If it’s well governed, I’m all in favor


A basic condition for an organization to survive and prosper in the business world is first class management.  A basic condition, yes, but this alone is not enough.  In today’s highly competitive world, the companies that stand out are those that, in addition to competent management, also have an efficient Board of Directors. Board of Directors? Yes, indeed.  Don’t even begin to think about the old fashioned concept of a board of directors.  You know the kind I mean - there is the retired cousin of the company founder, the sister-in-law of the young heir who dropped out of third-year psychology.  Then there is the company’s financial director, and of course the good friend of somebody or other whose name nobody can remember.   No, nowadays, this game is for the professionals only.  Even the name of their job has changed.  To underline the today’s concept of a board of directors, we have a new term: corporate governance.


And does this newfangled idea work?  Indeed it does.  According to a survey of 275 companies in the USA and Europe, sponsored by the National Association for Corporate Directors, corporate governance is responsible for shareholder revenue increases in the region of 1.5% and 2%. Says the president of the International Academy for Quality, a global non-profit organization that studies the quality of companies, Argentine Marcos E.J. Bertín, “Moreover, investment funds pay up to 11% more for companies with boards of directors whose advice is followed”.


The story is becoming a little more interesting now, isn’t it?  So, what does it take to ensure a good Board of Directors?  According to Bertín, these are the important qualities for a Board member:

· Sound educational background, experience of different management areas, in-depth familiarity with the respective sector;

· Clearly established duties and roles;

· Up-to-date knowledge of the respective business’ regionalization and globalization;

· Familiarity with information technology, law, and finances;

· The skills to challenge management, while avoiding confrontation and never trespassing in management areas;

· Personality that wins the respect of peers and company management;

· Well developed team skills.

“The Board must help the company’s executives to think”, says Bertín. The phrase most used by corporate governance specialists to define the role of the Board is “nose in, fingers out”.


Brazil has not been left out of this worldwide trend to professional Boards of Directors.  This is clearly evidenced by a Spencer Stuart survey of 92 major Brazilian companies.  As succinctly put by this headhunter’s partner-director, Guilherme de Noronha Dale, “Back in the dark ages, in other words, five years ago, when Boards of Directors meant practically nothing, it was quite common for them to consist of friends and acquaintances of the owner of the company.  The Board was there just to comply with some legal requirement.  But, in the context of today’s complex and competitive market, companies need effective Boards.”


According to Dale, the first innovation in relation to the traditional style Boards was that companies still appointed friends, but professionally capable friends.  Then, with so many mergers and acquisitions, another change became apparent: Boards began to represent the various owners of the business, most of whom had no controls over the companies.  Then came the third stage: The advent of the purely professional independent Director, as recommended by the IBGC (Brazilian Corporate Governance Institute), formed in 1998, based on similar bodies in the USA and Europe.


Over the last three years, Spencer Stuart has been hired on five occasions to contract professional people for Board positions.  This may not seem much, but Brazil does not lag behind the rest of the world.  Says Dale, “I was surprised by the survey.  I really believed that Brazilian Boards were far more negative in the context of IBGC recommendations, and I discovered that they were about average.“ Some positive aspects identified by Spencer Stuart were:

· 72% of the Boards had rules clearly defining responsibilities and roles;

· Boards consist of an average of 6.8 members – the IBGC recommends five to nine;

· The CEO is Chairman of the Board in a minority (30%) of companies;

· The average mandate is for 2.6 years, thus within the recommended limit of one to three years;

· only 8% stipulated an age limit for Board members;

· On average, Board members earn R$ 22 300 a month, representing R$ 670 per hour worked.  This is in line with the recommendation that Board members should earn a salary equivalent to that of the company’s CEO.

Negative aspects:

· It is not standard policy to form specific committees;

· In 71% of the companies, the independent auditors report to the CEO or to the financial director and, in only 21% of the cases surveyed, did the auditors report directly to the Board;

· 60% of the companies had no assessment criteria for their CEO;

· only 44% of the Board members are regarded as being independent;  one quarter are company employees;  over half these companies’ boards included members of the controlling shareholder’s family;

· Only 8% of the companies surveyed have guideline programs for new Board members.
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