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Of ten, p e ople  w ho work in
g roup s  have  a  hard  t ime
reaching decisions col lec-
tively, and they can be hin-
dere d  by  di f ferences  in

opinion regarding priorities. What fol-
lows is an interview with Eleanor Blox-
ham, CEO of  T he  Va lue  Al l iance  and
Corporate Governance Alliance, focus-
ing  on  t he  e f fe c t ive  op er at ion  of  t he
board of  directors and other decision-
ma k ing  b o dies  t hat  are  compr ised  of
multiple unique personalities and ideas.
Eleanor also discusses the responsibili-
t ies  of  the  indiv iduals  ser v ing on the
board and the best  ways  to  overcome
common obstacles.

Paul. How do the human dy namics on
boards differ  f rom, say, working for a
company? 

Eleanor. There’s something more int i-
mate about the human dy namics on a
board than working for  most  compa-
nies. Think about a seminar in college
w ith 12 people versus a lecture hall  w ith
many. If  you have ever worked in a small
isolated group w ithin a company, you

know that the dy namic is  different from
situat ions  in  w hich you interac t  w ith
many people across the company or out-
side it .

But  even thoug h there  are  s imi lar i-
t ies, the dy namics of  working in a small
i s o l at e d  g rou p  i n  a  c o mp a ny  d i f fe r s
f r o m  t h e  d y n a m i c s  o n  m o s t  b o a r d s
because  of  the  way the  work is  s t r uc-
tured. In the company sett ing, you show
up ever y day. Unless you work vir tually,
most  of  your work occurs  on company
premises , and you rea l ly  get  to  k now
the other members of  the team through
dai ly  interac t ion.

Board members who take their jobs seri-
ou s l y  wor k  mu ch  h a rd e r  out s i d e  t h e
boardroom than in it. This work involves
more than the 300+ pages of  information
provided by management for the direc-
tors to read and digest before each meet-
ing — or the briefings management sends
daily, weekly, or monthly, depending on
the company. Good directors spend sig-
nificant t ime on their ow n doing self-
s t udy  re lated  to  t he  comp any and i t s
industr ies: reading analyst repor ts, sit-
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t ing in on quar terly analyst conference
calls, review ing news and regulator y fi l-
ings , at tending indust r y  conferences ,
a n d  ke e p i n g  u p  w i t h  re g u l at o r y  a n d
accounting changes.

Depending on the t y pe of  company,
the work may involve v isit ing the com-
pany’s stores or restaurants and those
of  its  competitors or v isit ing the com-
pany’s worksites or plants. Good board
members also study the industr y chal-
lenges faced by major suppliers and cus-
tomers  and  by  t he  count r y  m anagers
where the company is located.

A board might meet in person six times
a year for two days each, plus a three-day
retreat once during the year. That’s 15 days
a l l  year  long. Yes, they’ l l  get  to  k now
each other but not quite as  wel l  as  12
people working w ith each other ever y
day, day in, day out. Some boards sched-
ule social  t imes as par t of  the board’s
act iv it ies, or board members do this on
their own to develop good relationships.

Compensation is another way in which
board and corporate work differs. If  you
work for a company, you l ikely der ive
mo s t  of  you r  i ncome  f rom  t h is  wor k
rather  than other  sources  of  pay. The
same can be true of  some board mem-
bers, but for many it  is  not. They tend to
have some combination of  a well-pay ing
day job or ret irement funds and several
board seats. Their eggs aren’t  al l  in that
one basket. Plus, it’s  l ikely if  you work
for a company, you don’t get to sit around
w ith your colleagues and decide if  you
are due a raise and then make it  happen.
Board members do.

Companies tend to have established hier-
archies w ithin the organizat ion. There’s
an organization chart. Whether you report
directly to a single person or indirectly
to more than one (the whole dotted line,
matrix idea), when asked who your boss
is, it’s  someone even the CEO can point
to. In her case, it’s  the board.

Paul. Do boards, or should boards, have
a hierarchy?

Eleanor. No. A board should real ly
act l ike the Knights of  the Round Table
— equal votes and self-governing. It’s
the highest governing body of  the cor-
p or at i on , a n d  t h e  i d e a  i s  t h at  p owe r
should not  rest  w ith one person, that
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there should be a diversit y of  thought
brought to the oversight function of com-
panies.

Now if  you think about it , this is  what
makes having CEOs or other executives
on the board problematic. In the U.S., the
top execut ive  of ten doesn’t  s it  on the
board in tax exempt organizat ions, but
in  most  t axp ay ing  organizat ions , t he
CEO is a board member. The CEO is the
board’s hired hand. One of  the primar y
responsibilities of  the board is to hire and
fire the CEO and decide her paycheck.
So there is  a hierarchy, and there should
be. The CEO’s main funct ion is  being
CEO, and for the CEO to sit on the board
just confuses the matter. More impor-
tantly, it  can also cause the board to t ip-
toe around issues because, as  a  board
member, the other directors are prone to
v i e w  t h e  C E O  a s  b e i n g  o n  e q u a l  ( o r
higher) footing. If  other executives are
on the  board, there  are  s imi lar  prob-
lems. In this case, the CEO is the primar y
evaluator of  their performance. There is
no way they are exactly equal members.

O ver  the  past  10 years  or  so, many
more U.S. corporate boards have begun
to understand that the hired hand, the
CEO, should never be the board chair.
But not all. Through my board work I have
seen the role confusion that occurs when
the CEO is also the board chair. Board
members don’t  know when to kow tow
because she’s the chair or when to over-
s e e  h e r  b e c au s e
s h e’s  t h e  C E O.
Some people say
a lead director or
presiding direc-
tor position cures
the problem, but
it  real ly doesn’t.
B o a rd  m e mb e rs
remain confused.
The independent
board members should choose the chair
from among their independent peers.

Of  course, even if  they aren’t  mem-
bers, the board is going to want the CEO
and other executives to attend most of
the meetings to provide input. But to sit
on the board? To have an equal vote on
board decisions? No — and I’m not alone
in thinking this. John M. Nash, founder
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and president emeritus of  the National
Associat ion of  Corporate Directors, the
largest organization of independent direc-
tors in the U.S., has been say ing this for
years.

Pau l .  How  c a n  b o a rd s  re a c h  a n
informed agreement on the most impor-
tant things to do and then stay on track
to do them?

Eleanor. Boards first  need to develop
and agree on well  thought out corporate
governance guidelines or principles that
outl ine the role of  the board, its  pur-
pose and act iv it ies, responsibilit ies and
accountabi l it ies  composit ion, qual if i-
cat ions for membership, and how it  w il l
operate. Some boards do this well, but
some do it  ver y poorly.

Goldman Sach’s corporate governance
guidelines miss the boat in several ways.
One is by not making a clear dist inct ion
between the roles of  the board and the
roles  of  the independent board mem-
bers. For example, the guidelines state,
“The board shall be responsible for estab-
lishing and maintaining the most effec-
tive leadership structure for the company”
and “the board shall review its leadership
structure at least annually.” But the man-
agement members of  the board and the
non-independent directors shouldn’t be
involved in these processes. (Currently
Goldman Sachs combines the CEO and
chair posit ions.)

The guidelines also state, “The invi-
tation to join the board shall be extended
by the board via the chairman and either
the chairperson of  the governance com-
mittee or another independent director
of  the company designated by the chair-
man and the chairperson of  the gover-
nance committee.” But because the CEO
is the chair, this is  a real governance no-
no. Since when does the caterer invite the
host to the par t y?

To  i t s  c re d i t , G o l d m a n  S a c h s  h a s
updated sect ions of  its  guidelines. In a
March 2012 ar t icle  publ ished by For-
tune, I w rote about a number of  prob-
l e m s  i n  t h e  c o mp a ny ’s  g ove r n a n c e
guidelines. One problem was a sect ion
that said the CEO would play a role in
agenda-sett ing by being asked “to iden-
t if y matters for discussion at executive
sessions of  the independent directors.”
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That is an inappropriate role for the CEO.
Today, a better process is in place accord-
i ng  to  t he  l ate s t  g u ide l i ne s . Now  t he
guidelines say that the lead director shall
“[engage] w ith the other independent
directors to identif y matters for discus-
sion at executive sessions of  the inde-
pendent directors.”

In the March 2012 ar t icle, I  also took
issue with a guideline that the lead direc-
tor would be “reporting to the chairman
and CEO any views, concerns, and issues
of  the independent directors” af ter each
executive session. At the t ime, I  w rote,

A blanket requirement to repor t is  not in the
best interest of  the board’s independence and
may, in fact, st if le rather than foster commu-
nicat ion among the independent  members.
The lead director should not be making such
a report unless the independent directors agree.
There could ver y well be sensit ive matters that
the independent directors may w ish to form
an opinion on before they discuss them w ith
the CEO — and the independent members at
least  should  have  an  oppor tunit y  to  weig h
those options.

In the current version, the board has
cleaned up the language to say that the
lead director will  be “advising the chair-
man of  decisions reached, and sugges-
t ions made, at  such executive sessions,
as appropriate.”

You can tell if  a board is clueless about
governance when you see poorly devel-
oped guidelines or f ind out the mem-
bers haven’t  even read them. Draf t ing
these guidelines isn’t  work that should
be delegated to legal  staff  at  the com-
pany. The guidelines represent  one of
the important documents that the board
should live by. Independent board mem-
bers should take an act ive role in w rit-
ing them. The document should specif y
the standing committees of the board, and
it  should be rev iewed, discussed, and
updated by the board annually.

B o ards  a ls o  ne e d  to  de velop  c le ar,
compl e te , de t a i l e d  ch a r te rs  for  t h e i r
standing committees (like the audit com-
mittee , the  compensat ion committee ,
a nd  t he  gover na nce  com m it te e ) . T he
char ters should spel l  out the qualifica-
t ions for independent committee mem-
bers and detai l  the responsibi l it ies  of
t h e  c o m m i t t e e , i n c lu d i n g  re p o r t i n g
responsibilit ies to the board. The char-
ters should specif y what decisions the
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board has delegated to the committee, mak-
ing clear the decisions the board retains
for  i t se l f  and in  w hich  c ap acit ies  t he
committee acts as an advisor y body to
the board. As w ith the corporate gover-
nance guidel ines, the committees  and
the board should rev iew, discuss, and
update their charters annually — all with
approval  f rom the independent board
members.

In too many instances, committee char-
ters are confusing with overlaps in respon-
sibilities between the committees, making
accountabilit ies unclear. This can make

simple duties more difficult to exe-
cute. The individual charters need
to specif y how the committee w il l
wor k  w it h  ot he r  re le v a nt  b o a rd
committees. For example, deter-
mining CEO pay might be the job
of  the compensat ion committee,
but its  char ter might specif y that
the audit committee w ill  verify the
f inancia l  met r ics  used to  deter-
mine the CEO’s pay. Similarly, the
audit committee charter would out-

line its responsibilit y in providing sign-
of f  o n  t h e  f i n a n c i a l  m e t r i c s  t o  t h e
compensat ion committee.

Sometimes boards create ad hoc com-
mittees to consider par t icular matters,
such as making recommendations to the
ful l  board on a  restr ucture, a  sa le, an
invest igat ion, or an acquisit ion. Boards
need to  w r ite  clear  char ters  for  these
committees also. Failure to be clear on
the authorit y, responsibi l it y, indepen-
dent qualificat ions, and accountabilit y
of  these  committees  and on the deci-
sion-making authorit y to be retained by
the board can result  in causes for legal
act ion by shareholders and others.

The board should maintain the char-
ter for the ad hoc committee throughout
the committee’s life, and if  circumstances
require changes to the committee’s char-
ter due to changes in the scope of  the ad
hoc committee’s original assignment, the
board should discuss and document any
changes by updat ing the char ter. This
can occur, for example, in the case of  an
invest igat ion when new information is
learned and the scope of  the invest iga-
t ion expands, perhaps requir ing addi-
t ional resources or even changes in the

ad hoc committee’s composit ion if  con-
flicts of  interest ar ise. Say, for example,
it turns out there was unanticipated finan-
cial  malfeasance. If  the ad hoc commit-
t e e  i n c lu d e s  a  m e m b e r  of  t h e  au d i t
committee who signed off  on the finan-
cials, the ad hoc committee might need
to reconst itute  itsel f  by  replacing the
audit  committee member w ith a  more
independent board member.

Ever y board should have an annual
and mult i-year calendar for the board’s
work and that  of  the committees. The
calendar specifies when the board w il l
address  the  dut ies  i t  has  out l ined for
itself. The calendar ensures that the board
stays on track in fol low ing through on
its most important responsibilities, espe-
cial ly those required by law or fiduciar y
obligat ions.

For some boards, the calendar includes
scheduling an annual strategic retreat to
perform an in-depth review of  the com-
p a ny ’s  s t r ate g y. T h i s  m ay  b e  s uppl e -
mented by indiv idual  rev iews of  each
major business  at  par t icular  meet ings
during the year. Or to perform its work
on succession, the board may schedule
dinners, meetings, or site v isits to meet
w ith succession candidates and sched-
ule discussions of  various kinds to dis-
cuss talent and development issues.

This calendaring should occur at the
committee level as well. Think about the
Lehman board’s r isk committee. It  only
met tw ice one year when a well  thought
out  char ter  a nd  c a lend ar  wou ld  have
argued for many more meetings.

In the example of  CEO pay and finan-
cial  metrics, the audit committee needs
to know when to provide agreed-upon met-
rics to the compensation committee and
make that par t of  its  calendar.

In  the  last  decade s ince  Enron and
WorldCom, many audit committees have
implemente d s t r uc t ure d  pro cesses  to
ensure they fol low up on their account-
ing-related responsibi l it ies  by using a
calendar. But the challenges of audit com-
m i t t e e s  a re  g re at e r  t h a n  t h e y  w e re  a
decade ago. Audit committees could ben-
efit  from expanding the items on their
calendars to reflect the new realit ies of
cyber and social  media r isks and other
operat ional control issues.

IN TOO MANY
INSTANCES,
COMMITTEE

CHARTERS ARE
CONFUSING WITH

OVERLAPS IN
RESPONSIBILITIES

BETWEEN THE
COMMITTEES,

MAKING
ACCOUNTABILITIES

UNCLEAR.
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Compensat ion and governance com-
mittees benefit  from for ward-thinking
structures that give weight to both big
picture discussions and detailed to-dos.
Too many discussions are rushed; as a
result, many boards continue to receive
unfavorable press and shareholder pro-
posals on compensation and governance
matters.

Agendas are  another mechanism to
encourage boards to stay on track. The
star t ing point is  to translate the calen-
dar items on to the indiv idual agendas
for the board and its committees. The
agenda should also include other items
board members think are impor tant to
discuss. All  board members should be
encouraged to contribute to the agenda-
sett ing process.

In sett ing its  meet ing schedule, the
board should allow ample time for meet-
ing and discussion. As much as possible,
al l  board t ime should be devoted to dis-
cuss ion. B o ard memb ers  should  read
pre s e nt at ions  a nd  ot he r  m ate r i a l s  i n
advance. This allows the time in the meet-
ings to be used to thoroughly address
the matters the board believes to be most
impor tant.

Another way to stay on track is  for
the board to conduct an annual rev iew
of  i t s  ow n  p e r fo r m a n c e . T h e  re v i e w
should answer such quest ions as: Do we
agree on the most impor tant things we
as a board should be doing? Did we stay
on track and do them? Using an inde-
pendent outsider to guide the process
extracts the most candid responses as
wel l  as  prov ides  independent  sugges-
t ions. The board should use the annual
p e r fo r m a n c e  re v i e w  t o  re f re s h  i t s
infor me d ag re ement  on  w hat  i s  most
impor tant and outline its  path for ward
for the upcoming year.

So those are some of the basic processes
e ver y  b o ard needs , but  how do es  t he
board get to an informed agreement on
what is most important? First, they must

set this as a pri-
or it y  and see  i t
as a responsibil-
it y of  the board
itsel f  to  under-

take this work. To do that you must have
the r ight people on the board, and that’s

the job of  the nominat ing and gover-
nance committee.

Paul .  What are the roles of  the board
and committee chairs?

Eleanor. The independent board mem-
bers should appoint the committee chairs
and set out the requirements for their
roles. There should be written job descrip-
t ions , a nd  t he  i ndep endent  d i re c tors
should evaluate the effect iveness of  the
board and committee chairs. It’s  a good
pract ice for  the board to per iodical ly
rotate people in these roles to make sure
they have backup and get new thinking
into the role.

The chair of  the board t y pical ly has
a  convening role : to  ca l l  meet ings, to
make sure al l  the directors have input
into the agenda, to oversee the meetings,
and to make sure ever yone par t icipates
and speaks  up. The good board chair
w il l  tease out the issues requiring atten-
t ion, making sure  the elephant  in  the
room gets addressed. A great business
and people leader makes a good chair
— one who encourages the devil’s advo-
cates. At the same t ime, you real ly need
to have someone who is diplomatic and
can bring people together. I  often think,
in this case, of former U.S. Senator George
Mitchel l , who helped ease tensions in
Nor thern Ireland and also did the same
on the Disney board. The chair is  often
a coach to the CEO, so those skil ls  are
impor tant.

Paul . Which human dy namics  and
attributes most facilitate well-functioning
boards and which prevent boards from
achieving their goals?

Eleanor. Board members need to have
respect for one another. You want peo-
ple who are open yet tactful, smar t and
courageous, w il l ing to speak their mind
and take a stand when needed. Egos can
be a problem, and the “wallflowers” who
don’t contribute can also be a problem.

To ser ve on a board effect ively, peo-
ple need to have a  high emot ional  IQ
and be flexible thinkers. Their leadership
skil ls  need to be so strong that they can
exercise the appropriate behav iors for
the context. Individuals who need hand-
holding don’t do well  — nor do “know-
it-a l ls” or  people  who need approval .
You have to love to read, analyze, and

BOARD MEMBERS NEED
TO HAVE RESPECT FOR

ONE ANOTHER.
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rev iew spreadsheets  and be w i l l ing to
do the homework. You have to be tena-
cious. You have to put in the time and focus.

Paul. How can boards overcome the
human elements that most tend to stymie
them?

Eleanor. In addition to what I’ve already
emphasized, there are two keys: a great
d i re c t o r- h i r i n g  p ro c e s s  a n d  a  g re at
process for keeping the board refreshed.
For boards, lett ing someone go is often
the hardest par t, but this is  what sepa-
rates the toy boards from the real  ones.
Boards need to take a hard look at them-
selves in this regard — this is  where the
rubber meets the road. I like the require-
ment Richard Breeden imposed on World-

Com fol low ing the accounting debacle:
One person per year leaves the board. This
is a great way to keep directors on their
toes.

Paul. Other thoughts on boards and
their human dy namics?

Eleanor. Boards are as dysfunctional
as any other human organization. The rea-
s on the  topic  is  impor t ant  is  b ecause
board actions and inactions affect the lives
of  so many people. Boards deser ve the
scrutiny they are gett ing. When things
go aw r y, you can bet it  comes dow n to
human dy namics — not doing the job,
not discussing the impor tant issues. In
t he  end, i t  a l l  comes  dow n to  human
foibles. n
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