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Why Good Boards Fall

Professor Mak Yuen Teen
Associate Professor of Accounting,
NUS Business School
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What makes a good NPO board?

Personal , _ Diversity:
attributes: -2 S gender, age,
integrity, courage, ethnicity, socio-
professionalism economic
backgrounds, etc.

Mix of

competencies:

sector

experience, Commitment:
strategic ability to
planning, contribute time,
management, giving adequate

accounting, priority to NPO

finance, etc activities
SI—D - . L Source: Mak Yuen Teen, “Truth, justice and the corporate way,”
SN CHARITY i ) / ’ ’
INSTITOTE, GF GowmisslomereiGhattien | icomen " Business Times, July 19, 2012.
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Common weaknesses In NPO boards

« Lack of proper succession planning/renewal

I T°S ABOUT TIME YOUNG CARRUTHERS MOVED ON

Sincaront  Commissioner of Charities ~ SHARTY "t Source: Mak Yuen Teen and Chris Bennett, Directors Daze, 2014.
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Common weaknesses In NPO boards

« Lack of proper selection process for directors

You HAVE NO QUALIFICATIONS , TRAINING OR EXPERIENCE
WHATSOEVER. I °™M AFRAID THE ONLY JOB YOU QUALIFY FOR 1IN

THIS COMPANY IS AS A MEMBER OF OUR BOARD OF DIRECTORS.

SID V

sincarore  Commissioner of Charities — SHARTY ,,v}“ Source: Mak Yuen Teen and Chris Bennett, Guardians of the Capital Market, 2016.
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Common weaknesses In NPO boards

« Boards having little direct accountability to stakeholders

we ARE
ETERNALLY
GRATEFUL TO YOU
FOR AGREEING
TO BE
DIRECTORS

SID
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Common weaknesses In NPO boards

* Lack of proper performance evaluation

\ 4

Directors who may
lack the right attributes

© SID 2019



What makes a good director?

Integrity

Steps aside
when it’s time

Courage

Professionalism EETHITSRVIEe PSRNl \\/2 ks away when

AS A DIRECTOR IS YOU [EENUNISUSHFEIY
J . MUST NOT COVET
C : p :
Commitment THE ROLETYOU MUST right (but not
BE PREPARED TO without first
WALK AWAY.” . |
Competence John Atkin Faico, chair AICD trYIng to make It
SID right)
sincaror:  Commissioner of Charities  SHikty
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What makes a good director?

X Is 41 years old and holds a degree in Business Administration and an
EMBA from top universities. He's currently an MD of an asset
management company and an adjunct professor of finance at a well-
known European university. He has more than 20 years of experience in
Investment banking and has held senior positions with top-tier investment
banks. X has worked in US and Asia, including Singapore, and has
experience in real estate, REITs and capital markets. He has served on
several listed boards, mostly in Singapore, including on audit committees
and as lead independent director.
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What makes a good director?

n 2013, X was fined $5,000 for often leaving his dog chained in his
palcony and exposed to the sun and rain during the whole day, over a
period of several months. Efforts by SPCA and others to contact him
failed.

Over the last 5 years, he has resigned or retired from 8 boards. In 4 of
those boards, he served less than 1 year, and in one case, for only 2
months. He left citing cultural differences, company lacking resources and
therefore requiring more of his time than he can commit, lack of
cooperation from management, etc.

Would you consider him for appointment to your board?

sAPC
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What makes a good director?

Y Is 57 years old and was one of the founding partners of a company
providing corporate finance advice and investment management services,
with its headquarters based in London. He has held senior positions in a
top investment bank, including as its Chairman for the Asia Pacific Region.

Y has sat of boards of several large companies, including in the
telecommunications industry. He has also been a director of the
telecommunications regulator. Y holds a B.Sc. (First Class Honours) and a
M.Sc. in Economics from one of the best universities in UK.
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What makes a good director?

In 2014, while on a trip to HK with his wife and daughter, Y was
caught on camera by the HK media going out with a young HK
model during the day, and then hugging and kissing her in a taxi.

Would you consider him for appointment to your board?
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Why “good” boards fail to act

Confirmation bias — looking for and recognising only "evidence”
that supports a view held

Self-justification - supporting a prior decision one has participated
In making

Groupthink
Peer pressure
Dominant personalities
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The Case of Theranos (Bad Blood, by John Carreyrou)

Theranos was a blood-testing company which claimed to have
developed technology that allowed hundreds of tests to be done
with a single drop of blood obtained from the finger. It was a private
company, was able to raise significant capital, and achieved a
valuation of US$9 billion, despite growing scepticism among
employees, the industry and media.
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The Case of Theranos (Bad Blood, by John Carreyrou)

“When one former employee interviewed for a job at Theranos..., he
asked Holmes (the founder and CEO) about the role of the
company’'s board. She took offense at the question. ‘The board is
just a placeholder,” he recalls her saying. ‘| make all the decisions
here.”
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The Case of Theranos (Bad Blood, by John Carreyrou)

Theranos board Included Channing Robertson, the Stanford
University engineering professor, Donald Lucas, the venture
capitalist; General James Mattis, who later became President
Donald Trump’s secretary of defence; and George Shultz and Henry
Kissinger (both ex-secretary of state).

George Shultz’'s nephew, who worked in Theranos, had repeatedly
told Shultz and showed him evidence that Theranos was a fraud.
But Shultz did nothing.
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The Case of Theranos (Bad Blood, by John Carreyrou)

At one point, the board was going to replace Holmes with a more
experienced CEO but she was able to convince them not to. Finally,
the fraud was exposed by the media. Why did the board fail to act?

The same question could be asked about Enron, Satyam, and many
other companies with high profile/highly experienced directors and
yet the board did nothing, often despite red flags and negative
media reports.
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Are boards generally too cohesive?

- THIS BOARD
1S NoOoT \NDEPENDENT
AND T LACKS
DIWERS\I\TY \N SxI\LLS,
COMPETENCIES,
EX PERVENCE,
GENDER,,
AGE AND
ETHNICAT Y

WE ARE A
COHESIW\WE
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Changing board culture in NPOs

 Evaluation — board, committee, individual director, Chairman

e Succession planning:
o Strict tenure limits
o Diversity requirements
o Proper nomination process
o Use a board matrix that encompasses tenure, diversity, competencies
to assess desired and current board attributes
o External sourcing for directors
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MV“/

Email: bizmakyt@nus.edu.sg
Website:fovernanceforstakeholders.com
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