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When owners determine to operate a business, limit liability, spread risk, or add
additional owners, they usually elect a corporate form for that purpose which
results in the legal requirement of a Board of Directors with its own enforceable
duties and responsibilities. Virtually all of these duties and responsibilities, which
we might call key accountabilities, are also key accountabilities of the CEO which
are not managed from Board to CEO in an up/down hierarchical fashion but
instead operate as external, two-way, cross-functional working relationships
which are prescriptive from Board to CEO and advisory from CEO to Board.
Obviously, the CEO will want to understand Board capability with respect to such
accountabilities.

In Systems Leadership?, in which Stratified Systems Theory (SST)? is wrapped in a
blanket of sociological context, managers are advised to consider the mythologies
of an employment culture in order to understand and determine how to change
(improve) that culture or climate. Perhaps it is time to explode® the mythologies
of the Board of Directors as well. There is a commonly proffered mythology that
the Board of Directors lifts or adds value to the organization.* This statement
comprises two myths — that the board adds value, and that the board and the
management hierarchy are parts of the same organization.

To challenge those mythologies, consider, for illustration purposes, removing the
Board of Directors from the top position in a management accountability
hierarchy (MAH) organizational chart.’ Instead imagine the Board of Directors as
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5 “In order to get a legally-established MAH you first have to create an association...All associations elect governing
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an airship tethered to the CEO position with an umbilical of two-way, cross-
functional working relationships (CFWRs).

Identifying the CFWRs is a matter of selecting relevant key accountabilities from a
list of Board of Directors’ duties and responsibilities. For example, we might pull
the following as Board key accountabilities: Mission, Strategic Planning,
Regulation/Compliance, Monitoring and Crisis Management.

Each of these key accountabilities flows from the Board to the CEO as a
prescriptive CFWR.® It is important to consider that each of these Board key
accountabilities also represents a CEO key accountability vis-a-vis the Board in a
returning, advisory, CFWR.” Thus, we have external, “two-way,” CFWRs,
prescriptive one way, and advisory the other. It is sort of a dance in which the
better dancer might lead.

Does the Board add value?

In order to limit liability and spread risk, and facilitate ownership transfer, or start
a nonprofit, corporate form becomes necessary and with corporate form comes
the requirement of a Board of Directors.® The Board is imposed by corporate law
to, inter alia, protect stakeholders. Members of a Board are elected by the
stakeholders, but do they add value? Included in such a question would be the
guestion of whether the Board has the ability to add value. How does a CEO
assess the ability of the Board? Should a CEO assess the ability of the Board?

Assessing the ability of a Board is complicated by the fact that it is not hierarchical
but, instead, is elected by share or stake holders who are part of a separate

Board...is contained within governance and not management...the chairperson must oversee the work of the
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association® which elects a Board of Directors, which, like a collegium,® “governs”

through voting and consensus with an elected Chair to speak for them. If we look
at SST’s capability assessment tools!, we may muse about whether the
complexity of information processing (CIP)? of the board is some composite of
the separate CIP of each of its members which begs the question of whether the
requirement of a consensus can limit ability.

Perhaps a more practical approach, for the CEO, is to consider ability as it relates
to each of the separate two-way CFWRs. What is the ability of the Board with
respect to Mission? What is the ability of the Board regarding
Regulation/Compliance? A Board with members skilled and knowledgeable with
respect to audit accountability and compliance can lighten the load of the CEO in
such accountabilities freeing time and attention for accountabilities in which the
Board shows deficit in ability. Board deficit might be dealt with by the CEO in the
accountability-specific advisory CFWR, all the while recognizing the prescriptive
power of the returning CFWR.

Virtually all Board key accountabilities are also key accountabilities of the CEO and
understanding whether, in a given milieu, the Board is able to lift (add value to)
the MAH, or whether the CEO must lift the Board, is important.

Are the Board and CEO part of the same organization as normally depicted in
organizational charts?

While SST and RO acknowledge the Board as a separate organization, operating
by consensus, that employs a separate management hierarchy to conduct
operations,*® the relationship has not been developed like the relationships within
the MAH have been developed. Important here is that a hierarchy represents an
organization of ascending/increasing ability in which we are readily aware of
authority and accountability — we know where the buck stops. On the other hand,
the Board, a collegium elected by the association of stakeholders, operates by
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vote or consensus. There is no place for team, group or collegial “decisions” in SST
or a Requisite Organization.*

Assessing the Board of Directors.

An MAH is a hierarchy of ascending ability levels including increasing CIP starting
with hands on, line work, at Level 1 (L1). Consider a Board composed of three
Level 2 (L2), two L3, one L4, and one L5 directors.’® Can the L5 lift the board? Can
the L2s tug it down? Can the ability of the Board be considered to be the ability of
the most capable, highest CIP, member? Does Bill Gates lift the capability of the
Berkshire Hathaway Board? Does an L8 have much to offer an L4 or L5 hierarchy?
Or, are we dealing with some kind of composite score? In our example, might we
have an aggregate score of low L4 capability — or high L3?

Is it likely that a high CIP board member provides more lifting ability than a low
CIP board member might tend to pull down? What if there is a large number of
low CIP Board members - can a high CIP member be nullified?

Board Level, CIP based, one way, cross-functional relationships.

If the Board Chair is of equal or higher CIP than the CEO, we may identify a cross-
functional relationship in which the Board Chair may be in an advisory CFWR to
the CEO. Because Board members must act by consensus or vote, and cannot act
alone, such a relationship cannot be prescriptive on the part of the Board Chair.
What if the highest CIP board member, the only member whose CIP is equal to or
higher than the CEO, does not occupy the Chair? In that case, the CEO and that
Board member may well establish such an advisory CFWR. Again, one-to-one
CFWRs are advisory from Board member to CEO and cannot be prescriptive.

Respectfully Submitted,
Mark Goodall
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15 This is not a labelling of the members. It is an attempt to describe the level of a role a member might handle.



