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on the Path to “The Asian Face of Energy”
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CORPORATE GOVERNANCE:
DILEMMAS FACING
BOARD OF DIRECTORS (2)

This article follows on from the one published
in the previous issue of the Boardroom magazine
regarding the various “dilemmas” that Board
Directors must unavoidably face.

Such “dilemmas” may relate to the composition
of the Board of Directors, with the key issue being
whether it should be composed more of those
Directors who have been long involved with the
organization, so that their in-depth knowledge
and relevant experiences of the company’s
business operations could be leveraged for the
benefit of the company: or whether it should be
composed more of newly appointed Directors, so
that the company can possibly benefit from their
new insights, business experiences, and points of
view. It may also include such “dilemmas” that
relate to Directors’ behavior in discharging their
directorial duties - such as, in overseeing the
operations of the company through weighing
their options and deciding between the achievement
of immediate maximum positive results for the short
term that will benefit Shareholders — especially
short term investors; or the achievement of a more
sustained and balanced performance results
over the long term that will be more beneficial
for all  Stakeholder groups.

All such “dilemmas” are considered to be
very challenging situations, for which Board
Directors need to find the exact ‘right balance’
on a case by case basis and as applicable for
the differing organizations in which they serve as
Directors, since what may be the ‘right balance’
for one organization may not always necessary
be the ‘right balance’ applicable for other
organizations.

In this article, we will discuss what are the
additional specific “dilemmas” that Board Directors
must face, as referred to in the article “Directors’
Dilemmas: Reconciling Competing  Claims” by
Prof. Colin Coulson-Thomoas.

Dilemma 4:
Creativity and Compliance

When you mention “BlackBerry” everyone
will think of a major global corporation that was
once the leading telecommunications device
company. But at present, this global company is
now facing major business difficulties and distress;
whereby it appears that there are 2 new global

telecommunications device competitors - Apple
and Samsung — who now  successfully dominate
this business. However, upon more in-depth
analysis of the situation, it will be found that the
core and real problem, in fact, is the company’s
(Blackberry) basic ‘risk averse’ corporate culture.

Of course, for all technology companies
creative thinking and products/services innovations
are key success factors that will both drive these
companies forward fowards becoming market
leaders as well as attract the core loyal consumers
group — or ‘disciples’ - to use their innovative
products. As such, BlackBerry itself is one such
company; whereby the company once had
employees who were very creative thinkers and
innovators, as well as always produced and mar-
keted new innovative telecommunications de-
vices — all of which were very, very popular and
successful . However, one day it became involved
in a legal dispute with a software company named
NTP, which accused Blackberry of having violated
its intellectual property rights resulting in a very
high penalty payment of US$ 612.5 million. There-
after, the company’s operational corporate culture
changed very dramatically. Blackberry was
once a company fully oriented fowards research
and development of new innovative products
through always being creative and wiling to
take risks; but now the company became a
very, very cautious organization, always wary in
introducing new products and fearing that they
might be violating other’s intellectual property rights
or may be infringing various involved regulations.
As a result, its recently launched new Blackberry
products have not been very successful as they
should and failed to effectively attract or become
well-accepted by its customers.

From the abovementioned story, one key
“dilemma” or issue for the Board of Directors is:
to give great importance to as well as to reach
the appropriate and ‘right balance’ in regards
to creating a corporate culture that, on the one
hand, fully encourages creativity and innovation
while, on the other hand, promotes caution, full
compliance to all applicable laws and regulatory
requirements. As such, sometimes if an organization
is foo oriented towards always being creative and
innovative through introducing technologically
‘advanced’ products to the market, this may
lead the organization towards situations of risks.
At the opposite end, if an organization is too
strict and too overly focused on always being in
compliance with the applicable laws and regulations,
then this may result in the organization to lack
the required creative research and development
of its own products or services - which phenomenon
can occur for all types of businesses, although
with varying degrees of intensity according to
respective types of industry sector involved.

As such, it is inevitable that the party with
the responsibility for deciding and determining
the ‘right balance’ and direction is the Board of
Directors, which govemns and oversees the overall
organization.

Dilemma 5:
Hard factors and Soft factors

All organizations invariably have a goal of
growing so as to achieve positive benefits for
their Shareholders. Thus, the Board of Directors,
representing the Shareholders, has the duty to
determine the overall objectives and strategic di-
rections of the company, in order to achieve the
targeted benefits; whereby these strategies may
involve launching of new products, expanding
into new markets, or increasing total production
capacity. However, one issue that the Board
of Directors must also place much importance
and closely oversee is the issue of ‘execution’” —
namely, how the Management must act or what
actions must be implemented by Management
that will successfully achieve the intended goals
of the established and agreed strategies.

As such, the above mentioned facts wil
lead to another “dilemma” that the Board of Di-
rectors will, collectively, need to decide (fogeth-
er with the Management of the organization),
on the ‘how’ and the ‘means’ of successfully
achieving the established strategies. These deci-
sions are based upon giving great importance to
what is called ‘the hard factor” — such as, tech-
nology systems, business procedures and pro-
cesses, or the applicable rules and regulations;
or to what is called ‘the soft factor’ — such as,
human resources. Additionally, for sure, in order
to successfully achieve the established strategies,
importance needs to be given to BOTH these
‘factors’.  However, many Board Directors and
members of Management believe that giving
more importance to the ‘hard factor’ will result
in faster changes within the organization, with
the employees of the organization being able
to adapt themselves to and automatically adopt
the changes.

However, such measures may result in
some resistance from employees - as seen in
the case of Xerox Corporation. Xerox, at one
time, changed its strategies from being focused
on selling hardware products to selling software
products, through choosing to give importance
to its business processes and fransferring some
of itfs employees, who previously sold only hard-
ware products, to now selling software products
instead. In implementing such key business ac-
fivities, many of its employees decided to resign,
leaving the company to work for its competitor.
This is primarily because of the changed com-
pensation plan structure - namely, employees
who previously sold hardware were paid their
sales commission immediately after the installa-
fion of the sold hardware products at the cus-
fomer’s premises; but now after being transferred
to seling software products, those employees
were paid on a slower basis since they received
their sales commission only once the overall cus-
tomer’s project was implemented, which could
take as long as a year. This was the main reason
why many employees became very dissatisfied
and unhappy. eventually leaving to work for the

competitor. From this story, it is clear that both
the Board of Directors and the Management
group needed to find the appropriate and ‘right
balance’ through giving more importance fo its
people resources as well.

However, at the opposite end, some orga-
nizations may be more focused on developing
their people and in giving greater importance
to their human resources, since the see that their
human resources as the key factor and driving
force to move the organization forward. This is
especially so for those organizations that largely
depend on people, such as tourism/hospitality
related businesses; whereby they have the core
objective of enabling their staff to work effec-
tively. However, many such companies lacked in
providing effective supporting or working tools —
such as technology systems or business processes
that would enable their staff to discharge their
responsibilities in a more fully effective manner.

From these examples, it also can be clearly
seen why such organizations are not able to suc-
cessfully achieve their established strategies.

In summary, therefore, the Board of Direc-
tors and Management need to find the appro-
priate and ‘right balance’ between as well as in
using both the ‘hard factor’ and the ‘soft factor
in order to ensure that the various established
strategies can be deployed and successfully im-
plemented in an effective manner.

Dilemma 6:
Stakeholder and Corporate
Interests

More recently, Stakeholders are considered
to have a very important role for the organiza-
tion. This can be seen in the case of Hydro One
Co., which transmits and distributes electric-
ity power in Canada, that faced protests from
groups of local native Canadians for encroach-
ing into their native land reserves to build its
electricity power transmission line infrastructure
facilities; which resulted in the company being
forced to stop and delay building these transmis-
sion line facilities. This case clearly indicates that
in operating any business, more consideration
must be given fo all involved Stakeholders” inter-
ests.

However, in some instances giving too
much consideration fo Stakeholders’ interests
may also lead to the overall organization’s ob-
jectives being negatively impacted. This is be-
cause undertaking various activities to respond
to Stakeholders’ interests may lead to increased
‘costs’ for the company — whether it is in fi-
nancial or non-financial terms. For instance: an
organization was demanded by people in local
communities to have in place a higher standard
control system relating to the release of any
waste materials. For sure, the organization has
to bear a high financial burden to invest in a
new and more costly control system, which will
then, of course, impact the overall financial re-
tumns of the company. Or in the case of another
company that wanted to sell its products at a

cheaper price to meet customers’ demands, it in
turn forced its raw materials supplier to lower its
production costs. From this action, the company
may loose a good raw materials supplier, who
was not able to supply raw materials under the
new pricing terms; which then also resulted in a
financial impact and burden for the company
through having to look for a new raw materials
supplier.

Therefore, the Board of Directors, who has
the governance and oversight responsibilities
over the operational activities of the Manage-
ment group, needs to both give advice to and
support the Management group in managing to
find the appropriate ‘right balance’; otherwise
the organization may face various negative im-
pacts that may also lead to a possible negative
effect on the organization’s reputation.

In actual fact, Board Directors must inevita-
bly face many, many similar “dilemmas”, all of
which will create a great deal of difficulties and
many challenges for them in discharging their
duties as well as in making the right decisions,
together with members of their company’s Man-
agement, so as to effectively manage the vari-
ous situations they both face. As such, the duty
of a Board Director is fo cautiously oversee their
company with all due care, in order to ensure
that their decisions will achieve positive benefits
for their organization as well as be equitable for
all involved parties.
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