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mary macpherson: welcome

Good morning. Welcome to the first Coffee & DoughNets of 2002. Best wishes to you, your families, and your businesses for a great new year.
	Since we're meeting in a movie theater, we thought it might be interesting to visualize what the marquee might look like if it were showing movies on the theme of our program this morning, “The Board Game.” We might look at something like Gladiator, which could be about a board meeting on a restatement of earnings, or A Beautiful Mind could be about how a board deals with a CEO who sees things a little differently than everybody else. Black Hawk Down could be how a board deals with dramatically changing market conditions, and Jerry McGuire could be a discussion of executive compensation. The Godfather, or, if we were showing HBO original programming, The Sopranos, could focus on how the board works together and resolves differences of opinions in a collaborative manner. Of course, we could not leave out any number of possibilities for an Enron board meeting that could be called Titanic or Ship of Fools.
	As it turns out, we're not here to watch a movie today. We're here to look at, listen to, and learn from real life. We'll begin with our panel in a moment, but, first, let me take a moment to mention a couple of items. In your handout, you can see the biographical information about our speakers, and a list of resources on today’s topic that was put together by our teammate Ben Martin with input from many of you in the community. I also want to point out that there is a project under way by the Telecommunications Development Fund to develop website content for early-stage companies on how to set up and operate a boards of directors. If you would like more information on the project or to make recommendations for references or topics to incorporate, you can contact Jack Moore at moore@erols.com or inquiries@tdfund.com. I also want to remind everybody, including our speakers, that today's session is being videotaped and there will be a transcript at our Web site.
	Finally, I'd like to thank our volunteers today, George DeBakey of Plethora Technology, Jim Pettit of iRoute, Inc., and Dave Rosenberg of BudgetReferee.com. We really couldn't produce these events without our volunteers, so thanks very much. I also want to recognize our team: Ben Martin, who put this program together, Fran Witzel, Mitch Arnowitz, Neil Oatley, Ann Slaski, Linda Shives, Lin Plummer, and Adele Rudolph. They make it happen each month.
	Now, let me turn the program over to John Shames, who will introduce and moderate our panel, which will be followed by your questions and answers, and then, speaking of the Godfather, Mario will do the wrap up. On behalf of the Morino Institute Netpreneur team, I'd like to thank the panel for being here with us this morning. Giving back is a large part of how and why our community works, and it is demonstrated in many ways every day by many people. John, Raul, Art, and Bruce, thanks for taking time this morning to give back with your experiences, insights, and wisdom to our Netpreneur community. 


jonathan shames: introduction

Thanks, Mary. It's good to see everyone here. Hopefully 2002 will be a much better year than 2001. It's interesting to note that, today, not only is it going to be 60 degrees in January, but Amazon.com reported that it is profitable. Hopefully this is a new year and a new phase of growth.
	This area of boards and board advisory issues is of a real interest to me and to Ernst & Young. My partners and I spend a lot of time in front of audit committees, mostly, but also boards. We've seen the entire gamut from small company boards to large company boards, and we are fascinated by the changes that take place in a company as it grows through its normal processes. I've sat on boards and audit committees with people who are there only to go through a process, and where the average age is 70 years old. I've had people fall asleep in board meetings. On the other hand, we've been involved with some young, entrepreneurial boards where the average age is 30 and it's a much different conversation. You really have the entire spectrum from here to there. We have partnered with the National Association of Corporate Directors (NACD) to come up with a survey on entrepreneurial boards that will be coming out soon. It highlights differences between what a small company board focuses on versus a large company board. Small companies are much more tactical, focusing on issues like revenue growth, getting customers, and hiring people, compared to a larger company, which deals with things like process and legal issues.
	Today, we're going to talk about all those issues, and we have some great people who will talk about them from different perspectives. We're going to give you some sense of the differences between a board of directors, which is a legally required board in accordance with state statute, as opposed to a board of advisors, and how and why you can use one versus the other. We'll talk a little bit about why people pick certain board members, how to recruit them, what kind of backgrounds you want, and how large a board there should be. After our speakers, we'll take your questions, and we already have some questions that have come in through email.
	I'm going to plunge right into this, now, and we'll begin with Raul.


raul fernandez: making the all-star team

Thank you. Good morning. I'm going to give you just a little bit of background on the boards that I sit on today, then I'll go back in time and tell you about how I grew our first board of directors and, later, advisors. 
	Today, I'm on three public company boards. They're very, very different boards, not only because of where the companies are headquartered, but because of what the companies do. I'm on the global board of Dimension Data, the company that acquired my original company, Proxicom. We're listed on the London Stock Exchange and the Johannesburg Stock Exchange. That has a makeup mostly of insiders. The majority of the board members are operating executives and a couple of retired operating executives, with the exception of a few people. That is one of the things I've noticed. At least on European or international boards, they tend to have a bigger percentage of insider representation. The vast majority of boards in the United States strive for outsider representation.
	I'm also on the board of a company called Critical Path. It's a restart, a company that had some accounting issues late last year. We got a new management team in, and a new infusion of dollars through General Atlantic Partners, the venture capital firm that invested in Proxicom. As part of that investment, I joined their board with a partner from General Atlantic. Critical Path is San Francisco-based and is a NASDAQ-listed technology company doing about a $100 million. Dimension Data does close to $3 billion globally, profitably. Critical Path is just about break-even.
	Then I'm on the board of a very, very different company based out of New York, Liz Claiborne. You know it for the traditional brand, but we also own a lot of more progressive brands like Lucky Jeans and many others, which people don't realize. That is a $4 billion retail company listed on the New York Stock Exchange.
	Each one of those board experiences, plus growing my own board at Proxicom, has given me a point of view and allowed me to build some best practices. Hopefully, I'll be able to share some of them with you today.
	As you go from being an entrepreneur, a time when you're doing absolutely everything, to the time when you start building your board, you move from a democracy of one -- which is you -- to a democracy of many, which is you and the board members that you bring in.
	I think that one of the most valuable things that a professional investor can do for you is to lay out structure and give you coaching and guidance on the appropriate type of representation. That is what General Atlantic did for me when they invested in Proxicom in 1995. We had a board of directors that was made up mainly of executives from inside the company. We started with two General Atlantic partners who joined the board. They had rights to one, but I wanted the other individual on as a placeholder while we went off and brought in other talent. I viewed it -- and I think you should view it this way -- as building a team. You are building a team of coaches and players.
	When you are building a team, whether it's a management team or a team of developers, you don't want six or seven people at the same position. When you've got seven draft picks, you don't draft seven quarterbacks or seven running backs or seven goalies, or seven power forwards. You want balance. You want to make sure that the individuals you are looking for have certain strengths and that they're not overlapping so that you can go to them for particular issues. What I mean by coaches and players is that you want board members who will get their hands dirty on specific issues. I'll give you a couple of examples.
	The board we put together over time was built with that philosophy in mind. Proxicom was a young services company that was creating a new market space, a space that combined technical services, traditional ad agency services, and traditional strategy services all into a brand new type of professional services company. We wanted people who had different backgrounds, but we also wanted people who had functional backgrounds. We wanted a real all-star in marketing, positioning, and branding, so, for that, I was able to convince Ted Leonsis [of America Online (AOL)] to join our board very early in the process.
	Since probably half of the time we were selling our services to technology buyers and the other half to buyers from a business background, we wanted somebody who was hard core on the technology side, but who also understood business processes. Through an investment that General Electric (GE) made in Proxicom when it was private, I was able to convince the CTO of GE Capital, a gentleman by the name of John McKinley, to join the board as part of the investment; then to ultimately stay on the board when he moved on to become CIO of Merrill Lynch. John McKinley's background -- running the IT infrastructure for one of GE's largest and most profitable companies -- brought a great point of view, but, more importantly, he had come up through the ranks at Ernst & Young, had been a developer, so his background in professional services was very good. He could understand issues of utilization, visibility, hiring, training, scaling, etc. His skill set was very valuable, and we had to do a deep dive on those issues. I would pull John out separately and would have separate meetings with him when I had to. When we had to deal with market positioning, what sort of campaigns to do, or how we wanted to spend our dollars from a branding standpoint -- TV marketing, etc. -- we'd spend separate time with Ted Leonsis. One of the lessons that I learned was that you want to get different strengths and make sure that the board members’ expectations are set so that you can have that one-on-one time between you and the board member, or your management team and the board member.
	As we started to grow more of our business on the international front, it became clear to me that while all of the people on my board had international experience, I wanted to get somebody who had really led the charge in building an international presence. I again reached into America Online and got the retiring founder of AOL International, a gentleman by the name of Jack Davies, to join the board. That was done as an expansion of our board to specifically help us address a business issue that we had.
	Of course, I remained on the board. I was the only insider on the board. I think that is one of the most difficult situations as an entrepreneur. You feel like you're losing control. It's something that I felt, but, as I got more and more of the value-add from these individuals, I got more and more comfortable.
	General Atlantic remained with one representative, David Hodgson, who was there through the whole period.
	Then, in terms of rounding out, if I couldn't get into an account, I wanted to be able to have individuals who could pick up the phone and get us into a particular Fortune 500 company. I wanted somebody who had that kind of general business and general brand recognition. In this case, it came with the person’s third career, because his first career was football, his second career was politics, and he continues to be generally well known in business circles. That was Jack Kemp, who I had worked for four years on Capitol Hill. After his failed attempt to run for Vice President with Bob Dole, I convinced him to join our board. He wasn't the Vice President, but he got to be on our board, and I think he's made more money that way.
	Finally, I was very, very fortunate because, before there were events like Coffee & DoughNets, it was a matter of reaching out and talking to people who had been through the business process from startup, to venture, to IPO, acquisitions, and sale. There was an all-star in that category, my good friend Mario Morino, who joined our board very early on.
	As you see the team I built, I think you see that each person has different strengths, and, frankly, I used them for help, including help in very difficult situations. For example, I had many people who had grown in a company that went from a few million dollars to $200 million in a short period of time. As you know, in work environments, a lot of people expect to continue to be at the top, even though you have the opportunity to bring in more seasoned individuals. Being able to deal with that growth -- especially being able to sit down with somebody who expected to be President, but who wasn't going to get the job -- I was able to get certain board members who had personally been through that kind of experience to help me through a difficult situation with a particular employee.
	There are some things that I've learned that are just tactical, and I thought I'd share a couple of those. More will come out in the questions and answers.
	Get information to your board members on a timely basis. Make sure that it's readable and usable as you start your dialogue and your relationship with your board. You've got to make sure that the information you are giving them is relevant so that they can get as much out of it as possible in the time they have. Don't be afraid to adjust it and change it over time.
	Communicate with board members both during board meetings, but also independently. 
	Don't say yes to every idea or recommendation. I think there are some things that you acknowledge, and you acknowledge as great input, but you don't want to acknowledge as something that you promise to do. If you do, then you build a list of activities and you, as a CEO, become a board meeting to board meeting taskmaster. 
	Make sure that the committees, the structure in the committees, the communication between the committees, and the communication between the rest of the board and the committees and the key individuals in your firm are absolutely open and transparent. One of the things that the Enron scandal has taught us is that transparency is king. It is absolutely critical that the audit committee has full access to the accountants and the CFO, and that you make sure that information is flowing freely in all directions.
	Let me stop there so that we save some things for the Q&A.

Mr. Shames: Thanks, Raul. That was great. We'll turn it over to Bruce now to talk about his experiences.


bruce crockett: a few fewer mistakes

Good morning. We didn't coordinate our talks in advance, but I must say that many of the points that Raul made, I'm going to reinforce. I will also try to be brief so that the real fun comes in the questions and answers. 
	I serve on big boards -- $200 billion financial service institutions and $30 billion offshore insurance companies -- down to private companies that are begging for angel financing -- let alone venture financing -- as well as the whole spectrum in between. I can give you a lot of different perspectives, and I'm going to share with you some of my experiences over the years on boards. I think that what it really means, mostly, is that I'm getting old.
	The experience that Raul was talking about is really important -- having the diversity of experience on your board. I have a favorite saying, “experience is what you get when you don't read the instructions,” and I have a lot of experience. It means that I learned a lot of things the hard way.
	It turns out that directors, with their wizened visages and gray hair, can often contribute a lot, especially if they can just help you make a few fewer mistakes than you otherwise would have made, either because they made them themselves or because they’ve seen other companies make them. It's amazing how often companies want to repeat the mistakes of history persistently and consistently. I figure, on any one of the boards I'm on, if I can just save them one or two of those brutal mistakes a year, I've earned my keep and then some. Interestingly, when I was a young, brash division manager and CFO and COO and CEO on the way up, I thought, “I want a young board just like me. I want everybody to be an Ivy League MBA. We'll go out and kick butt and really be successful.” At least at that point, I missed the notion that it was the diversity and the perspectives from the life experiences of the very different people on the board that would make them my board and have them be part of the team. It would make me and the company a lot more successful. Without spending a lot of time on it, I think that the board is a perfect place, in terms of life experiences, to consider diversity and ethnicity. People from different cultures and genders bring a different perspective. It's that collection of experiences that leads to a good board. 
	Board procedures. As companies get bigger, they get more into process. In terms of frequency of meetings, as the company gets bigger, there tends to be more meetings just because of processes -- although very, very small companies can also have a lot of meetings, because they're acting more like a management team. One of my great accomplishments at COMSAT, where I worked for close to 20 years, was to bring down the number of board meetings from 12 to six. I must tell you that reducing the number of meetings for a big company is incredibly hard. One of the first lessons you have to learn is that you have to make sure that the total compensation of the board members doesn't go down in the process of reducing the meetings.
	Set dates and stick to them. If you have a board of high-powered directors and you want to change the date of a meeting, you'll find it physically impossible to find an alternate date that will serve everybody within two weeks on either side of when you’re trying to move it. The only way to be assured of having your gang there is to set your meetings as much as even two years in advance. As unreasonable as that may sound, it's to be assured of having everybody. That way they can conform their schedules to you and tell everybody else that they can't change, rather than telling you.
	I think it's important to have a mandatory retirement age. The reason I say that -- Jonathan mentioned having a board of directors member falling asleep -- I won't name names since I'm on videotape, and this thing is being transcribed, but a former US senator and presidential candidate from one of the two major parties in our country was on our board without a mandatory retirement age. We're at a board meeting, and, at one point, his head went back, his mouth opened, and he just stared up at the ceiling. The meeting kind of went on, and everybody was afraid to touch him, because one of two things would have happened. If you woke him, it would be embarrassing, but everybody is back there thinking that he might be dead. What do you do if somebody dies in the middle of a board meeting? We sat there, and just continued on. He woke up, and we went back to normal.
	All kidding aside, mandatory retirement age is very important, as is the whole process of self evaluation of a board. You have to create a mechanism for a board to measure how well it's doing and measure its collective effectiveness. Then, if possible, and it's not always easy, measure individual board members' performance. One of the reasons is that once you put somebody on a board, they're basically there forever. It just isn't easy to get board members resign or retire prematurely. It just doesn't work that way, so you really need a process to help that along.
	Insiders versus disinterested directors. Obviously, with little companies, there tends to be a lot of insiders. By the time you get up to big companies where process is king, it usually winds up being the CEO and everybody else is independent. The problems that you see with Enron and others are just reinforcing that, and you will see progressively fewer insiders on boards as we go forward, in my opinion.
	Not everybody is going to like this, but you don't need to put your accountants, your lawyers, your investment bankers on the board. You're already paying them a fortune, you're getting their advice, and they do everything they need to do. What you need are people who have different experiences and perspectives who can work with you and help you move the company along.
	Another former board member who was the President of NBC among other jobs in his life -- he was a very wise guy and I was a young division manager making presentations to the board, standing up there with my knees knocking -- he said to me, "Young man, just remember, a board meeting is no place to make decisions." I'm not sure that I totally understood what he was telling me, then, but I learned. What he was trying to tell me was not to put yourself in a position where you have four-to-three votes. Get things worked out in advance. Grease the skids so that by the time you come to the board meeting it is just process to a certain extent and the decisions are formalities. It doesn't do you or the company any good to get yourself into a contentious situation if you can avoid it. That may be a lot truer for a bigger board where things are more formal, but it sure is true. 
	Board effectiveness. The effectiveness of a board goes down as the size goes up. I've never seen a board that had more than 15 people that was truly effective. I'm on the board of my alma mater and there are 40 members of the board. It’s not that it's not effective, but it really doesn't do the work. The committees do the work. The reason there are 40 members on the board is because, when you go on the board of a university, it's really a fundraising mechanism so they can twist your arm and get more money. It just gets too big. You just can't make decisions and you really can't be effective.
	Governance versus management. Obviously, there is the spectrum. As the company gets bigger, it tends to be more process and more governance. Governance is good, as opposed to management. You don't need the board to do your job for you. You need the board to help you do your job, but they can't have their hand on the tiller. Make sure that they understand that. I have seen boards that will nitpick press releases. In my opinion, that is not the role of the board, but sometimes that happens. 
	What is important for a board? What are a board's responsibilities? There are the legal issues, the bylaw requirements, and so on, but, in my mind, there are only a couple things that are really, really the responsibility of the board. One is to make sure that there is a succession plan in place, in particular that there is a replacement for the CEO as well as the senior managers; and the board also has to approve the strategic and business plans. They have to be sure to ask the questions so that they understand how and why and where the company is going, to serve as a sounding board for the management team, to make sure that they're going in a way that would seem to make sense. Then the board holds people accountable to accomplish those goals. That is really, in my mind, what a board is all about.
	Committees. You’d better just get used to the idea that as a company gets bigger, everybody on the audit and nominating committees are going to be outsiders. You don't need Enron to see that trend coming. You just can't have insiders on those committees.
	The most important committee of all, the one that I like to be on and to be chairman of, is the compensation committee. Everybody loves you if you are chairman of the compensation committee. [Laughing] It really is an important committee.
	Another kind of committee, and it could have all different kinds of names, but I see a trend towards what I'll call “the committee on directors.” It's kind of a combination of the nominating committee, the compensation committee, and the board’s self-evaluation process. In other words, it's the housekeeping committee of the board that helps run the process of the board itself. Clearly, that winds up being disinterested directors, and makes it a lot easier for a CEO to run his or her company if he has that kind of committee.
	I personally don't like executive committees all that much. An executive committee tends to be a subset of the board that makes decisions in between meetings. It invariably leads to some board members feeling like second-class citizens because they're not part of it. It's a lot easier to appoint a special committee, if you need one, to handle things like a pricing for a debenture or an equity or something like that in the intervening period. Then bring things to the regular, formal committees, either prospectively or retrospectively. 
	Recruiting board members. While the nominating committee may be all disinterested people, it is important that the CEO be a part of that process, working with the appropriate committee to be proactive, to manage the process, and to go out and help find the right directors. As Raul was saying, you want to put together a diverse group of people who can help make you more effective as the leader of the company. As surprising as this may seem, don't be afraid to use a headhunter, if necessary, because they can unearth the kind of talent you need, the right people who have the Fortune 500 Rolodex, or the marketing experience, or whatever it is you need to complement your people and help put you in the position to have a better and more effective team.
	I personally like to have sitting CEOs on a board, because it's lonely being the CEO of a company, especially if everybody else is disinterested. If nothing else, a sitting or former CEO is empathetic to you and understands how lonely and how hard it is. He or she can serve as a sounding board and possibly even be a friend, as ironic as that may sound given the roles of governance. It's about having people that can help you be more effective, and having somebody you can talk to is incredibly important. The problem with sitting CEOs is that normally they can be so busy that either their company won't allow them to sit on other boards or they just don't have the time. Being on a board is an incredible commitment of time, and don't ever underestimate the importance of finding the appropriate way to compensate board members. They wind up being incredibly inexpensive consultants that go on the board and have to do a lot of work. Thank you.

Mr. Shames: Bruce, that was great.  Art . . .

art marks: the investor’s point of view

Hi. I'm Art Marks. I've been in the venture business for about 20 years. Prior to that, I had about 15 years of operating experience. The firms I've been involved with have funded some 350 or 400 entrepreneurial companies, of which about 140 or 150 have gone public. I have been involved in 40 or 50 of those companies myself, and I've been on the boards of 12 to 15 public companies.
	This is a very rich topic. I think there is some redundancy, but there are a lot of different points of view. I'm going to try to glean a few things from my experience that might be useful to you. I come from the narrow investor point of view, but with some significant empathy for the challenges and issues of a CEO. I'm going to talk about the legal framework of why we have boards and what I think they do. Then I'm going to talk about what you can do to make them effective, as well as the typical mistakes I've seen, and a couple of comments about how you attract good advisors or board members.
	When you are working in an entrepreneurial company, you go through a term sheet negotiation and you end up with a shareholders' agreement. You try to envision everything involved in setting up the right structure to prepare and to protect everyone's interests. This is true in the regulatory environment, and the legal environment. What everybody has decided is that all of the things that we can't put into the documents and can't figure out in advance, we will give the authority and responsibility to somebody else to make the decisions in the interest of all concerned, and that is the board. Your board is empowered and they're accountable. That is what the Enron situation is all about -- all the stuff that people can't anticipate, and applying good judgment to the decisions you make in the interest of the shareholders. That is something to think about. You want a group that is going to take on this power and be able to deliver good decisions under very unknown environments to help you make the right decisions. Sometimes those people are decided upon through your negotiations about representation during fundraising. 
	You always want to try to build a relationship with those players to get good advice from their diversity, and from the kind of trust relationship you have with them. At the same time, they've got what is often called a fiduciary duty, that is, the financial responsibility to represent the interests of all the shareholders.
	It used to be that people would joke and say that the job of the board is to hire and fire the CEO and declare dividends. That was sort of like saying that we don't really do anything, we just decide whether the CEO is doing a good job or not. That is one element, but I think that, more and more in our society and in our regulatory environment, there is an expectation that the board is going to take its responsibilities seriously.
	When you look at the board, it's a team of people who are all involved in something. Mary talked about the movies. For me, the movie that best exemplifies a board is the Fellowship of the Ring. That is because we're all on an adventure, all kinds of imaginary creatures come into it -- meaning things that you didn't expect -- and it's endless.
	So what can you do? Well, Raul and Bruce talked about it. One of the things you can do is to learn how to run an effective meeting. Nothing takes away from this process more than people who don't know how to do this. Get the information in advance. What do you want to have happen in this meeting? You want to take all the board’s experience and knowledge and get it to work on an issue or to help solve a problem that is hard for you to solve yourself. If you can solve it yourself, then you don't need the board. You want to bring them into the process of making decisions, get them informed -- not just in a board meeting, as Bruce said, but all the time -- and get them to apply their brains to solving the problem.
	Let me say parenthetically that it's not the board meeting. Don't get distracted and say, “Well, I have to run a good board meeting!” It's a board. It's a group of people. Some of the process takes place in the meeting, some of it takes place at coffee, and some of it is a phone call, or an email. It's the group. It's the team that you are trying to bring forward to help you solve problems for the company. That is why open and honest communication is important, as is having an agenda, and finding out from people what they think the issues are that you have to address. That is why you need balance in the board. You want to get input from everybody, and you want to use that input to make decisions. You'll learn that the boards are not monolithic. They're made up of people with different opinions and they won't all think the same way on everything. 
	In fact, you'll often find that there are some people who are the leaders of the board, or more influential. Often that will vary based on what the topic is. Everybody may look to one person, maybe the ex-CFO of the company, for the accounting issues. They may look to another for compensation issues, somebody else for financing or strategy or technology. Use those inherent leadership qualities to help you delegate. Move the decisions to different people to help you solve problems. Involve them.
	You can look at a board and say, “I’ve got a problem. I hate this guy, and I'll get rid of him.” You can try to do that, or you can say, “I'm stuck with these people. How am I going to develop a trusting relationship, or at least get their knowledge?” Don't have this passive-aggressive attitude where you schedule the meetings when that person is out of town. Don't do that kind of stuff, just confront the issues. Move forward, just like you're in a family, but don't become a dysfunctional family. Respect different points of view. Confront problems.
	The other piece of advice I would go along with is to keep it small. My definition of small is smaller than Bruce's. My definition of small is five to seven people. An entrepreneurial company doesn't have the bandwidth to deal with much more than that. You don't have the time for more than that for people to have the discussions and feel a part of it, so that would be my advice. 
	In terms of the easiest mistakes to make, I'm going to go through three. One is the mistake of control versus trust. People say, “Well, the board is empowered to make these decisions. I don't want anybody to have the ability to make decisions that I don't agree with, so I want to bring in my mother and my father and my brother-in-law.” The job of the board is not to be your best friend. If that is what you're looking for, then you're not trying to build a large, entrepreneurial company. The board’s job is to be the shareholder's best friend, and that calls for independence and variety, not control. 
	The second problem is that while the board represents the shareholders, some members of the board sometimes represent shareholders with special interests. In the venture business, we'll often set up a special security which has privileges beyond those of the common shareholders, something like a liquidation preference that gives us the right to the first cash. Sometimes this is perceived as a conflict. Sometimes it is a conflict. You have to recognize that your venture shareholder is both a representative of all the shareholders -- they have a fiduciary responsibility to do that -- but they also represent their shareholders. I'm feeling a little protective of the poor venture capitalist these days, but they may feel like, “Well, gee, they have this liquidation preference. Is that fair?” You have to recognize that if you cut a deal, that is the deal you have, and you have to work with it. Politics can't overcome when you have them by the contract. 
	The third terrible thing is this: I recommend that you keep the “ugly sisters” out of the board meeting. I often call them the ugly sisters in the investment business, but they're the ugly sisters of business in general. Those are the three sisters of woulduh, shoulduh, and coulduh. It's, “You shoulduh done this. We coulduh done that.” The board has to be focused on what you do next. If you have the wrong CEO, you have to make a change. If you have the wrong strategy, you have to make a change, but you can't focus all of your energy on woulduh, shoulduh, coulduh. Your whole board process ought to be on what is next.
	How do you attract good board advisors? I think the number one thing is that you need to know what you want. You can't just say, “Well, he made a good comment, so I like him,” or “She's smart.” You have to say, “What I need is somebody who can help me with the audit committee. What I need is somebody who is really great at strategy.” It is not as if you want them to come in and do a project for a month. This is four to eight years worth of touching that person's talent and having them reflect on the issues in your business. You need to know what that is, whether you're looking for technology or business expertise. When Raul described his board-building, you notice that he talked about the kinds of expertise he could tap in each case.
	The second thing to attract board members is that you need an interesting company, one that is changing the world, bringing new technology to bear, or growing in an unusual segment. Also, if you bring someone in, they're going to do it because they expect you to listen to their advice. If you want them for window decoration, they're not going to be very effective and they're not going to be very happy. If they do this, people are looking for an interesting role, for a way to give back in an interesting way. And they're looking for some kind of incentives. The incentives are very difficult, but I would guess that you give a board member something between a quarter and three-eighths of a percent of the company for their lifetime role, that is, their four or five year role. That is for an early stage company.
	That is the end of my set of bullets. Back to you.


the audience: q&a

Mr. Shames: We're going to start by taking a couple of questions from the email, then we'll open it up to the audience. I want to start by talking about a board of advisors. Everyone talked about boards in general, but mostly related to board of directors. For a lot of companies, there is the issue of whether or not they should have a board of advisors. Why would you have a separate board of advisors, and, if so, who is on that board?

Mr. Fernandez: We put together a board of advisors later in our life cycle. I think it's useful for a couple of reasons. First, if you're in a business where you've got a lot of repeat business and customers that have the flexibility, compensation issue aside, a board of advisors is a great structure to bring in individuals who are large buyers. We had representatives from General Motors, General Electric, AOL, many of our large partners over the year. It was useful in that it gave us a structured feedback loop with those individuals. It was diverse. They tended to be operating heads of a particular business unit, mostly eBusiness initiatives across a particular division or across a whole company. One of the things they got value out of was coming together with peers, and, in some cases, competitors, either direct or indirect competitors. Those who could accept were allowed to get options and some level of meeting compensation, as well as expenses. I think that boards of advisors are good to give you feedback, if they're structured, and, at least in our case, we used it 90% from a client base standpoint. 

Mr. Crockett: I think you have to be careful that they don't become honorific. You've got to manage the process. If you don't manage it, it's a little bit like kissing frogs. Hopefully, you are getting something for the cost, but it could easily get out of control, and, in a sense, be a second class citizen below the board itself. 

Mr. Shames: Raul, you mentioned that you picked a board of advisors later on in your cycle. Was there any reason why you didn't pick one initially?

Mr. Fernandez: We were just focused on the board of directors and on trying to get the most out of it. If you have a small management team, you'll find that there are only so many sets of outside advisors that you can concentrate on to get the type of value Art was talking about. It all depends on whether you have a structure within your company to take advantage of it.

Mr. Shames: Art, what do you see when you get involved at that early stage?

Mr. Marks: I think Bruce and Raul are right. If you don't have a board of directors and you're experimenting, maybe a board of advisors is sort of a half step. Most entrepreneurial companies can't afford the bandwidth to do both. The board of directors has a clear mission, and people understand how to deal with that. Boards of advisors are typically experiments about technology, customer access, etc. They don't usually have the same duration. That is partly because you don't have the time to deal with it. I'm always a little cool on boards of advisors because I've never seen them last; whereas, boards of directors endure. They have a role, particularly with new technologies, which is when they can become critical. 

Mr. Shames: What do you typically compensate a board of advisors for their role? How did you do it at Proxicom?

Mr. Fernandez: I think the number of shares was somewhere around 10,000 options and some token meeting fee.
	One thing that none of us has talked about that is very important in attracting your board is the appropriate amount of insurance. It's a very risky proposition to be on a board, and those people that commit are not only committing their time, in some cases they are risking their personal wealth if you don't have the proper amount of protection. A high level of Directors and Officers (D&O) insurance, especially in the post-Enron days, is going to be absolutely key to getting anybody of any value.

Mr. Crockett: I agree with that. Insurance is really important. 

Mr. Shames: From my perspective, we've seen a lot of companies that think about board of advisors, but I haven't seen that many that have properly executed. Once you raise professional money and get a real board of directors, you get to the issue of what is the role of the board of advisors? You don't want to have a conflict between what you're hearing from the advisors and the directors. What I typically see is that the board of advisors kind of fades out as the board of directors takes over. The goal would be to focus on the board of directors as early as possible, but especially when you start to get interested parties who have money in your company.
	I want to pick up on D&O insurance, which we have several questions on. Ben Martin went to a lawyer and someone from the insurance industry to give a description of what it is. The following explanation comes from Andrew Pagalis, who is a lawyer at Armfield, Harrison and Thomas. “D&O insurance is Directors and Officers insurance. Directors and officers are exposed to personal liability in their capacity as “Ds” and “Os.” Types of claims have varied widely and are brought by shareholders, employees, customers, competitors, vendors, and others. Within the insurance industry they use the term "management liability" to refer to these types of exposures, and there are three main forms of management liability insurance coverage which may be procured individually, or combined into one form. Those are: directors and officers liability insurance, employment practices liability insurance, and fiduciary liability insurance.”
	That is a very important facet. Any board of director would expect a company to have it in place. We typically advise our clients at a very early stage to start talking to insurance brokers to figure out what makes sense.
	I want to turn it over now to talk a little bit more about compensation. I think everyone here mentioned it, Art especially. Exactly what kind of percentages would you give in equity? What about cash compensation for boards? Do small company boards of directors get cash, or is it typically just in the form of equity?

Mr. Marks: I'd say typically it’s not cash because cash is usually their scarce commodity. How small is small? Once they get to be public, there is typically a cash component. 

Mr. Shames: What about paying for expenses, such as coming to meetings? 

Mr. Marks: Always pay expenses.

Mr. Crockett: Even where cash is a practice, there is a trend towards incentive-based compensation for directors that aligns the directors' interest with the shareholders. For example, you'll see a decrease in such emoluments as pensions for directors because that tends to be potentially contrary to the interests of shareholders. There is much more of a trend towards alignment of interests. 

Mr. Fernandez: In larger companies, even in smaller companies for that matter, although the numbers are lower, there tends to be some level of retainer, some level of per meeting fee, then some level for chairmanship of a committee, which can see some nominal increase. As Bruce said, the compensation committee is a good one to be on. I'm on the compensation committee for Liz Claiborne, so everybody loves me there, but they pay me an extra thousand dollars to be on it. You're not there to make money on the fees; you're there to add value and get value.
	One of the things we haven't talked about is the value that we have gotten from being on these diverse boards. You get to interact with people who have very, very different backgrounds. The retail business is very different from the business that I'm in, and I've gotten a tremendous amount of value in the last couple of years since I've been on that board, such as understanding what the real value chain is for the clothes that you and I wear every day and what it takes to put that on our back from a manufacturing and delivery standpoint. 
	Back to the fees, there are publicly available benchmarks that can tell you that 60% of all firms pay such-and-such amount of money. If you're looking for specific direction, that information is available.

Mr. Crockett: That information is available on an industry basis, on a company size basis, and you can slice and dice it. There are all kinds of information out there, and you can get most of it off the Internet.

Mr. Fernandez: Let me ask a question. Art, you mentioned a quarter to three eighths of a percent as an average compensation. What is the expectation, in dollars, that a board member should have over a four- or five-year period of time?

Mr. Marks: I tell CEOs that if they are attracting the right person, we'd like to see him make $500K to $1 million over the course of the term for a successful company. 

Mr. Fernandez: That is the range that I've heard as well. If you do well, if they do well, if the market does well, over a period of time they can walk away with that range of gain.

Mr. Shames: Questions are pouring in. Should a startup company have an audit committee as does a public corporation? If not, who performs that function?

Mr. Marks: Let's go in reverse order. If there isn't an audit committee, then the board is the audit committee. In fact, even with an audit committee, the board has the responsibility to deal with the auditors and to resolve any issues related to audit regulations and the financial reporting requirements. I generally advise companies that the best way to eventually become a public company is to start acting like one from day one, if that is your expectation. You want to start getting in the habit of having an auditor, having an audit, and for the board to learn how to do all those things way before the point that they actually go public. That way they're not learning when it becomes critical and when they become the target of lawyers.

Mr. Shames: Does a VC prefer an already existing board of directors or board of advisors?

Mr. Marks: I'd say that they’re indifferent. Post-investment, you want to have the kind of board that you think the company should have, which is balanced: the CEO, the venture guys, and independent people. To the extent that the existing board obstructs that, it's a negative. To the extent that it accommodates and helps fulfill it more quickly, it's a positive.

Mr. Shames: Bruce, a follow-up to your comment on retirement age. Has anyone used a term limit for a board?

Mr. Crockett: There are terms with respect to how long you get elected, Sometimes it's annually, sometimes it's for a three year period, whatever. I don't know of any company that has specifically said you can serve two terms, then you must retire, but there are mandatory retirement ages that can vary anywhere from 62 to 65 to 70 to 72, and, in extreme cases, maybe 75. As I said before, in the absence of a truly compelling reason, it's hard to get somebody off the board after you've put them on. I'm not saying it's employment for life, but, from a practical point of view, it's just a difficult thing to accomplish.

Mr. Marks: Just to add to that, I think that the idea of terms, like a three-year term staggered through the board, is a very good way to force the process of thinking about whether that board member is right or not. While it may not be the absolute best way, the fact is the board and the management have to put forward the slate for reelection, and that gives you a perfect opportunity to reconsider without a lot of broken glass.

Mr. Fernandez: I think that the key is to set the expectation up front. “I want you to serve for one term, then, as we evolve, we'll discuss it.”

Mr. Crockett: That’s why having a formal evaluation process in place is good. You just don't want to say that one person is not doing a good job and all of a sudden try to find a way to get that person off the board. If there is a process that repeats itself every year for the directors who are standing for reelection, as an example, then you're going to have a chance to have somebody not stand for reelection. If there is a euphemism for kicking them off the board, I suppose that would be it.

Mr. Fernandez: There are companies that specialize just in facilitating board evaluation processes.

Mr. Shames: That was a great segue, because that was the next question I was going to ask. How do you evaluate a board. Do you go out and hire an outside third party? Do you typically give formal reviews to your board members?

Mr. Crockett: In a couple of cases, I've been on a board where they didn't have a process, so we decided to put one in. The first step was to come up with a process to evaluate the effectiveness of the whole board. Once that was established and it became routine, we began the next step, which I think is a logical one, to do evaluations of individual directors. That is not as easy. As Raul said, if you had set the expectations from the very beginning, it would be a lot easier. If you have a board where it's been business as usual, then it's a little more difficult. 

Mr. Marks: There is an association, the National Association of Corporate Directors (NACD), that just put out a board member evaluation process. I was very skeptical, but after looking at it, it's excellent. They did an absolutely fabulous job working with the industry, and it is a terrific start for doing board evaluations.

Mr. Shames: Many startup firms can't afford D&O insurance. How do they deal with this conundrum of wanting to attract experienced board members?

Mr. Marks: “Can't afford” is relative. You have to decide whether you want to attract good board members or give up coffee for everybody, or whatever it is that you have to give up. It's not expensive.

Mr. Crockett: At least prior to Enron it was relatively inexpensive. The cycle was such that you could get plenty for very little money. Obviously, rates have hardened.

Mr. Shames: I agree with that. For smaller companies it is based on a sliding scale. Companies really need to afford it at the beginning.
	Next question: How do you ensure that a board member shares your vision of where the company should go? What if they don't?

Mr. Fernandez: The key is openness, especially through ongoing communication. You don't want to present a new vision at a board meeting. You want to have that dialogue over email, over coffee, over telephone calls. You want to get their views and make sure their input is factored into it. It's critical to have that ongoing dialogue and communication. It's very important to talk about the big decisions. What are the big decisions? To sell, to buy, to merge outright. That is an ongoing discussion, not just a focus of your board meetings. So is an ongoing discussion of where the industry is, where are you versus your competitors, how fast is the industry growing or decelerating, etc. Talking about some of those big, big decisions before the day comes -- which is always a very difficult day -- makes it go a little bit more smoothly.

Audience Member: I’m Neeran Saraf with SARAF Software Solutions. How do you start the process? Do you sit down with your partner or executive team, and decide what is it that you're actually looking for in a board? Who do you go to? Bruce, you mentioned a recruiting company. That  might be expensive. Is there an advisory group you can go to?

Mr. Crockett: As a first step, Raul hit the nail on the head when he said that you have to decide what you need or what would complement the existing management team. From there, it’s seeing who you know, or who they know who can find somebody who fits that criteria. When I was talking about using a headhunter, that tends to be for a little bit bigger company. They are not inexpensive. Maybe you can get them to take some equity or to do some work at a reduced cost on the chance that you will become a bigger company. There is a logical way through associations and friends to figure out how to get people in the right category.

Mr. Shames: There really isn't an organization you can go to, per se, although Netpreneur and other organizations try to help. You need to do a lot of networking. You need to figure it out. The right answer is to start out with what you think you need, then go after certain people and use whatever contacts you can.

Mr. Fernandez: Look at your competitors. You want to get the best in class of the companies you'll be competing with. Look at who they have on their boards and what their backgrounds are, and that will give you some ideas as well.

Audience Member: I'm Jamey Harvey of Cubestream. I have the curse of being a serial entrepreneur. Raul, I was very impressed when you were telling the story about forming your board. It’s a rock star board. How do you do that? What separated you from all the other people asking those guys to join their boards? 

Mr. Marks: Get them before they're rock stars.

Mr. Fernandez: You have to build credibility. The first step in building credibility is having a very credible set of financial backers, people who have been proven winners in that particular space. They are the anchors, and those anchors help you build your story in terms of the credibility and excitement around your company.
	After that it's a sale. It's a sale like it is for whatever product or service you're involved in. You've got a moment in time where you are trying to convince an individual to join your cause, to be excited about your cause. You have to connect with that individual when you have the opportunity. You have to treat it like a sale. You have to be prepared. You have to know the background, and you have to know what their decision-making factors are. You have to approach it that way, and you are going to have to try like you do in business. You are going to have to have a pipeline that is bigger than the target you need to close.

Mr. Crockett: I think the point is that you manage the process very, very well. There are a lot of people out there who would be honored to serve on boards. The question for you is to figure out who they are and ferret them out. That is part of managing the process. If you really work at populating your board with the kind of people you want who can turn into the future rock stars, they're there. It's up to you to make that enough of a priority. You want to have a world class board just like you want to have a world class management team. If you spend the time and devote the energies, you can do it.

Mr. Marks: I'd just like to make a comment. I think that what Raul did is unusual. It's not easily repeatable. I would also say that I'm not sure rock stars are necessarily the best board members. Sometimes their entourage gets in the way of decisions. I do think that understanding what you want, looking for the best people, and trying to recruit them by offering them an interesting opportunity is very good advice. I don't necessarily go for rock stars because you want the company to be the rock star. You want people who can really help you, and some of them are not going to come with lights and limos, so you won't have to roll out red carpets. 

Audience Member: I’m Gary Heurich of Old Heurich Brewing, brewers of Foggy Bottom ale and lager. Are there any examples or case law that suggests any liability on the part of advisors? Also, is it a continuum? That is, if you compensate your board of advisors more, is there a greater likelihood of suggesting liability?

Mr. Marks: I'd certainly like to get a lawyer's advice and not have the liability of giving legal advice, but I would say this: The board of directors has special protections in this whole set of case law because it's got certain boundaries that are pretty well defined. They're able to make decisions; the board of advisors is not. So, in structuring them, in each case I would seek legal advice about what the liabilities are.

Mr. Fernandez: I was just going through this process with our board. We're listed on the London and Johannesburg stock exchanges, and we're going about building a regional board of advisors. When you look at the responsibility and activity that those individuals are supposed to be engaged in from a geographic standpoint, they have liability. So, in our case, we have to get D&O insurance for our board of advisors because the scope of what they're being asked to do would give them some liability. I completely agree with Art. It all depends on the particular scope, and it's dangerous to be a lawyer, so you should go talk to one about that specifically.

Audience Member: My name is Arnie Currie with the Tech Venture Partnership. The advice that a lot of early stage companies are getting -- I mean very early stage, pre-funding, possibly pre-incorporation -- is that in order to get advice they ought to consider a board of advisors, recognizing that it doesn't necessarily transition into a board of directors. We encourage that in my program. Do you believe that is an appropriate approach for very early stage companies? They're just looking to assemble some folks to give them good, solid advice.

Mr. Fernandez: What you want is value. You want value out of the individuals, and you want value out of the group. While I agree that there may be some value in running that structure ahead of a board of directors, frankly it may be too early, in my opinion. I didn't have one in the beginning. I just went out to people. Many of them were clients or senior managers in companies when I was starting, and I got advice. I think people get a little bit too caught up on form sometimes when what you're looking for is substance. As long as you get that substance I don't care what you call it, and I think the least complicated the better early on. What Art said was correct in terms of operating like a public company at a certain stage, but you have to pick that stage correctly. If you start acting like that too early, you are putting too many procedures in place when what you should be doing is figuring out how to sell your product and doing that every single day. That is the only thing in the very beginning that you have to be worried about.

Mr. Shames: Thank you. Now, we're going to turn it over to Mario.


mario morino: wrap-up

Well, first of all, thanks to all of you for being here this morning. Thanks to Raul, Art, Bruce, and Jonathan for what I think was an excellent dissertation.
	What I want to do is share with you some of my experience, and I want to summarize what I think are the salient points that came out of the discussions. 
	First, I want to address Bruce's question about what to do if somebody in a board meeting dies. In the early 1970s, there actually was a CEO in this region -- I'm not recommending this as a course of action for those in the audience -- but his nickname was Napoleon and he was called the "Rug Eater" because he actually feigned a heart attack to avoid a critical vote in a board meeting.
	Let me talk a little bit about what you don't want in a board, and let me give you some real situations without naming the firms. The first thing is conflict. There was one firm that I think had some of the best technology ever developed, at least on the East Coast. What took them down was their board. The board was so dysfunctional that directors were calling clients to ask how the company was doing. You can't get any more destructive than that kind of distrust in a board and management structure.
	The second thing you don’t want is a totally disengaged board. There was a company that went as high as it could go, then crashed and burned big time. The founder lost everything. I interviewed him in 1994 and I knew within four minutes that we would not go any further, although the meeting went on for two hours. In the first four minutes he told me how he can't stand his board, how he has to constantly educate his board, and how they slow him down. He said that he knew exactly what he needed to do, and it was a waste of time talking to them. That meeting was actually over after four minutes, although we politely kept it going. He had a board that was totally disengaged and never governed him. Consequently, he took this company right to the brink of failure, then failed entirely, and lost his own personal net worth in the process. He had no governance and support around him.
	The third thing is a dictatorship. The board has to keep you in your place. You cannot drink your own Kool-Aid; you cannot breath your own fumes. If you are any good at all, the notoriety or publicity will make you think you are better than you are. One of the board's responsibilities is to help you stay in place when you are successful and to make you be paranoid, rather than letting you think that you are as great as everybody says you are.
	Do not have a board of all VCs. It's a shame to watch a board comprised of seven people, where six are VCs from various investors. The VCs have value, of course, but the point is, who is running your company at that point? You need diversification.
	Those are classic errors -- conflict, disengagement, dictatorship, and what I call “vested interest.” You have to avoid them.
	I personally think that putting your board together may be one of the most important things you do. Good boards have saved my neck several times. The relationship you have with your board will be absolutely critical to your personal and business growth. Invest significant time in getting the right people, no matter how long it takes.
	I love Art’s advice to act like a public company from day one. How you do your numbers, how you compensate people, how you communicate, doing all of that right from the outset will help get you ready for going public.
	I want to do a quick segue and quickly run through several points that were mentioned today. The first set of points is about recruiting a board; the second set is about how to run a board. There has been great advice given here, and I'd also recommend the NACD publication that Art mentioned about the board evaluation process. It is an excellent piece to help people in their board planning and composition.
	First, recruit a board according to your needs. Raul’s coach and player analogy is a great one. Do you need ties to certain markets? Technology or distribution understanding? What do you need to help you grow the business? Recruit accordingly.
	Recruit needs, not personalities. Sometimes everyone wants to get a certain name on the board. It may be someone with a tremendous intellectual base, but they may not fit the needs you have, so you have now wasted a board slot. To Art's point, make sure that you are getting the right person, not necessarily the right name. If you can do both, then you have a grand slam homerun. 
	Board members must see value. Raul is right about selling your firm and the opportunity to candidates. You want to convince somebody enthusiastically that being on your board is going to be something good. Being a board member needs to be intellectually informing. People want to learn something, so, whether it’s keeping in touch with the market or some other goal, the board members need to learn from the experience. 
	The chemistry of a board is critical. When you see a dysfunctional board, it's often a board in conflict. A board can have disagreements and still work well, of course. It's how you look at the chemistry of your board. Don't bring a stray in that is going to disrupt the chemistry of how that board functions. To this day, years later, I can call anybody from our old Legent board and have a very good dialogue. We were close, and that board had a strong chemistry. Certainly Raul did the same thing with Proxicom. 
	You want financial remuneration for your directors. There has to be something at stake. It's not so much that they need the money, but it's how people keep score. To Jonathan's point, you have to make sure that the right insurance is in place. A board member can have a lot to lose. If somebody sees deep pockets, they'll pass on you and go right after that person.
	Consider a search firm. You probably have to be further along than a startup to do that, but, when we did a merger to form Legent, we brought Russell Reynolds in and they did a good job for us. We did a national search, and three outside directors were identified in the search process. Let me tell you, it paid off beyond belief because we got the right kind of talent we needed for our board. 
	As Raul mentioned with John McKinley, I would strongly encourage you to have somebody who represents your marketplace on your board -- a top client. They always bring a grounded practicality to what you're doing, and they leverage their network. John McKinley was really great. He understood Proxicom's business and had a wonderful Rolodex to the CIO world. Raul's job was running the business. If Raul needed information, John could go out and get timely information on trends and issues that were relevant to board decisions. 
	Get a board that is going to challenge your thinking and hold you accountable, though not in a conflict mode. You want to make sure that they are going to push you to grow. Don't get a passive board. You don't need suits, you need somebody who is going to help you, somebody to learn from. 
	In terms of process, Art's point about learning how to run a meeting sounds basic, but it's management 101. Many people do not know how to run an effective board meeting. Take your time organizing it, get your information out in a timely manner, and manage it. Make the meeting effective, timely, and valuable. There is nothing worse than an eight-hour, boring board meeting. That's a great way to lose your board.
	Keep the board engaged. Part of that is providing timely information, of course, but also by staying personally engaged with each individual member. Certainly, you have to do that in the emerging years. When you are with a public board, way downstream, your model may change somewhat, but there is no excuse for not being in touch with each of your board members on a fairly frequent basis.
	As was said, never allow a decision to occur in the meeting -- you want to be confirming or finalizing them. If you are walking into that meeting naked as a jaybird, you deserve a decision against you. Know the outcome before you walk in. You have to work the process with every member of the board so that they're all in synch with you, or, at least, so that you know where the disagreement is so you can resolve it in advance of the session.
	Use the board. That is why you got them. Be open with them, be honest with them, show them the cupboard, show them the warts, share your problems. It's the only way they're going to be able to help you. That means that you have to have people who you can trust on the board. Without that, you are going to lose a lot.
	I’ll say it again. Be very open, inclusive, and forthright in dealing with the board. Get people you can trust and who, in turn, can build trust in you.
	Ensure that the board knows your business and your market. Don't take that for granted, even if you have to spend time bringing them on customer visits or giving them prep material. It's a shame to watch a board member give you great advice that is counter to what is needed because they don't understand the basics of your business. It’s also a very important part of your recruiting.
	Bruce brought up a great point, especially as you start growing: Set schedules well in advance. If you get a good board, these people are busy. You want them there, and the two years lead time is not unrealistic in some cases. Certainly, you have to do it a year in advance, and, of course, you expect flexibility. And, avoid last minute schedule changes, unless truly necessary.
	Another great point was not to confuse advisors and board members. Exactly right. Your accountants and lawyers, they are advisors, not board members. You use your board slots for the maximum intellectual capability you can get for your business and the board should have the benefit of your advisors. 
	Empower your board committees. I can't begin to stress the importance of an audit committee, whether it's a formal audit committee or a board of directors. There are firms here in the region that no doubt would have liked to have had a stronger audit committee. You want somebody in the audit committee who is going to get in your knickers and make your life absolutely miserable. If you are on precarious ground with something like revenue recognition issues, you want people who are experienced. When you recruit to the board, you'd better be recruiting people who can help you on the audit committee functions and the compensation committee functions. Those are of absolutely critical value to the CEO in driving the business, especially so that the CEO and other top executives will learn and grow.
	The board is about governance and advisory assistance, not management. If the board is managing your business, you’ve defaulted your job. I think that was stated very clearly.
	In summary, what you're facing is that the board should help you grow as an individual and as a CEO, and it should help your management team grow. It's there to ask, “How are you going to get from here to there?” As Art said, it's not the woulduh, coulduh, shoulduh, it’s about where you’re going. You don't want to be moaning about what has happened, you want to be proactive.
	I remember a session we had in a Proxicom board meeting. Raul brought a wonderful business plan, and Dave Hodgson said, "Raul, you're showing us wonderful growth for where we're at today, but the growth has to be double that." Everybody went silent, and, to his credit, Raul, based on his own thinking, then went out and took action above that business plan. You want that kind of constructive push from your board to make that happen. 
	The question was asked about what you're looking for from a board member. One of the things that was very attractive in the relationship Raul and I had, and I know that Hodgson felt the same way, is that Raul used the intelligence of the board well and often, but he made his own decisions. A board will quickly know whether you're using them or not, and how you're using them. You don't necessarily expect your input to be used or accepted all the time, but you expect it to be heard and to be factored into the CEO's decision. That is all a board member can ask.
	To wrap up, never forget one point: The board member's responsibility is a fiduciary one, not to you, but to the shareholders. We were once in a merger where my counterpart forgot that. He appointed a person, and, when push came to shove, he expected that person to vote his way. Finally, that person simply said, "Young man, I have a fiduciary responsibility to uphold.” It was over. Remember that. No matter how close they are to you, no matter what kind of friend they are, there is a legal issue, and they have to do what is right for the shareholders -- and that’s what you want in a board. 
	Know what you want and need. Get people you can trust. You're placing your firm and your career in their hands when you create a board, especially when you hit the public markets. They are your governance. You are going to live and die with them. You are going into a battle with them, and you had better have them on your side.
	Give this great attention. What you heard today from these four gentlemen was wisdom. Building your board is one of the most important actions you'll take. Good luck in doing it. Thank you very much, and thanks to the Netpreneur team.


