Bad Boards

by

Eyes Right

Springfield, VA.   I currently am a member of the Board of Directors of my local teachers union and also our local neighborhood association. A few years ago I served three years on the Board of Directors of a national non-profit organization.  I provide you with this mundane history as a preface to the following thoughts on some of the corporate scandals that have been taking place recently.

Actually, I suspect that many of the actions which contributed to these corporate “scandals” have been taking place for quite some time – probably since the first Board of Directors was formed.  The only reason that the public did not know about this theft, negligence, or incompetency (or all three) is that we had little information about what was happening inside those Board meetings, and no one was caught stealing.

The crashes of Enron and WorldCom were catalysts to spur the federal government to start to take its corporate oversight responsibilities seriously. The not-so-immediate result was federal intervention, the infamous Sarbanes-Oxley legislation, which mandated sweeping changes in accountability for all corporations in the United States.  The intent of this legislation (about a book in length) was to make corporate boards more responsible for the financial affairs of their companies.  In actual practice, the main effect of the legislation was to create an entirely new cottage industry of Sarbanes-Oxley specialists – individuals and companies who, for a hefty fee, will come in and make your corporation compliant with the intricacies of the new legislation.

Even more ominous for those serving as Board of Directors was the litigation which inevitably followed.   A good thumb-rule is that when thousands of people lose millions of dollars, and in many cases, life savings, due to outright criminal activity, lawsuits will follow. What is surprising is that several of these suits have resulted in money – big money- being paid directly from the pockets of the Directors who had been sued for malfeasance.  Just this month, Directors of both WorldCom and Enron agreed to pay millions of their own money to settle the suits. The surprise is that most Board members agreed to pay, because they are covered by insurance, not paid by them, but by the shareholders of the corporations, to protect them from such nastiness.

If you take a look at the annual report of almost any large corporation, you will see that the “outside” Directors, those individuals who are supposed to ensure that the company is being run legally and for the benefit of the stockholders, are almost always other corporation executives who are essentially in the pocket of the bosses who own and run the corporation they are supposed to oversee.  Most simply rubberstamp whatever the CEO wants.  Whether the new world of Sarbanes-Oxley changes any of that remains to be seen.  

In my own case, when I came to the union Board, I found the other members of the Board to be extremely negligent and/or incompetent concerning their fiduciary responsibilities.  When I read to them the legal horror stories of these other Boards-gone-bad, they suddenly got their act together and began asking the tough questions which they should have been asking long ago.  Hopefully this same new diligence is taking place in the companies which you own stock in.  But I doubt it.

I thought you might like to know.

