wealth tied up in company stock that the
director might become too risk adverse.
Although this situation is unlikely to
occur for CEOs of other companies, it
may well occur for persons from non-
profit institutions, such as foundations
or universities. This problem could be
alleviated by capping the amount of
company stock required to be owned.
After reaching this cap a director would
receive all of his or her compensation in
cash instead of stock. Alternatively, the
director conld obtain special approval to
own less stock.

Third, some directors may require
director’s fees for current income. But a
director who owns few shares and who
depends on director’s compensation for
current income would clearly have
important personal financial goals that
in some cases would conflict with the
goals of shareholders. '

Conclusion

In conclusion, I believe that a coher-
ent program to improve corporate gov-
ernance should include a change in
director compensation packages so that
50 percent of total director compensa-
tion is paid in restricted stock. This pro-
gram could apply to any directors se-
lected in the future and, to ease adjust-
ment problems, conld be phased in over
a few years for existing directors. The
required amount of stock could be cap-
ped when the value of the shares equal-
led perhaps ten times the director’s total
compensation.

True, no single change will be a pana-
~ cea, but increasing substantially the
ownership of stock by directors should
improve corporate governance by pro-
viding additional incentives for direc-
tors to overcome the ineriia that some-
times prevents them from making tough
decisions. b

Robert Stobaugh is Charles E. Wilson
Professor of Business Administration at
Harvard Business School in Boston,
Massachusetts. This article is based on
Professor Stobaugh’s research at Har-
vard Business School on the selection,
compensation, and performance of di-
rectors. Professor Stobaugh, a member of
the NACD, is a director of three publicly
owned companies, ranging in size from
$4 million to $10 billion in annual sales.

Drexel’s Chapter 11
Proceedings: A Case History
of Dynamic Governance

Deborah Hicks Midanek

Managing Director and Director of Mutual Funds

The Montgomery Funds
San Francisco, California

Directors can learn valuable lessons from ““the world’s most notorious

bankruptey.”

The bankruptcy of Drexel Burnham
Lambert provides a case history in the
awesome power of corporate gover-
nance and in the value of individual cor-
porate directors. Over the course of
years of involvement in Drexel’s bank-
ruptcy I have come to have enormous
respect for corporate directors. Despite
all the controversy about what boards
do and do not do, who should be on
them, and how they should operate, it
is nevertheless still the case that the
board of directors is the place where
the buck stops. I am proud to be a mem-
ber of an association of other people
asked to make so many important and
lonely decisions.

In this brief article I cannot really give
you any sort of authoritative insight into
the Drexel bankruptcy proceeding, but I
can iry to give you some of the flavor. 1
am speaking strictly from my own per-
sonal experience as a human being. I am
not a bankruptcy authority, I am not an
attorney. I am not really even an expert
on Drexel, although I have been an em-
ployee of the company and a member of
the Drexel board. I am just a normal or-
dinary person who felt strongly about a
particular subject and took some action.

Three Questions

In this article I will tell you what I did,
answering three questions.

First, what’s a nice girl like her doing
in a place like that—the world’s most
notorious bankruptcy? Second, what
does any board do in a Chapter 11
proceeding, and what did this board

do? And finally, what’s going on
with Prexel?

Nice People

Drexel at its peak employed over
10,000 people, of whom the very great
majority were unambiguously unin-
voived in anything that might ever
Took like insider trading or other alleged
Drexel sins. They did keep coming to
work and they did continue to own their
shares. The only way to sell stock was
to die or leave the company. There was
no market in the stock; employees were
given the opportunity to buy it every
year since the firm’s incorporation in
the early 1970s.

I was one of those employees at the
time of Drexel’s bankrupicy filing. 1
was an investment banker in the mort-
gage finance area, the high-grade side
of the business (not the low-grade, high-
yield bond side). I had been there for
about six years and had been spending
1989 forming my business plan for
Solon Asset Management, an invest-
ment management firm my husband and
1 started. I was planning to leave; but I
had been asked to stay for the first quar-
ter of 1990 in exchange for help getting
my firm started.

As an employee, I was one of the
owners of Drexel. Although Group
Bruxelles Lambert, a Belgian operation,
owned around 25 percent of the firm,
the balance of the shares were held not
strictly by the principais, but directly or
indirectly by the entire employee popu-
lation. For the most part, the big money
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When we heard the news, we
stopped dead in absolute shock.
Chaos followed, but so did an
extraordinary discipline.

that was taken out of the firm was not
proportionately put back into the firm in
the form of stock investment, so the typ-
ical Drexel shareholder was someone
from the systems department, 58 years
old-—a 35-year employee who hadn’t
looked for a job for a long time, and
who suddenly found himself in a posi-
tion where he did not have much time to
find another job and rebuild his retire-
ment savings.

As the decade of the 1990s began, we
employees were totally unprepared for
what was to happen at Drexel. To be
sure, there had been problems with the
Securities and Exchange Commission—
seftled in 1988—but nothing prepared
us for February 13, 1990, when Drexel
filed for bankruptcy that day.

I was sitting on the trading floor
with 600 or so others. When we heard
the news, we stopped dead in absolute
shock. Chaos followed, but so did an
extraordinary discipline. A $40 billion
balance sheet had to be liquidated, com-
mencing immediately. There was an
enormous amount of work going on.
There was also a fierce rage among peo-
ple who had continued to fight for a
company under a cloud, spending their
own personal credibility every day to
keep their customers from taking busi-
ness away in a very competitive envi-
ronment. That rage was the flip side of
the employees’ love for the company.
There was a lot of pain, complicated
pain, at the apparent betrayal by a
management whose words they had
believed.

My plans all set for leaving, I did not
have a position to liquidate. I was trying
to help, so I started collecting names
and addresses, figuring that everyone
was going to be terminated rapidly and
cast to the winds. The list rapidly grew
to include hundreds of people and
became the inspiration for the actions I
later took.

I started doing research on share-
holder rights in bankruptcy and leamed
about equity committees. With the help
of some top-notch bankruptcy attorneys

who are now principals in the law firm
of Marcus, Montgomery, Wolfson &
Burten, I found that employee share-
holders did have someé say in bank-
ruptcy proceedings. In fact, when there
is significant net worth (Drexel had
$800 million in net worth at the time
of the filing) and a wide number of
shareholders (there were about 5,000
employees/beneficial shareholders by
this time) it was not uncommon for the
trustee in the bankruptcy court to ap-
point equity committees, However, the
trustee in this case, Terry Jones, would
not do that deliberately without being
asked. He had to be lobbied, because
nobody bui shareholders wants an
equity committee. It adds a layer of ex-
pense and increases potential for litiga-
tion, so it is not something that happens
automatically.

Having explored these issues, I re-
solved to explain it all to somebody else
and go off and start my business. My
husband disagreed. *“There is no way
you can do that,” he said. “We’ll put our
business aside. You've got to get this
ball rolling, because somebody has
to do it. The shareholders have been
ignored in this company for much too
long. This is a matter of an impor-
tant principle.”

A Committee Forms

So in I went to organize the equity
committee, thinking that 1 could get a
lot of people involved and duck out,
Working to rally the group, I found that
numbers of people said “You are the
perfect person to do this. Go talk to so-
and-so.” After I had made encugh noise
about this [ was committed. I had to
keep going. I could not stop. The effort
could not fail. So, I spent days, it
seemed, traveling up and down the ele-
vator banks, going to copy machines
that kept running out of paper as sup-
plies were disrupted. I was going from
floor to floor asking people, “Are you a
shareholder? Are you a sharcholder?
Are you a shareholder?” The upshot
was that I got several hundred share-
holders to come to a meeting held at the
New York Society of Securities Ana-
lysts about a week after the filing. We
agreed to form an unofficial equity
committee to petition the trustee for
official status. I was elected chairman of

that group and became the center of an
extraordinary flurry of paper from
shareholder-employees located around
the world as we worked to get official ;
standing..

The trustee did grant that status
on April 12, 1990. And much to my
amazement, because my own sharehold-
ings were very small, I was appointed to
that committee and elected chairman.
(Usually these commitices emphasize
the people with the largest stakes, figur-
ing that since these are unpaid roles,
those people would be most motivated
to continue to work diligently on the
cause.) All in all, nine people were ap-
pointed: eight of the 160 largest share-
holders and me.

Voice of Reason

Why was I doing this? At the time I
could not possibly have told you. It was
clearly something that had to be done; 1
had the capacity to do it. It therefore
became something that I had to do. {
vowed to be a voice of reason. I had
been there for six years. My sharehold-
ings were not an enormous part of my
net worth. I was relatively young; my
fomre was still in front of me. I was not
emotionalty disabled by this bankruptcy,
so 1 was able to proceed in a tone of
reasonableness when my colleagues
were angrily suing each other. 1 was
expected to be and wanted to be reason-
able. I did not want to seek vengeance
anywhere, and I wanted everybody to
get out of this situation with as much
moral dignity and financial recovery
possible,

Despite my small stake, I knew I had
to play to win. I had to forget any other
issue I thought I was going to be spend-
ing my time on during that period of
time and work on this full time and with
full dignity.

The dignity issue was an important
one, because there was an enormous
level of vitriol in the early days of the
Drexel bankruptcy.

There were constant movements to
replace management with a trustee.
There were constant quarrels and re-
criminations over decisions made. Re-

I had to keep going. I could not
stop. The effort could not fail.
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member, there was still a basic, con-
tinuing, operating business going on,

Most of the outstandings were still
being brought down and everybody was
arguing about whether this or that deci-
sion to sell was right, whether the mar-
ket wouid be better next week; how to
sell ; who should sell; who shouid buy;
who should not be able to buy, etc.
There was role reversal as subordinates
blamed superiors. Creditors and others
were bitter and embarrassed to be found
in this situation. The emotional quality
of the “arguments, too, was intense.
Many, many complex technical and
legal issues were being hammered at
under high degree of scrutiny, This was,
after all, Drexel. Litigation was con-
stantly in the offing.

Fortunately, between indemnification
on the one hand (namely charter protec-
tion under Delaware law and corporate
bylaw protection enacted to reinforce
if) and D&Q insurance on the other, we
had some measure of protection.

The Work of the Committee

But liability was not foremost in our
minds. We had work to do. The equity
committee was the most junior of the
four committees ultimately appointed,
There was a creditors committee for the
parent, a creditors committee for the
operating company/broker dealer, and a
creditors committee for the commodi-
' ties trading unit. Several other oversight
committees were formed later to repre-
sent the creditor litigants and various
other classes of claimants. Appointed by
the bankruptcy court, they could appoint
their own advisors—bring suit on behalf
of the parties they represented. Their
expenses were paid by the estate.

So there I was, having formed this
committee, trying to figure out how I
was going to influence the case as the
junior-most class of creditor yet the one
with the best understanding, perhaps, of
what Drexel was and might have avail-
able as sources of value. By then the
balance sheet had been brought down to
about $3 billion in assets, mostly illi-
quid, with high intrinsic value that was
currently unrealizable. In addition, there
were a couple billion dollars in Habili-
ties, plus enormous contingencies pro
and con—not to mention large amounts
of prospective litigation. Corporate

memory was critical to maximizing
returns and minimizing liabilities.

Role of the Board

The equity committee began immedi-
ately to look at the role of the board.
This was at the time a predominantly
inside board, with six management
members and three outsiders who had
been appointed as part of the Securities
and Exchange Commission consent
decree. Management’s dominance of the
board was clear.

All the members of the equity com-
mittee were very interested in restruc-
turing that board. We had a difficult task
before us. The notion of independent
boards might have been sweeping the
rest of the country, but it certainly was a
novel concept within Drexel.

Fortunately, between
indemnification on the one
hand, and D&O insurance on
the other, we had some measure
of protection.

I spent about six weeks in dialogue
with management on this subject. In
their view, my proposal was completely
impossible. No one would be interested
in walking into as volatile a situation as
this was, they said; no outsider could
ever understand the complexity of what
was Drexel at that time. Although I had
tremendous sympathy with those man-
agers, I strongly disagreed. I felt that the
only chance for any kind of arms-length
resolution of the process would involve
new independent directors—people of
standing who could bring some cred-
ibility to the carrying out of the com-
plex fiduciary obligations that the board
then faced.

We went on talking about how to do
this, when to do that, and so forth, for
quite some time. Finally, we got down
to identifying criteria. We determined
that we needed people who had operat-
ing company backgrounds that could
complement our prevailing investment
banking culture, because many of the
assets that the company owned were
substantial interests in operating compa-
nies. Working constantly to convince a

dubious management, we proceeded to
identify a small group of candidates
acceptable to all. Then I started calling
people. I could almost hear the betting
going on: will she or won’t she get this
done? 1 had the sense that long odds
were offered on my success.

Director Recruitment

So now it was time to recruit those
outside directors. First, 1 called and got
a wonderful man of some stature on the
telephone. I explained to him what I
wanted and he said, “I'm serry, I have
retired. I don’t want any kind of con-
tention like that, I thank you for think-
ing of me. Good-bye.” For some reason
I held the phone to my ear an instant
longer and I heard him saying to some-

_one in the background “You wouldn’t

believe what this woman just asked me
to do!”

The next call, fortunately, was to
someone of a different cast of mind. He
was also retired, but intrigued, even
though the job would involve leaving
Arizona 1o come to New York a few
days a week. He said “I'll talk with my
wife, in case she thinks that I really did
retire.” So I called him back a lttle bit
later and he said, *T talked to my wife.
After 45 years she’s continuing to rise
to occasions. She says if I want to do
this that’s fine. This was by the way,
Fletcher Byrom, former chief executive
of Koppers Company who had retired in
1982. We regarded enticing him into
this struggle as a major coup, and he
proved to be a very significant asset to
the proceedings.

I then let the other shoe drop. “You
have never seen me and you haven't
thought about the Drexel case very
much, but this is Thursday. There is
major litigation scheduled to commence
next Thursday, a week from today. Is
there any chance you could get on a
plane and come to New York on Sunday
for dinner with management so we
could install you on the board on Mon-
day?” He said, “Fine, I'll make reserva-
tions right now.”

He arrived none too soon. The meet-
ing got pushed back a couple of days to

I had the sense that long odds
were offered on my success.
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It takes a lot of time to be a
director in a Chapter 11
situation. I lost count when I
got to 150 meetings.

a Wednesday and on July 18, 1990 we
rearranged the board. Four people re-
signed, and three new people went on. 1
was among the new directors because of
management’s concern that an all-out-
side board lacking historical company
perspective would have no basis for in-
terpretation of what was happening.
Management chose me because I fit its
bill: it was hard to find a direct share-
holder who had not been conspicuously
well compensated, was not part of the
partnerships, did not now work for any
other securities firm or commercial
bank, and would have the interests of
the shareholders in mind. Knowledge of
the case to date and a willingness to
work were also important considera-
tions. We got down to a tiny list of can-
didates. So there I was.

We restructured the board and created
traditional kinds of committees that had
not been really observed within the
Drexel environment before. We created
an executive committee; we created an
audit committee and a commitiee on
personnel called the “compensation,
nomination, succession planning and
employee benefits committee,” which
I chaired.

So the board at this point consisted of
seven members. The internal people
were Fred Joseph, the former chief
executive, John Sorte, the new chief
executive, and Dick Wright, the chief
financial officer. As for outsiders, for-
mer SEC Chairman John Shad had been
there under the SEC consent decree as
chairman, he resigned and Ralph Saul,
former chairman of CIGNA Corpora-
tion replaced him. The three other new
members were Fletch Byrom, Fred
Zuckerman, then Treasurer of Chrys-
ler Corp. and later treasurer of RJR
Nabisco. I was a member of the execu-
tive committee, the audit committee, the
committee on personnel and the ad-
ministrative committee which oversaw
the termination and liquidation of the
employee benefit plans, a very compli-
cated process.

The entire process was extremely
time-consuming, as my fellow directors
and I soon Jearned.

It takes a lot of time to be a director in
a Chapter 11 situation. I lost count when
I got to 150 meetings of the board and
its committees in the first year after tak-
ing my seat on the board on July 18,
1990. That included 75 board meet-
ings and about 75 committee meetings.
It was an extremely intense process,
encapsulating what would normally be
decades of board experience.

The SEC-appointed directors were
paid at a flat rate of $190,000 a year,
which sounds like an enormous amount
for a normal directorship, but this was
not one of those. In the early days of the
bankruptcy, when every director was
there every day, that was not looking
like handsome compensation. What we
worked out as 2 compromise for the
new directors coming on was that all
of the nonmanagement board members
would be compensated the same way,
with the exception of the chairman, and
we structured an agreement for him
that was intended to match other
bankruptcies.

A Vote for Reorganization

The equity committes was the earliest

of the committees to come to the con-
clusion that a reorganization would be
a sensible alternative. We had several
reasons for that. One of them was sim-
ply a matter of economic conditions: the
assets Drexel held were sufficiently dis-
tressed that recoveries would be radi-
cally reduced if they were sold out
immediately in a fire sale. If we could
buy time through a reorganization, re-
coveries for all parties might be sub-
stantially increased. The classic bank-
ruptcy process is too expensive to pro-
vide that environment, with professional
fees running about $100 million a year,
so it would not have taken very long to
completely dissipate the remaining
assets of the estate in that kind of frame-
work. That was the kind of economic
concept underlying the notion of some
kind of reorganization.

In addition, there was the issue of a
potential net operating loss. This signifi-
cant asset of the estate which would not
be realized or used in the case of total
fiquidation. Finally there was the issue

of the discharge. If a company can get a
plan of reorganization adopted by ail the
parties and interests and approved by
the judge, then he or she will grant a .
discharge from bankruptcy. This then
reduces one’s legal exposure. This cer-
fainly had some value in this particular
case. All these factors came together to
make reorganization something that all
parties were interested in discussing.

The guestion then became how and
what to reorganize, and who would do
it. That is what we spent most of our
time working on with the various com-
mittees, with extraordinary legal coun-
sel on all sides.

The disclosure statement, the bank-
ruptcy equivalent of an offering circular,
became the basis for discussion with all
the parties in interest about whether
they would accept the plan. The disclo-
sure statement, which fooked like a tele-
phone directory, correctly anticipated
that there would be a liguidating tnist
established as the umbrella organization
that would basically be responsible
for the assets in their entirety. The plan
was approved as drafted, and is a real-
ity today.

Decisions

Our committee had to make many
decisions. For me, it was difficult to
make decisions and leave them, yet I
had to. I was trying to get my company
started at the same time as I was doing
all of this, and I had to learn do make
decisions and then let them go. I also
learned that 1 was certainly never going
to be able to make all of these peo-
ple happy. All T could do was measure
myself as a professional and more
importantly as 2 hunan being.

If T was comfortable at midnight over
something I had done at noon, that had
to be my test, I had to be able to explain
it to myself, and to my children. I had to
understand on an intuitive level, T had to

The SEC-appointed directors
were paid at a flat rate of
$190,000 a year, which sounds
like an enormous amount for a
normal directorship, but this
was not one of those.
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In a time when the role of
boards of directors is receiving
a high degree of scrutiny, this
group provides a shining
example of the value of
independence, persistence,
and staying power in a

volatile situation.

be willing to continue to ask every pos-
sible question until those terrible bank-
ruptcy lawyers would explain to me
what they actually meant. Experience
with bankruptcy lawyers is like experi-
ence with no other lawyers. They are
wonderful and they are terrible; they are
magicians and manipulators.

First Principles

I think it is important to go back to
first principles for the deepest under-
standing of the Drexel drama. It taught
me that people make an extraordinary
difference even in the most technically
complex kind of environment. To be
motivated by a principle is to assume a
very complicated role, but it is neverthe-
less quite possible to make a difference.
It was a privilege to serve with my fel-
low board members at Drexel.

This board was not the result of a
management-directed board restruc-
turing, although if management had ex-
pressed a major reservation about any
individual, of course we would have
considered it. Out of the Drexel fire
came an extraordinary working group in
which the standards of care were very
high, There was an enormous amount of
paper to read and digest, an enormous
number of meetings to attend, and very
little in terms of economic incentives
for the independent board membexys,
without whom it is highly unlikely that
the reorganization could have occurred.

Ini a time when the role of boards of
directors is receiving a high degree of
scrutiny, this group provides a shining
example of the value of independence,
persistence, and staying power in a
volatile situation. The group was able to
restore the tattered credibility of the
debtor and then had the courage to
make some agonizingly difficult deci-

sions, often unpopular with the var-
ied parties in interest, for the benefit of
the estate,

While I come away quite skeptical
about a number of individual parts of
the bankruptcy process, on the whole, T
think that the process has worked quite
well. The weight of the obligation one
assumes when shepherding other peo-
ple’s money is important to remember
and has too easily been forgotten.

New Street

Remarkably, confirmation of the plan
and consummation of the reorganization
occurred on schedule on April 27, 1992,
Drexel the corporate entity ceased to
exist; its successor organization, New
Street Capital Corporation, was born,
and the DBL. Liquidating Trust created.
As planned, shareholders received DBIs
in the trust, which owns New Street,
and were also the only recipients of
New Street warrants. The nominal value
of their recovery at the time was $35.3
million, or 5 percent of the total esti-
mated recovery. This amount, however
insignificant it may have seemed to the
beleaguered shareholders at the time,
was truly incredible in the face of a
stated shareholders deficit in April 1992
of over $700 million and competing
claims of over $30 billion. Actual re-
coveries as of August 1, 1993 are both
much higher and much faster than even
the most sanguine claimant imagined.
More than $30 billion in claims have
been recovered, and Drexel emerged
from bankruptcy in two years——record
time. The trust anticipates full repay-
ment of all claims by the end of 1993.

How did the shareholders fare so
well? Most importantly, they secured a
seat at the negotiating table through
the formation of the equity committee.
They also had unusually talented legal
advisers who presented the sharehold-
ers’ essential position in a compelling
way. Their putative “equity,” said an

_adviser, was not truly equity. The at-

tornieys pointed to the way we, the
employees had bought it, and to the
extremely limited disclosure manage-
ment made of critical factors, including
the existence of Drexel’s now-infamous
investment partnerships and the seri-
ousness of the government’s investiga-
tions. In effect, shareholders were

therefore not shareholders but partici-
pants in a profit-sharing plan; really a
compensation plan. In fact, in many
respects, it fell under the purview of the
Employee Retirement Income Security
Act of 1974 (ERISA).

Lessons

The Drexel drama contains a number
of clear lessons.

» It showed that a securities firm, a
service business with no fixed assets,
has the potential to reorganize.

» Drexel’s demise was, according to
one’s point of view, necessary and inev-
itable or tragic and forced; an act of
God or of the devil.

» It showed that important new law is
made every day. The Drexel case estab-
lished a number of legal precedents,
especially with respect to ERISA.

» It proved the value of an indepen-
dent board of directors in an extremely
contentious situation; and

b It showed that in the end, justice—
not merely legalistic power—can pre-
vail. The equity committee significantly
influenced the outcome, despite its weak
position in the hierarchy of claims,

The most valuable lessons, though,
will come from a study of Drexel’s
ambiguities. The firm’s surge to promi-
nence early in the ’80s was made possi-
ble by ambiguities in market valuations
and in securities laws. Its nine lives in
the face of relentless investigation and
innuendo reflected the employees’ con-
viction that the company was being
punished for being a brash and success-
ful upstart. On the other hand, the regu-
lators and investigators thought they
saw a rogue elephant that nesded to be
stopped. Drexel’s demise was, accord-
ing to one’s point of view, necessary
and inevitable or tragic and forced; an
act of God or of the devil.

Drexel’s demise was, according
fo one’s point of view, necessary
and inevitable or tragic and
Jorced; an act of God or of

the devil.
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Epilogue

What has become of me? My husband
and I did manage to start our firm,
Solon Asset Management which we
sold, last summer to Montgomery Asset
Management, an independent affiliate of
Montgomery Securities, based in San
Francisco. I am now building the Mont-
gomery Funds, a family of no-load
mutual funds. We are working hard to
deliver performance, service, and infor-
mation to shareholders. I am amazed
everyday to find how vigilant our share-
holders are.

If T had to choose one single message
to carry forward from my Drexel ex-
perience, it is that shareholders must
recognize both the rights and the re-
sponsibilities of ownership. They have
an obligation to keep themselves
informed about the activities of the
companies in which they invest. The
most important way they can do this is
to select independent board members
who truly recognize their obligation not
only 10 company management but, sur-
passingly, to company owners.

Had Drexel formed a truly indepen-
dent board at the time of the settlement
with the SEC in 1988 instead of adding
a minority of independent directors and
only then at the behest of the SEC, the
fate of the company might have been
very different. b

Deborah Hicks Midanek is Managing
Director and Director of Mutual Funds
at The Montgomery Funds in San Fran-
cisco, California. She was Cofounder
and Chief Executive Officer of Solon
Asset Management Corporation, ac-
quired by Montgomery in July 1992,
She has served as a Director of Drexel
Burnham Lambert Group, Inc. (debtor
in possession), and is now Trustee and
Treasurer of New Street Foundation.
She is a Director of Tricapital, L.
(Bermunda), and a former Director of
MB Holdings. She also serves on sev-
eral educational and nonprofit boards,
including the Management Decision
Lab of the Stern School of Business
at New York University, and the Boy
Scouts of Greater New York Council,
Explorers Division.

Major Constituency

Management:

A Director’s “Crystal Ball”

TK. Kerstetter
Founding Principal

TK Performance Group
Wilmington, Delaware

Every director knows the importance of constituencies— but what to do about if?
Here are some helpful blueprints for action.

As the spotlight shines ever brighter
on the responsibilities of our nation’s
corporate board members, just the
thought of having the ability to look
ahead at your company’s future perfor-
mance sounds more like a specially
designed fantasy ride at Disney’s
Epcot Center than an experience any
of us could realistically comprehend.
Imagine how the pressures of serving
as a director could be alleviated if we
knew of our decisions as director
would bring about corporate results
pleasing to all major constituencies—
customers, shareholders, and employ-
ees alike,

While a crystal ball monitoring sys-
tem has not yet been produced in fin-
ished form, there are tools today that
both inside and outside directors can
and should use to monitor their com-
pany’s current operations and founda-
tion for success in the future. One of
those tools is major constituency man-
agement. Simply put, major constitu-
ency management is the science of mea-
suring and analyzing a company’s key
stakeholders to determine an organiza-
tion’s foundation for success and the art
of using constituency data to develop
strategies to enhance performance and
company value,

In the major constituency manage-
ment concept, key stakeholders are the
major constituencies: customers, em-
ployees, and sharehoiders. Some corpo-
rations use a fourth major constituency
labeled either society, environment, or
community. Others go so far as to add
suppliers and creditors. While only the
three most common stakeholders will be

addressed in this article, it is easy to add
target constituencies to customize the
methodology offered here by adding tar-
get constifuencies.

Major constituency management is an
outgrowth of the corporate culture influ-
ence of the late *70s and early *80s. Its
basic business principles are nothing
new. The concept is establishing itself
as an effective management and board
tool due to the simplicity of its struc-
ture and its ability to provide clear
direction, It is particularly valuable to
directors who do not have a comprehen-
sive grasp of their company’s business
and financial operations, but wish to
more aclively participate in the board’s
monitoring activities,

Customers

The first constituency that must be
monitored is the customer segment.
This segment is probably the most
widely nsed segment of the major con-
stituency management concept today,
although I'm sure there are many com-
panies whose directors are unaware of
their customers’ perceptions of their or-
ganization. Almost ail businesses con-
duct research on their customers’ atti-
tudes and beliefs relating to the com-
pany, its products, and its services. This
data is then used in the corporate plan
to formulate a situational analysis that
covers changing customer opinions and
what those trends can mean {o the com-
pany’s future, and assist in developing
key strategies.

Figure 1 depicts the important cus-
tomer deferminants and service satisfac-
tion for a commercial bank.
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