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The Theory

How should a found and/or CEO handle his board? How should the board handle the CEO and/or
founder? The answer might be critical to the success of the company.

In theory it is all very simple. The CEO/founder should recruit board members on the basis of the
following characteristics:

Their level of sympathy and support for the company

Their independence of mind

Their relevant experience

Their level of investment or financial interest in the company
Last but not least, their relationship with the CEO.
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In theory the objectives of the board are to support the founder/CEO in maximizing the value of
the company, and to make sure the CEO is doing a good job. In theory their role in to replace the
CEOQ if he is not meeting the board’s objectives of maximizing the valuation of the company.

But of course the real world is often far different. More often than not there will be some level of
politics in the board and in the relationship between the board and the CEO. The CEO might
recruit board members not because of their experience, expertise, level of investment and so on
but because they will support him no matter what he does. Often the CEO might feel threatened
by good advice form the board, and so the board may just not give it to him.

There is another possibility that is actually often the case. That is that neither the board nor the
CEO understand what their role is. Maybe both are young and inexperienced. Maybe for both the
founder/CEO and the board members, it is the first time they have ever held such a role.

This is particularly the case with startup companies. But we need to know what these roles are, or
at least should be, in mature companies so that we have some understanding of what the ideal
roles are for both founder and board members.

Types of Board/Founder Relationships

Broadly speaking there are three types of relationships between a founder and a board. These
are:

Codependent — in these boards, the founder wants no independent thought at all. He is merely
looking for unthinking approval and usually rejects any sort of independent advice, even if the



advice is well-meaning and valuable. Board members give him this support since they are
psychologically needy for the prestige of being on a board and for the approbation of the CEO.

Independent — in these boards, the board members feel themselves to be very independent.
Maybe they have their own companies but invested in this company because it looked promising.
These members are usually very experienced and may well have been selected by the founder
because of their great experience, expertise and skills, even though he doesn’t know them very
well or at all. These board members will give their advice to the CEO even if it's unwelcome and
possibly hurtful.

Interdependent — in these boards, the board members have been chosen both for their
independence and expertise but also for the support for the company and the CEO himself.
These board members have a blend of loyalty and independence that assures that they will give
the support that the CEO needs but not blindly and they are willing to act independently if it is
really needed.

The ideal board/founder relationship is one of interdependence, halfway between codependence
and independence. But that is rather difficult to achieve.

The majority of boards are codependent where there is an unhealthy relationship between the
board and the founder based on motives such as insecurity, narcissism, ego and straight greed.
There is a minority of boards that are independent. This tends to serve the needs of the board
members much more than the needs of the CEO and these relationships will often end with the
board tending to disagree a lot, working badly together and in the end often flying apart.

The aim of the founder/CEQO and the board is to aim for a relationship with the board that is
interdependent. This requires both independence, tempered with real sympathy for the founder
and the difficulties he faces, especially in a startup company. It also requires empathy with the
CEO so that, even where there is disagreement between the board and the founder, it is clear
that both the CEO and the board members are on the same side.

Of course, most CEO/founders aim to achieve an interdependent relationship, at least if they

have thought about the issue at all. And many CEO/founders, who preside over an unhealthy
board relationship, do not recognize this and erroneously believe that they have established a
healthy interdependent relationship.

And as we will see below, even if a CEO/founder works in good faith to establish this healthy
relationship, there are many other factors that till tend to prevent this occurring. So both the board
members and the CEO/founder need to be aware of these factors so that they can work to
achieve an interdependent relationship, even when other factors tend to work against this.

The Relationship

The objectives of both the board and the CEO change from the time of the startup to the time
when the company starts to become more established. As a startup, the board aims to support
the CEO because if he is the founder, there is simply no company without him or her.

However once the company becomes established this might change. The founder might be a
great technology guy but a poor CEO and at that stage the board members might well prefer to
see a new CEO come in and replace him since otherwise the company might fail.

Of course, probably at all stages, the CEO wants to keep his job (although there are examples of
founders who are more self-aware who understand that it might be time for them to either leave
or change their role in the company).

So we can say several things about the relationship between the founder/CEO and the board:



e The objectives of the board and the CEO might often not be the same, especially as the
company becomes more established;

e The objectives of the board may well change as the company becomes older;

e Therefore the relationship between the founder and the board will probably change as the
company progresses

e Unless the company is very successful, the relationship between the board and the
founder/CEO might well deteriorate as the company becomes older.

What this means is that a board relationship that might have originally started off being
interdependent, might transition to either an independent of even a codependent relationship. In
either case the possibility that the board and the CEO/founder will not be able to work together
productively will increase significantly.

Why the Relationship Might Deteriorate

When a company gets started, there is usually a lot of excitement and optimism. The founder has
a great idea, is often charismatic or at least very persuasive and the board members are all
believers in the concept behind the company.

But most founders are new to the job. They have usually never been a CEO before. Some will
indeed be outstanding CEOs. Either they are naturally great managers and leaders, or they
become so with increased experience.

But this is almost certainly not the majority of founders and CEOs. For the majority, they will not
be good leaders, or good managers, or neither good leaders nor good managers. The board will
start to see this after some time and it is at that stage that the relationship will start to deteriorate.
Where the board sees the CEO in this way, it will often tend to transition to an independent
relationship. The founder will lose trust in the board and things will go downhill from there.

Of course if the company is successful, this may not happen. Or, if it happens, it might not matter
since everyone is so happy that the company has become successful even though the CEO is
neither a good leader nor a good manager.

But if the company is not successful, or performs poorly, then we have a different situation. Once
again it is much more likely that this will be the case since most startups will not be successful or
at least will not perform very well.

In this case, either the founder or the board, or both, may want things to change. The CEO might
want to stop what he sees as being destructive criticism of his leadership. The board might want
to force the CEO to listen more to the board’s suggestions. If the CEO won’t do that, then it will
probably at some stage want to get rid of the CEO or at least move the CEO to move to another
role. In that case they would want to bring in someone else who will, in their eyes, be a better
leader and manager. At this state the possibility of getting back to, or creating for the first time, an
interdependent relationship will have almost totally disappeared.

The Best Solutions for the CEO

It's very easy for a CEO to ignore these signs of dissatisfaction or to resist them. In that case
things will get worse. But to the extent that the CEO can see that the board is becoming
dissatisfied with him, there are certain things he can do which will improve things considerably.
These include:

1. Asking the board for its suggestions and then making sure that he adopts at least some
of them;

2. Appointing a small group of board members to focus on a particular issue and to make
recommendations to him
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Appointing a single board member to act as an adviser and even as a mentor to him —
this will make the board member feel very good and immediately reduce some of the
pressure

Have a special meeting of the board to discuss the relationship between the CEO and the
board

At a board meeting, show the board that the founder and CEO is aware of the
dissatisfaction and demonstrate some self-awareness by acknowledging the areas in
which he, the CEO, feels he is not performing well and asking for advice in these areas
Appointing an outside non-board person, who has specialized experience in his area, as
a special adviser to the CEO and to the board

Actually suggesting to the board that he should change his role, maybe by becoming
Chairman only and appointing someone else as a CEO

Or the founder can stay as CEO and appoint another person as a COO

A particularly appropriate change in the case of some startups is for the CEO to become
Chief Technology Officer (although still retain the position of Chairman) and appointing
someone else as CEO

Appointing an outside consultant to make suggestions to the board concerning how to
improve the performance of the company.

These are only some suggestions. However some of them might well form the core of a strategy
for the CEO to retain and even increase his credibility, instead of gradually losing it and being
forced out of the company in a way that is unpleasant and unconstructive. This is a way of
moving the board relationship towards one of interdependence.

The Best Solutions for the Board

But what if the CEO/founder doesn’t want to do any of the above suggestions? That happens
frequently. Then it is up to the board to take action.

But that action might well be limited by the fact that whatever it does will have no impact because
the founder/CEO owns all or most of the company. Let’s assume for the moment that this isn’t the
case and that there is substantial ownership by the board, even if it's not a majority. Here are
some of the options:

1.

ook
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10.

The board asks one of the members to have a private chat with the CEO

The board suggests that the CEO get a coach or a mentor (who will then be able to raise
sensitive issues with the CEO in private)

The board suggests and votes to elect a lead member who will be able to talk to the
CEO/founder in place of the whole board

The board sends a letter to the CEO outlining its issues

The board suggests a one-day meeting to talk about future strategy

A board member talks to CEO family members or to company partners who can talk to
the CEO

The board talks to the CEO about making additional investments in return for some
adjustments to strategy and management approaches, including by the CEO

The board sends published articles to the CEO about problems similar to those faced by
their own company

The board votes to bring in an external consultant to evaluate company performance
The board suggests that a board member be elected as a formal adviser to the CEO and
possibly become COO.

As you see, | have not talked about a formal vote to dismiss the CEO. That is the last resort but it
may be possible. It's best to do it in a softer way before getting to that point which might well lead
to the company getting into major problems with an open dispute between the CEO and the

board.



But what if the CEO owns all or most of the company and you can’t force him to do anything he
doesn’'t want to? Well, you can still use several of the suggestions | have outlined above. After all,
it's possible that the CEO is a smart, self-aware guy or lady who is prepared to listen as long as
he feels that the suggestions are being made in good faith.

The golden rule of board relationships is to try to achieve an interdependent relationship. If the
CEO and the board together can achieve that they will be able to overcome many difficult
business issues that might permanently jeopardize the company’s future. And the future of the
CEO and each of the board members.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in
the US has also been CEO of several other companies, both public and private. He is the author
of ‘The Three Financial Styles of Very Successful Leaders (McGraw-Hill, 2005) and numerous
other publications in this area. He is a frequent speaker at industry conferences. He works with
large corporations globally on leadership development programs and coaches senior executives
and teams in the area of financial leadership. He has held the position of Visiting Professor at the
University of Florida in the US in its Graduate Business School and also at the Shanghai
University of Finance and Economics in China.
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