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MAKING BOARDS BETTER
(continued from page. 26)

to make boards more accountable and
transparent, “I'd trade it all for more
shareholder directors,” Whitworth said.
Management and shareholders need
not be adversarial. The key is to getting
enough shareholder directors to break
the logjam to enable other directors to
see that shareholder directors can bring
valuable insights to the board and to
management.

“By the same token, there area num-
ber of activist shareholders who have
taken positions on how the company
should proceed on some issue based

on a sliver of information,” Ubben said.
“They don’t know what they don’t know.

The activist shareholder could be pro-
posing something very complex when
it is a series of small, mundane adjust-
ments that could really bring value to
the company.”

Still, there is much that activist
shareholders can learn from share-
holder directors like Whitworth and
Ubben. They will not be perfect and will
make mistakes, but they will help gover-
nance become more responsive to the
owners. Proxy access is a governance
tool that needs to be used responsibly
and effectively. Nominating a director
is one thing, but getting a majority of
the shareholders’ votes means appeal-
ing to a broad group of investors who
will be able to see the candidate’s dedi-
cation to good governance.

While most directors disparage
the work of proxy advisory services, the
response from activist investors and
even asset managers is more compli-
mentary. Charles McQuaid, chief in-
vestment officer of Columbia Wanger
Asset Management, told members of
the National Association of Corporate
Directors (N.A.C.D) that the compila-

tion of data by Institutional Share-
holder Services Inc. is impressive, even
though he and his staff make their own
decisions based on reading the prox-
ies of every company in which they
make investments. Some institutional
investors outsource their governance
through I.S.S. and Glass Lewis, an inde-
pendent governance analysis and proxy
voting firm. “It’s not ideal, but the proxy
advisers’ work is effective at creating
the basis for an informed decision,”
Whitworth said.

In the meantime, there are too
many investors who are sitting on the
sidelines. They've been burned by the
financial crisis. They wake up to see
more accounts of massive fraud. There
is alack of confidence in the regulatory
system, a lack of confidence in board
governance to provide management
oversight. It is along road to restore
and rebuild confidence.

Baby boomers, who pulled out of
the market during the crash, are not
likely to return — they are reluctant to
put their reduced portfolios at risk.
Anyone who invested from 1982 to
2000 bought into a boom in equities
that attested to the benefit of long-term
stock investing. As more Americans
jumped into the stock market, they bid
up the price of stocks. Stock-price in-
creases fueled expectations of further
growth, with investors expecting to
earn annual rates of return of 20 or 30
percent. Until 2008.

CEOs seldom participate in the
national governance debate. In more
than half the cases, the CEO is also the
chairman. CEOs say that they get “plenty
of input” from their boards. JetBlue’s
former CEO, David Neeleman, said he
ignored his board at his own peril.
Neeleman was the founder and knew
where he was taking the company. After
a poor reaction to the ice storm in 2007,
the board forced him out, and he real-
ized how little he had cultivated his
board because he was “too busy run-
ning the company.” Chastened, Neele-
man later said he should have worked

more closely with his board.

It usually takes a crisis for boards
to act. Directors like being directors. It
is an elite club, the cap of a great profes-
sional career. Even as they acknowledge
theincreased workloads, most directors
arelooking for another board seat. Most
universities and business schools as
well as the N.A.C.D. provide board train-
ingandahostofindividuals — including
talented women executives and capable
nonwhite professionals — areattending
these courses in record numbers to pre-
pare tobecome board directors.

Everyone acknowledges that board-
rooms are full of bright people. They
wanttodoagoodjobin theirrole of over-
sight, but they may not have the right
incentive for the job. They didn’t write a
checkto participate. “If they did, itisnot
their primary asset,” Whitworth said.

This is also not the profile of some-
one who will challenge the boss — the
CEO-chairman. When a director asks a
question during a meeting, and other
directors privately confide that he or
she had the same question, it is clear
that this is not an effective work group.

The CEO-chairman could change
all of this. He holds the levers of power.
He can give the board the budgetand the
independence to create a small but pow-
erful work group of dedicated advisers
to help him to think through the many
challenges of running a complex global
business.

One day,a CEO will getitand spend
the time to create a board worthy of his
leadership. In the face of global compe-
tition, complex issues and interdepen-
dencies, the idea of bringing together
a group of leaders who can focus their
intelligence and collective experience
on expanding his capabilities might
actually make sense. He probably won't
make more money. He could make
history. !

Karen Kane, former board secretary for the
Federal Reserve Bank of Chicago, provides
CEOs and corporate boards with specialized
strategic communication counsel.
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