of Short-Termism

* Infrequent boardroom discussions about future-
oriented topics

 Compensation for key executives does not include
incentives for long-term performance

* High turnover in the C-suite
e Declines in investments in R&D

e Push for dividends or stock buybacks

Slide 10
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Strategies for Curbing Short-Termism

e Understand the business model

* Do capital allocation decisions support long-term
strategies

e Portion of executive compensation plans based on long-
term goals

* Emphasize to investors the connection between long-term
strategies and short- and mid-term actions

* Consider offering extra dividends or enhanced voting
rights to reward long-term investors

 Move away from quarterly earnings guidance

Slide 11
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Key Takeaways

« (Get on offense, and be prepared
* Maintain a sharp focus on tone and transparency

* Avoid over-emphasis from the top about meeting
guarterly expectations

 Culture drives behavior
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CPE Certificate

As a reminder, you may access your CPE certificate by clicking the
orange CPE icon if you have fulfilled the attendance check
requirements.

If you do not have an opportunity to obtain your CPE certificate during
today’s presentation, you may obtain your certificate after 24 hours by
logging back into the event and clicking the orange CPE icon. Please
note that you will not be able to respond to the attendance checks in
the archive, and you must fulfill the attendance requirements during the
actual presentation to receive your CPE certificate.

S
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We Value Your Feedback

Please take our brief webcast survey

Visit www.AntiFraudCollaboration.org for
additional resources and information
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