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The Directors Institute
Is Launched

The Wharton School and SpencerStuart have developed an
inmovative corporate governance learning experience.

by Dennis C. Carey and Jane Hiller Carpenter

= he day of the corporate director who
merely attends meetings and votes is
going fast. The complexity of corporate
problems has soared, the need for quick
response is through the roof, demands on
directors are escalating, accountability is
increasingly inescapable, market analysts are
relentless and unforgiving, and the market-
place has little tolerance for error or incom-
petence.”

This lament quite accurately reflects the
pressures many directors are fecling today.
While bylaw definitions of directors’ respon-
sibilities may not have changed substantially,
the very real challenges directors face in cor-
porate governance have. It was this situa-
tion, reported by many directors, that
prompted the Wharton School and Spencer
Stuart to develop The Director’s Institute.

In discussing how an institute might be
crafted to explore issues of corporate gover-
nance, three things very quickly became clear
to the Wharton/SpencerStuart team:

» First, generic or textbook answers, which
can be “taught,” will rarely address the complexities,
ambiguities, lack of information, and presence of misin-
formation that surround real life issues for which there
are often no “right” answers.

* Second, finding “correct” answers (on the rare occa-
sions when they are available) is not nearly as important
as the manner in which issues are addressed or the
dynamics of dialogue and argument that go into crafting
solutions.

e Third, normal models of instruction, which depend on
teachers imparting wisdom to students, simply have no
relevance to the uncertainties of corporate decisionmak-
ing when the stakes are high.

Based on these perceptions, Wharton and Spencer
Stuart have crafted a new and dynamic approach to
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The Board Is Now in Session: The Director’s Institute partic-
ipants gather for the December 1993 inaugural board meeting
of MegaMicro Inc.
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Trying Her New Hat On for Size: Merck CFO Judy Lewent
(front left) wore the hat of CFO for MegaMicro Inc. at the
Director’s Institute; looking on with approval is Robert Kidder
(front right), CEO of Duracell and MegaMicro’s CEQ.

exploring corporate decisionmaking at the board level. It
is an approach where no one teaches and everyone teach-
es. It is an approach that brings into play personal inter-
faces and confrontations, in a setting where controversial
decisions are hammered out by sometimes divided and
contentious board members. In short, it is an exercise in
real life, boardroom style.

The vehicle for this approach is MegaMicro Inc.
(MMI), an imaginary but very real corporate enterprise
beset by problems that would test any director’s mettle
(see sidebar). The Director’s Institute provides the “the-
ater” in which participants hammer out solutions to
MegaMicro’s problems with all the dynamics they would
face if MegaMicro were real and they were charged
with its governance.

To do this, a team of Wharton faculty and outside
experts was assembled from across the United States, and
an advisory board was created, to design MMI and
determine what problems it would face. Together, they
created a company facing issues common to other cor-
porations today, including:

— Restructuring a company and creating a new vision;

— Management succession;

— Board composition;

— Evaluating the compensation of top officers;

— Evaluating the performance of top officers and

the board;

— Dealing with institutional investors;

— Dealing with product liability challenges; and

— Dealing with decline in a core business unit.

The Director’s Institute participants became the board
for MegaMicro Inc. Wharton and SpencerStuart then
selected 2 management team for MMI and chairs for
board committees from among advisory board mem-
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bers and other corporate executives. Working in concert
with these executives and with faculty and outside
experts, the Director’s Institute design team identified the
issues that each committee would have to address and
those that the full board would encounter. The program
design called for meetings of the audit, compensation,
and nominating committees and then a meeting of the
full board. ' '

In preparation for the committee meetings and the
board meeting, materials were created to support each
agenda. In addition, extensive background information
was generated to delineate MMT’s history, its current
financial situation, and its past performance. The idea
was that if the data were complete enough, MMUI’s
“experience” would stand on its own merits. Partici-
pating board members would then not have to pretend
or play roles. They could simply attend the meetings, be
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themselves, and react to the data. This was a critical
piece of the Director’s Institute design, and it worked.
The first meeting of the MMI board was held in
December 1993. The directors in attendance each served
on at least one committee or participated in the meeting
of the full board. Each director had received an MMI
board book before arriving at the meeting. The board
book contained the agenda for each committee meeting
and for the board meeting, with supporting documenta-
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Taking a Break From the Action: (left to right) Allan Stewart,
SpencerStuart, London; Dennis Carey, SpencerStuart,
Philadelphia; Frank Cahouet, Mellon Bank Corp.; Robert
Beck, Prudential Insurance Co.; Donald Peterson, Ford Motor

Co.; and George Helmer, SpencerStuart, New York.

tion for each. In addition, each participating director
received the company’s summary annual report for 1992
and a recent analyst’s report.

The committee and board meetings were all held in an
amphitheater at Wharton Executive Education’s
Steinberg Conference Center. Front and center in the
amphitheater was the board table. As each committee
convened, the remaining directors in attendance filled the
“gallery” and observed the committee in action. At the
end of each,meeting, all the directors engaged in a dis-
cussion of the issues, exploring the committee’s effec-
tiveness in accomplishing its task and the experiences that
they had had with these issues at other companies. They
then discussed alternative processes, considerations
and/or solutions.

The meeting of MMTI’s full board, with 16 people,
was structured in the same fashion. Bob Kidder
(Chairman and CEO of Duracell International Inc.),
presided as MMI’s CEO and chairman. Committee
chairs gave their reports. Then the full board addressed
the remaining issues on its agenda. Many of these issues
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related to strategy, and, in fact, the December 1993
board meeting proved to be a pivotal point for MML.

Mr. Kidder was new to the position, having “arrived”
at MMI only eight months before the December board
meeting. He took the helm of a company experiencing
serious threats to its core business. Margins were shrink-
ing. MMI was no longer the technology leader, nor was
it the low-cost producer. Shortly after arriving, he faced
significant product liability and quality problems in the
second-largest division, the engines division. The MMI
board had serious issues to face. They were in the mood
for decisions, and they wanted results. And Mr. Kidder
had been with MMI long enough to realize that big
changes were going to have to be made.

The audit committee, chaired by Frank Cahouet
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(chairman and CEO of Mellon Bank Corp.), grappled
with the adequacy and impact of a $50 million set aside
to cover quality problems in MMI’s engines division.
Mr. Kidder was unable to attend this meeting because he
was visiting one of the engines division’s key customers.
MMTI’s CFO, Judy Lewent (CFO of Merck & Co.), was
present at the committee meeting. She was besieged with
questions from committee members who felt less than
confident that management fully understood the scope of
the problem.

The compensation committee had an agenda that was
also deeply affected by the woes of the engines division.
The committee chair, Bob Beck (chairman emeritus of
Prudential Insurance Co. of America), had received a
letter from management requesting that the $50 million
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set aside be exempted from earnings calculations for
bonus purposes, arguing that to punish all management
for the failure of the division was an unnecessary disin-
centive. In addition, management was requesting that the
stock options, currently under water, be reissued.
Management argued eloquently for its objectives.
MMTI’s vice president of human resources, Hal
Burlingame (senior vice president-human resources of
AT&T), supported Mr. Kidder in convincing the board
that management’s renewal strategy for MMI would
not succeed with demoralized employees. The committee
voted to exempt the special charge from the bonus cal-
culations. The committee did not agree to reissue the
stock options, however. Rather, they asked Mr.
Burlingame to come back with a form of option grant
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