


Your board’s
‘Inner circle

Yes, your board has one — a not-so-secret subgroup of directors
who wield extra influence in deliberations and power in decision making.
Let’s pull back the curtain and shed some light on this special set of board members.

By Patrick R. Dailey and Charles H. Bishop Jr.

H 6ECC:G 8>6@8AK: AN D Ewihlyod < intangible that tipped a simple social clique to a more focused
board? We interviewed a panel of public board memnd interlocked coalition that collectively assuneeponsibil-
bers, CEOs, professional service providers, amd-shiy for protecting each other’s reputation and professionalism
holder advisory professionals to sharpen our under aget it donandget it done righthentality.

standing of the workings of the inner circle angicke  The inner circle is anchored around the chairmanhef

conclusions about their impact on governance. board or lead director, with power ceding to the ckiafcu-
First, do inner circles exist? Yes. Our panel tditthese tive during good times and reclaimed by the chairman or lead
coalitions operate pervasively. director during troubled times.

Their value? Our panel indicated that inner circtesst The inner circle typically numbers three to four (occasion-
often function as a constructive facilitator of bodgham- ally five) members. Our panel reported that it i$ agiven
ics and efficiently catalyze the full board’s deliberative prodéss inner circle members assume the head of tdé au
— especially valuable during times of increased scrutiny, aeminating committee. Also, the panel indicatedtttie
certainty, and heavy workload. compensation committee head was infrequently a member of

The inner circle defined

The inner circle is aimformalsubgroup within the full board
of directors. This coalition emerges around therchan or
chief executive. Its existence is known but notiafy ac-
knowledged. Its power to agitate, act, and adviggoign to
all members of the board. Respect, trust, and cagnberge
within the inner circle.

This isnot a special task force or special committee of a
special adviser.

This inner circle is an alert, continuously operaftiorce for
communications, influence, and guidance. Duringisrithis
coalition can mobilize to take charge of key degisiaking
responsibilities. Ultimately, the inner circle opesatollec-
tively within the full board to protect shareholder value.

What brings the inner circle to life?

The inner circle is born wherarebecomes aauselnitially, Patrick R. DaileyPh.D., (left) an@harles H. Bishop JiPh.D.,

natural factors of interpersonal attraction, inclugliaffinity founded Chicago Change Partners, a human resources consulting firm
and expertise, comprise the foundation of a fledgiimer specializing in supporting senior leaders and their teams navigate
circle. Then, it grow€arewas frequently cited as the essentigtrsonal and organizational change (www.chicagochange.com).
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the inner circle. Some inner circle members feelhbhlling full board. These attempts meet formidable oppositis a
a committee head position overly formalizes thdirdoard result of the inner circle mobilizing the boardrepudiate
responsibilities and requires them to play a more official, geelf-indulgent power grabs. These members faditothe
ernance-bounded role, i.e., committee leadershiisitains coalition and never pass the litmus test of caring.

their ability to operate. The privilege to influence is continually earnegsirting

An informalhub and spok&ructure emerges and operatesom well-managed processes, the inner circle aaotates
with regular, informal communication moving aroutide power. With this accumulation, the role of the inner circle be-
hub, i.e., the inner circle. Less frequent, morentd com- comes more defined and its action more influential.
munications reach out from the hub to other board members _ _
who comprise the spokes of this informal structie.call The inner circle does things
these members the “2nd ring” the full board just cannot

A newly appointed chief executive is initially gipeovi- Jim Brown's booKThe Imperfect Board Memlpéossey-Bass,
sional status within the inner circle. With this provisional st2006) presents two fundamental responsibilities perfatme
tus, the CEO receives coaching and encouragemamvi®to by every board — protect and direct:
the center of the inner circle, over time. Our panel was unani» Protect:Boards pursue risk mitigation, especially dur-
mous in reporting that any CEO wishing for longgvitust ing these turbulent times — losing ground seems more easily
earn the privilege of remaining within the inner circle — thdone than gaining ground. So, boardpwdtectorguide op-
is not an entitlement. erating management toward more thorough, robusting
which results in the minimization of
risks rather than maximization of op-
portunity. The outcome is preservation
of the brand and the business.

 Direct: High performance is ex-
pected from the enterprise. So, boards
of directorsengage in defining strategy,
setting priorities and targets, and po-
sitioning the enterprise to deliver. This
responsibility is demanding of time and
expertise — navigating issues to consen-
sus, stepping up to crisis, and remaining
alert trustees over lengthy time frames.
The outcome is competitive capability
and marketplace wins.

Within Brown’s parameters, our panel
pinpointed six roles that are uniquely
fulfilled by well-functioning inner cir-

For the 2nd ring, the path into the inner circle is uncertaiales. Exhibits 1 and 2 present these roles and deénveark
and results from meritorious contribution that mayetth of the inner circle.
into years. The 2nd ring is discussed later.

The special case: Taking charge

The power of the inner circle There are few, yet crucial, events that demanéutheoard
Traditional sources of power that operate within hierarchidal demonstrably step ahead of the chief executitheeidaily
organizations — the power to reward, punish, orcegthe management of the company: crises that endanger the viabil
power derived from job rank — dwotwork well in non-hi- ity of the enterprise; personnel matters that tterao tar-
erarchical organizations such as a board of directors. nish the brand; strategic opportunities that mussbeed.

Inner circle power comes from subtle sources — thgge” It is a time when power cedes back toward the oteir
comes from the art and expertise of striking traer than or lead director and away from the chief executive. Our panel
striking hard, loud, or simply often. Their leveeagcludes indicated that rapidndseamless response was possible largely
guestioning technigues that gather information tlueate, as a result of coalition’s ability to access spke@vledge
lead, and reveal; from wisdom and vision that leads to sodrain the 2nd ring and rapidly muster full board théans. The
strategy. They possess a knack for using theirtesgoierways short list of crucial events includes:

that shape rather than dictate or demand. Trustvadlithis = — chief executive replacement;
coalition to lead and, if necessary, take charge. — M&A opportunities;
Our panel did describe “bully” boardembers who attempt — public relations gaffes;
to apply traditional sources of power to hijacklmeaten a  — local country statutory compliance requiring immesei
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corrective action;

— mobilization against a predatory board member.

Availability and accessibility were repeatedly meeti as
necessary “threshold’ qualifications for inner circkrmber-
ship. Beyond these, our panel identified behavibratacteris-
tics that differentiate more highly contributing mbkers. While
none of our panel described a vetting procesgatiters pre-
sented in Exhibit 3 are indicators of inner cistlecess.

When the inner circle becomes dysfunctional

We began our work with concern that an inner ciroight

simply be the vestigial remains of ceremonial bpeadtices; a

covert group that obscured transparency and thremtgood

governance practices. We pressed hard during tenviews

— particularly with female and minority panel membe- to

investigate this issue. Our panel deemed this a nonissue.
Yet, inner circles do fail. But, their shortcomings were char-
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acterized more so as lackluster behavior — very rardiy assponsible decisions. The inner circle takes tlisiheguarding
structive. The list of dysfunction includes: against rubber-stamp mentality.

» Troublesome Personal Agen@asoccasion, coalition «Role Ambiguityvlembers of our panel used the phrase “East
members play their hand too forcefully. Tresersteeper- Coast vs. West Coast board” to describe the diveigerg of
haps due to a personal agenda or simply by beargeaious. boardsEast Coadioards are more cognizant of the demar-
Strong coalitions self-correct; weaker ones lose their privilegdon between governance duties of the board sefsties
to influence. of operating management. In contragfest Coadtoards are

» Misunderstood Time HorizoMany boards serve an enskewed toward actions that build shareholder vaheemore
terprise geared toward operating in perpetuity;esthare comfortably cross over the boundary. Inner circlmbers as-
fixated on short time horizons with something l&kéiquid- sist in both member selection and setting the tonenfinag-
ity event on the near horizon. This conflict isuibbesome as ing the boundary between governance and operations.
members pursue their fiduciary responsibilitiess lthie task )
of the inner circle to resolve this conflict. Life in the 2nd ring

« Inept Relationship with the 2nd Rifgere is an important The 2nd ring is respected by the inner circle. Board member-
balance of inclusion vs. exclusion between the icindde and ship continues to represent an honored class even as ceremo-
the 2nd ring. It falls to the inner circle to manage this balano@l board participation is replaced with professibboard
Ground rules for information, access, voice, arilization participation. As such, our panel reported thapees is ex-
play out, yet when the 2nd ring perceives theitrdoution tended to all board members as an entitlement, withence
as marginalized, the full board loses cohesion. remaining an earned privilege.

» Unearned ConsensWhen groupthink invades the board, No matter the actual professional breadth and dep#&ndf
uncritical levels of consensus can lead to latisgrand irre- ring members, they are generally considered agbpescor
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role players by the inner circle. As the inner cgcksponsi-
bility for 2nd ring inclusion plays out, the inneircle takes

ability, impromptu access, and loss of privacy. gamel re-
ported that new coalition members are unpreparedtis

initiative toinformallycatalogue and calibrate the talents d@fitrusion. New members leave behind their own peato

the 2nd ring members and then adroitly leverage tredue
during bothprotectanddirectsituations.

The 2nd ring members accurately perceive theiustaihey
concede that while they have a board vote, they faagk an
equal board voice. Their fulcrum often balancewsbeh per-

priorities — they no longer blend into the full bdaTheir
skills, experiences, and capabilities are fullpsegh— some

try to perform these roles and create distancedmtvthem-
selves and their role but find they are unable to remain within
the coalition. These members typically leave the service of the

sonal concerns about beingderutilizedrersus concerns aboutboard.

beingmarginalizea@s a result of their stati&igns and symbols

may be subtle but are nonetheless clear markerato$ stind
their avenues of influence to the chairman anddodird. The
signs and symbols of 2nd ring membership include:

Interaction with the 2nd ring changes. Candid anfdiin
mal conversations are replaced with more staged amchiiy
managed conversations. Nothing is off the cuff. lders of
the 2nd ring don't have to speak up — inner cirmkmbers

— Others have more comprehensive board informatianust speak up offering direction, wisdom, and persuasion.

and have it sooner;

— Sentinels surround the chairman, access is limited;

— There is reasonable disclosure but not confidéis-
closure of information;

— Emissaries arrive to explain o
“test” upcoming board matters.

Members in the 2nd ring expresse
concern about heightened risk du
to having less board information an
often-shorter time periods to digest
formulate, and test decisions than inn
circle members. Their perceived risk w.
described as bottiduciary— making
accurate, informed decisions on beha
of shareholders — but alswore person-
al, includingconcerns about liability as a
result of decisions being often prepackaged anaidyiren the

The inner circle is often asked to carry througtefivering
tough messages and personally handling tough takkse
tasks are never 2nd ring tasks.

This is the price to pay when care be-
comes a cause.

Does the inner circle add value?

Shareholder advisory professionals sug-
gested that any concentration of control
over the board was a threat to good gov-
ernance. They added that it was ideal
but unrealistic for every board member
to be fully informed and fully included.
Practically, they suggested that the inner
circle was a necessity, and most likely a
reassurance to institutional investors.

In addition to shareholder advisers, many of ourgbandi-

downhill side of closure by the time a matter was surfacedcated that the inner circle was a necessity — enabling efficient

Some 2nd ring members are content with the more limitétformation management, maintaining sound interperal
demands on their time. For these members, the 2nd riag dynamics, and offering wise counsel in guiding ps@nd
relatively safe and inconspicuous place to serve and learnshaping decision.

Marquee-value executives rarely make the inneleciric
boards other than their own. They generally do reatehthe
time availability and engagement to match well eighinner
circle. Their motivation to serve may be more weidoward
being away from their operation for a day or twishing to
learn best practices from another organizationimpl/ ob-
serving how another leader and board does their work.

Boards of directors are most frequently staffed witreat
or former masters of their own hierarchical orgaians.
These high achievers join together in the high-stakes applica-
tion of participative management to govern U.S lipudorpo-
rations. Yet, for corporate officers and independent directors,
the dynamics of interpersonal relationships bothdesand
outside the boardroom demand personal temperamedt a

Bottom line: while members of the 2nd ring provide somprofessional management skills that typically atehoned,

what more limited service than inner circle membéns
inner circle views this deficit as a matter oftimhiavailability,
notlimited capability

The personal price of being in the inner circle
Board members self select into the inner circleyHre drawn
by the belief that they contribute more workinghe center
than working on the periphery of the board. Thihanced
accountability extends beyond protecting sharehaluter-
ests to a broader role in representing customapgliers, and
employees, as well as shareholders.

Inner circle membership requires surprisinghatgeavail-

reinforced, and rewarded as their careers ascended.
Our work pulls back the curtain and sheds lighttioa
collective behavior of an influential subgroup thah and
most often does wield constructive influence in dirgcénd
protecting their corporation. Our definition of thele and
work of the inner circle, plus individual member qoeten-
cies, provides a more precise understanding anabwbary
of board dynamics where it has not existed pre\noims
these areas. Q

The authors can be contacted at pdaileyl@yahoo.com and charlie@
chicagochange.com.
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