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echnology can enable innovation and disrupt existing business models. Many corporate leaders are
increasingly considering how technology can improve operational efficiencies, create new products
and services, and help their organizations enter untapped markets. They are also surveying the
landscape for competitive entrants seeking to disrupt their industry.

Of course, adopting new technology can be challenging and have far-reaching effects both inside and
outside of an organization. While many of these can be positive, others can lead to unforeseen risks and
unintended consequences. For instance, implementation can bring about risks related to alignment with
new or existing business models, resources and training, security and data management, and overall project
management, to name just a few.

Overlooking the opportunities and risks related to disruptive technology can be costly, but so too can

a rush to implement it. In this report, Corporate Board Member and EY present the key findings of a survey
of 365 corporate directors on the topic of disruptive technology. Here’s what we found:

KEY FINDINGS

» Directors are divided as to whether their boards have the appropriate resources to move their companies
forward in this era of digital disruption.

* Most boards rely on management as their primary source for staying current on industry trends, emerging
technologies and innovation.

» Directors say the biggest challenges to adopting emerging technology are those related to integration
and talent.

* Boards can help their organizations mitigate risks brought on by disruptive technology by including the
topic on the full board agenda and reviewing the organization’s enterprise risk management framework.

* A majority of directors agree that boards can enhance their oversight of disruptive technology through
tailored board training and education.
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DIRECTORS ARE DIVIDED AS TO WHETHER THEIR BOARDS HAVE THE
APPROPRIATE RESOURCES TO MOVE THEIR COMPANIES FORWARD IN

THIS ERA OF DISRUPTION.

Do you believe your board has the appropriate resources
to move your company forward in this new era of digital
disruption?

24%

No

24%

Not sure

How attuned is your board/management team to the
potential disruption of your organization and industry?

BOARD

46%

Very

— 2%
52% Not at all
Somewhat
MANAGEMENT

31%

Somewhat
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Nearly half of the directors in our survey indicated
being unconvinced that their boards have the
appropriate resources to navigate the disruption
caused by emerging technology.

Our data shows that boards are more confident
in their management team’s acumen in these
matters, with fewer than half (46 percent) of
directors saying they feel “very attuned” to the
potential disruption of their organization and
industry, compared to 69 percent who responded
the same about management.

This data underscores the need for today’s boards to
take a step back and verify they have the portfolio
of skills and competencies necessary to serve as

a strategic resource and guide for management.

The purview of directors is rapidly expanding as
technological innovation drives new opportunities
and risks, and boards should regularly challenge their
composition to confirm that director qualifications
align with the company’s evolving strategy and risk
profile. Boards should also seek to ensure ongoing
refreshment as a way to bring new, diverse and
relevant perspectives into the boardroom. This could
involve ongoing board training and education,
challenging the quality of board materials, engaging
outside experts, and verifying that the board’s
agenda and committee structure provide sufficient
focus on emerging strategic issues and critical risks.



MOST BOARDS RELY ON MANAGEMENT AS THEIR PRIMARY SOURCE FOR
STAYING CURRENT ON INDUSTRY TRENDS, EMERGING TECHNOLOGIES

AND INNOVATION.

Fifty-seven percent of directors say they primarily

rely on briefings fromm management to stay current on
business trends, emerging technologies and innovation.
Approximately one quarter of respondents (27 percent)
chose subject matter experts and other external
sources, such as industry analysts, conferences, trade
publications or publicly available data on peers and
competitors, as a top source of information over their
management team.

An overreliance on management briefings may not

be the most effective way for boards to understand
how emerging technologies can help drive new
opportunities through innovation for their organizations.
In fact, such an insular approach could limit the

board’s awareness of opportunities and risks brought
on by these technologies.

Instead, directors should look outside of their company
to stay up to date on the latest developments related
to emerging technologies and overall innovation.
Independent external data can help them gain

valuable insight into potential strategic pivots occurring
within their company’s industry and adjacent sectors.
For instance, it’s critical that boards receive timely
information related to new business formation by
venture and private capital, including rounds of financing
along with overall joint venture, merger and acquisition
activity. These new entrants are often leveraging
emerging technologies to drive innovation and create
disruptive business models challenging the status

quo. This and similar external data will help the board
constructively challenge internal biases, identify blind
spots and bring an objective perspective.

Boards have a responsibility to support management
undertaking innovative projects that offer long-term
value—a principle with which 83 percent of directors
agree. However, the inherent risks involved with
pursuing disruptive technology, combined with external
pressures for short-term profitability, may push
management to overlook opportunities to create
long-term value.

Despite directors’ acknowledgment of the importance
of a long-term focus, many companies continue to
grapple with balancing short- and long-term strategic
objectives. But as highlighted in the survey responses,
it is critical that boards sustain their vigilance with
long-term value creation and support management’s
long-term initiatives, even if such initiatives negatively
impact short-term results.

Top ways boards stay current on megatrends, industry
trends, emerging technologies and potential innovation
inflection points

Briefings from management

15%
Independent subject-matter experts
12%
External advisors
5%
Industry analysts, conferences and tradeshows

D a%

Information on venture capital, joint venture or alliance
investment activity occurring within the company’s sector
and sector adjacencies

3%
Publicly available data on peers and competitors
2%
Trade publications and newspapers

2%

Other

Would your board support your management team
undertaking potentially disruptive innovation projects
that offer long-term value benefits even if they create
additional risks and may not deliver short-term returns?
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DIRECTORS SAY THE BIGGEST CHALLENGES TO ADOPTING EMERGING
TECHNOLOGIES ARE THOSE RELATED TO INTEGRATION AND TALENT.

Integrating new technologies and platforms is considered
the greatest challenge when adopting emerging
technologies, followed by hiring and re-skilling talent.

To address these concerns, boards should verify that
any implementation of new technology involves an
appropriate project and risk management process that
aligns to the organization’s enterprise risk management
(ERM) framework. Leveraging external resources with the
appropriate knowledge about the specific technology
being adopted can be beneficial, as is the use of internal
audit to periodically review the overall progress of the
implementation.

When it comes to potential talent challenges, companies
should focus on finding and developing the right skillsets
and capabilities, which may entail acquiring new talent
or reskilling its workforce. Boards should make sure that
the company is addressing the training and education
needs required to analyze, adopt and integrate new
technology.

What is the biggest challenge your organization faces
in adopting emerging technologies?

27%
Integrating new technologies and new platforms
18%
Hiring and re-skilling talent

Identifying and mitigating potential unintended risks
arising from deployment of new technologies

12%
Obtaining sufficient capital to invest in new and
emerging technologies

1M%
Maintaining current operations during implementation
7%
Navigating regulatory issues

Other

5%

Cybersecurity and privacy considerations

)1%

Data availability and quality considerations
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INNOVATION PAVING THE WAY

A company’s innovation process and approach
should be specific to the company, its
circumstances and its sector. In other words,
companies should select innovation metrics
that best reflect and align to their specific
strategy and business context.

While there is no one-size-fits-all approach to
which metrics boards should monitor, directors
should ensure that their companies have initiatives
that are appropriately balanced across three
areas: new markets, new products and solutions,
and efficiencies within their existing business
model. According to our survey, revenue
generated from new products and services
ranks as the most common metric monitored

by 54 percent of boards, followed by resources
allocated to new offerings and innovation ROI.

Which of the following innovation-related metrics
does your board monitor?

54% Percentage of revenue from new products
or services

45% Resources allocated to new product
offerings/customers

43% ROl on innovation/R&D-related projects

43% Resources and employee time allocated to
R&D and innovation-related projects

37% R&D spending ratio metrics

0, .
32/) Innovation revenue forecast
(e.g., revenue forecast from innovation pipeline)

31% Speed to market
(i.e., time from approval of project to launch)

8% Number of ideas submitted that were
implemented during the reporting period

5% Other metrics

*Respondents were asked to select all that apply.



BOARDS CAN HELP THEIR ORGANIZATIONS MITIGATE RISKS BROUGHT ON
BY DISRUPTIVE TECHNOLOGY BY INCLUDING THE TOPIC ON THE FULL
BOARD AGENDA AND REVIEWING THE ORGANIZATION’S ENTERPRISE RISK

MANAGEMENT FRAMEWORK.

When asked what they believe is the most important
action they can take to help their companies navigate
disruptive risks brought on by technology, 38 percent
of surveyed directors chose incorporating the topic of
disruption and innovation into the full board agenda,
while 31 percent say the most helpful would be to
include these topics in the risk management process.

Making time to discuss issues related to emerging
and disruptive technologies is critical; yet, only 29
percent of boards say their board discusses emerging
technologies regularly. The remaining 71 percent say
they either discuss it annually (23 percent) or on an
ad-hoc basis (48 percent)—a frequency that once
again has directors divided on whether it is sufficient
to properly assess the growth opportunities and risks.

When it comes to the responsibility of oversight of
emerging technologies, 67 percent say their full board
takes this on rather than a stand-alone committee.

In your opinion, what is the most important action
boards can take to help their organizations navigate
disruptive risks?

Incorporate disruptions and innovation into the full
board agenda

31%

Incorporate disruptions and innovation into the
organization’s enterprise risk management

15%
Consult third-party experts to advise on innovation
risk management

14%
Onboard directors with specific technology skill sets
)1%
Other

*Percentages may not add up due to rounding.

How frequently are emerging technologies
discussed at the full board level?

48%

Ad hoc (as needed)

23%
Annually 29% __ Regularly
(every meeting)

Do you believe the time your board/committee
invests in discussing emerging technologies is
sufficient to properly assess risk?

49%

Yes

30% 21%
Not No
sure

Where does oversight of emerging
technologies reside within your board?

67%

Full board

19% — Audit or risk committee

11% — Technology or other
related committee

—— 4% other

*Percentages may not add up due to rounding.
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A MAJORITY OF DIRECTORS AGREE THAT BOARDS CAN ENHANCE THEIR
OVERSIGHT OF DISRUPTIVE TECHNOLOGY THROUGH TAILORED BOARD
TRAINING AND EDUCATION.

What are the top 2 areas that would most enhance your
board or committee’s effectiveness in its oversight of
disruptive technologies?

54% Better understanding of emerging trends and

potential impacts to business models through
tailored board training and education

50%

Better integration of technology disruption into
our discussions about strategy and risk

36%

More focused time on the agenda for open
discussion on emerging technologies

28%

Re-evaluating board composition and augmenting
director skill sets in technology

18%

Enhanced board reporting from the management
team

4%

Shifting oversight responsibilities to a formalized
or ad-hoc committee

*Respondents were asked to select two.

6

2019 CORPORATE BOARD MEMBER/EY STUDY

To help the full board gain confidence and support
the integration of disruptive technology into their
regular, ongoing strategy and risk discussions,
directors must be committed to continual learning.

Directors should embrace a learning mindset, pursue
educational opportunities, spend additional time with
management and seek counsel from external experts
or advisory panels as appropriate. This isn’t about
making every director a technology expert. Rather,

it is about increasing the board’s competency so that
directors can ask thought-provoking and constructive
guestions of management.

Boards also need to be mindful of the limitations

of appointing a specialist director as part of the
solution. The responsibility for overseeing disruptive
technology cannot be abdicated to one director,
with the rest of the board relying on that individual’s
briefings. A better practice is to upskill the full board
to oversee both the opportunities and risks of
emerging technologies.

EMBRACING THE DISRUPTIVE
TECHNOLOGY FRONTIER

The findings of this survey reveal clear opportunities
for boards to strengthen their governance of
disruptive technology. Boards can use independent
data and resources to help identify potential
disruption, validate existing strategic assumptions
and challenge internal bias. They should verify that
the implementation of disruptive technology includes
an appropriate risk management process that aligns
with the organization’s ERM framework. Boards can
also pursue education and board refreshment to
address knowledge gaps and help identify risks

and any potential unknowns related to disruptive
technology. Finally, they should strategically challenge
whether the company has the right culture, skills and
training required to succeed in this transformative
age, and dedicate more time to the topic of
innovation and disruptive technology during full
board sessions.



QUESTIONS FOR THE BOARD TO CONSIDER

* Is the board allocating sufficient time on its agenda, and is the committee structure appropriate to
provide effective oversight of technological innovation and disruption?

» Does the board have the right mix of relevant skills, expertise, perspectives and experiences that allows
for effective oversight of technological innovation and disruption?

* Which resources is the board using to keep abreast of technological trends, innovation and
potential disruption?

* Is the board obtaining independent, external data and information that can be leveraged to gain insights
and better evaluate emerging and disruptive risks?

* Have appropriate and meaningful innovation-related metrics been identified? If so, how often is the
board reviewing these metrics?

* Are there any specific education and training topics that would enhance the board’s oversight of
technological innovation and disruption?
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SURVEY METHODOLOGY

In March and April 2019, Corporate Board Member and EY surveyed 365 public company directors to
determine how disruptive technologies are impacting the boardroom. The survey was conducted online,

anonymously.

RESPONDENT DEMOGRAPHICS

Title/Role:

Executive director 4%
independent director 81%
Lead director 9%
Board chair 13%
“Respondents were asked to select all that apply.

Market Capitalization:

Less than $50 million 4%
$50 million to $300 million 10%
$300 million to $2 billion 28%
$2 billion to $10 billion 38%
$10 billion to $300 billion 19%
$300 billion+ 1%
*Percentages may not add up due to rounding.

Sector:

Financial Services 24%
Technology 15%
Consumer Products & Retail 12%
Life Sciences 9%
Real Estate, Hospitality & Construction 9%
Automotive & Transportation 8%
Power & Utilities 7%
Health 4%
Mining & Metals 4%
Oil & Gas 4%
Government & Public Sector 2%
Media & Entertainment 2%
Telecommunications 1%

*Percentages may not add up due to rounding.

Committee Seats:

Audit/Risk 64%
Nominating/Governance 62%
Compensation 55%
Other 30%
Technology/Innovation 10%
* Respondents were asked to select all that apply.

Tenure as a director of a publicly traded
corporation:

Less than two years 6%
Three to five years 13%
Six to ten years 16%
More than ten years 65%
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CORPORATE
BOARD MEMBER

Corporate Board Member, a division of Chief Executive
Group, has been the market leader in board education for
20 years. The quarterly publication provides public company
board members, CEOs, general counsel and corporate
secretaries decision-making tools to address the wide range
of corporate governance, risk oversight and shareholder
engagement issues facing their boards. Corporate Board
Member further extends its thought leadership through
online resources, webinars, timely research, conferences
and peer-driven roundtables. The company maintains the
most comprehensive database of directors and officers

of publicly traded companies listed with NYSE, NYSE Amex
and Nasdaqg. Learn more at BoardMember.com.
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EY is a global leader in assurance, tax, transaction and
advisory services. The insights and quality services we
deliver help build trust and confidence in the capital markets
and in economies the world over. We develop outstanding
leaders who team to deliver on our promises to all of our
stakeholders. In so doing, we play a critical role in building a
better working world for our people, for our clients and for
our communities.

EY refers to the global organization, and may refer to one
or more, of the member firms of Ernst & Young Global
Limited, each of which is a separate legal entity. Ernst &
Young Global Limited, a UK company limited by guarantee,
does not provide services to clients. Information about how
EY collects and uses personal data and a description of the
rights individuals have under data protection legislation are
available via ey.com/privacy. For more information about
our organization, please visit EY.com. Ernst & Young LLP is a
client-serving member firm of Ernst & Young Global Limited
operating in the US.

© 2019 Corporate Board Member and Ernst & Young LLP.
All rights reserved.

This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer
to your advisors for specific advise.

US SCORE no. 06367-191US

About the EY Center for Board Matters

Effective corporate governance is an important element in
building a better working world. The EY Center for Board
Matters supports boards, committees and directors in their
oversight role by providing content, insights and education
to help them address complex boardroom issues. Using our
professional competencies, relationships and proprietary
corporate governance database, we are able to identify
trends and emerging governance issues. This allows us to
deliver timely and balanced insights, data-rich content,
and practical tools and analysis for directors, institutional
investors and other governance stakeholders.



