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Present day corporate directors are faced with increasing responsibilities, expectations, and risks. Over the last twenty years, government 
standards for board oversight have grown more stringent than ever.

But why exactly do boards of directors exist, and what role do they serve in business leadership? Ultimately, boards exist to provide 
strategic oversight for a company and to protect shareholders’ financial interests.

In order to accomplish those goals, individuals who wish to serve on a board must be willing to take on the responsibilities expected of a 
director. Below, you’ll find the eight basic functions of a board.

1. Provide strategic guidance.
Literally, board members are expected to provide the vision, mission, and goals for an 
organization. Metaphorically, they’re also responsible for the “big picture” vision for the company: 
where is it currently headed? Where does the company want to go from here?

2. Select and compensate senior management.
The board of directors is endowed with the great responsibility of finding, hiring, and compensating 
a CEO. This responsibility also includes deciding when or if to remove a CEO who has proved 
ineffective or incapable.

3. Monitor and evaluate performance.
Without becoming micro-managers, the board is expected to oversee the performance of the 
CEO and other internal executives while also providing them with support and guidance.

4. Establish organizational policies.
As a governing body for the company, the board must review current policies and create new 
ones for constantly evolving legal compliance or for the current needs of the company. An 
example of this might be tweaking hiring policies or adjusting the size of the board.

5. Monitor and safeguard financial resources. 
Board members have many responsibilities when it comes to financial oversight. Simply stated, 
they are expected to ensure that the company maintains adequate resources and also develops 
new ones. 

6. Self-assess and self-regulate.
Although they are servants of the corporation, boards are self-governing bodies. For that reason, 
it’s important that boards self-assess their performance and effectiveness both individually and as 
a group. They must also select leadership and form committees in accordance with governmental 
law and the policies/structure of the company they’re serving.

7. Manage organizational risks.
Risk is an innate part of the corporate world. Boards are expected to use their experience to both 
acknowledge and confront potential risks.

8. Uphold fiduciary duties.
The fiduciary duties of a board of directors demand that they serve the board faithfully without 
any conflicts of interest. The board members should always make the decision that is in the best 
interest of the shareholders, even if it is not in their personal best interest. 

THE ROLE OF THE BOARD
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Leadership is the capacity to translate vision into reality.

He may not have known it at the time, but when Warren Bennis (American scholar and 
pioneer of Leadership Studies) penned those words, he was aptly explaining what strategic 
guidance means for the boardroom today. Directors must be prepared not only to envision 
the future of the company, but also to find the best way to guide it into the fulfillment of that 
vision. To understand what strategic guidance means exactly, we must take a look at the 
two words individually.

Strategy
Crafting company strategy is an essential function of a board of directors. Simply stated, 
board members must bring their assortment of individual knowledge and experience to the 
table in order to seek out the best path forward for the business. Strategic thinking takes 
many elements into consideration: goal setting, prioritization, realistic financial planning, 
and more. The expectation is that board members should be looking at the horizon rather 
than at the ground beneath their feet.

Guidance
Guidance carries a different sort of significance. Boards must find the unique balance 
between being overly distant or too domineering. It’s important that the company is allowed 
to operate with the C-suite at the helm but also with the board providing clear and impactful 
oversight. Some might view this as a Catch-22 of sorts, but the two halves must work in 
harmony in order to see positive growth. And strategy, however brilliant it might be, will 
mean very little if it’s not delivered through the most effective form of guidance.

These two simple words lie at the heart of all of the other functions of a board of directors. 
Whether it’s hiring a CEO, engaging with new technology, or weighing financial risks, board 
members must review their strategic values and guide the company smoothly through the 
inevitable decision-making and implementation processes.

These days, the emphasis on strategic guidance is apparent in every major business news 
outlet. The general consensus is that boards have been too under-involved in years past. 
Some writers have pinned the decline of power players like Blockbuster, Radio Shack, and 
Sears on the aloofness of their boards.

According to Dr. Reatha King, Chair of the National Association of Corporate Directors, “It 
is time for Boards to change their approach regarding strategy formulation toward ‘shape 
and monitor.’ Boards must move from a passive role to a more active role. The Board must 
be fully engaged, at all times, with strategy.” In other words, the expectations for board 
member involvement are continuing to rise.

STRATEGIC GUIDANCE

Directors must 
be prepared not 
only to envision 
the future of the 
company, but also 
to find the best 
way to guide it 
into the fulfillment 
of that vision. 

https://en.wikipedia.org/wiki/Warren_Bennis
https://hbr.org/2015/02/how-the-best-board-directors-stay-involved
http://www.forbes.com/sites/adamhartung/2014/10/21/a-call-to-action-more-board-involvement-in-strategy/#469817e64e04
https://www.nacdonline.org/


4

Chief executive officer selection and succession planning are among the most 
important responsibilities for any board of directors. In fact, some business writers will 
go so far as to say, “choosing the next CEO is the single most important decision a board 
of directors will make.” Either way, most board members will tell you that finding and hiring 
the right CEO is a tall order. Directors know that a CEO’s influence and legacy can be felt for 
years after their departure—in both positive and negative ways, depending on the situation. 
In the ever-changing corporate landscape, CEOs will come and go, which is why it’s important 
for boards to create a reliable process for selecting a CEO for the organization they serve.

If the exiting CEO is merely retiring or moving on to another opportunity on good terms, 
it’s sensible to involve them in the hiring process. No one will understand the demands 
of the position quite like someone who has recently experienced them. If the board lacks 
confidence in the CEO, though, the lead director should take charge of the process.

Finding the right candidates starts with taking a long, hard look at where your company 
is currently headed and where the board wants it to go. It’s important that directors 
look for candidates who will complement their vision for the future and will be able to tackle 
the challenges that the board can foresee. For instance, your company might be preparing 
to go public. In that case, it would be prudent to seek out candidates who have experience 
leading a publicly listed company. Generally, the task of finding suitable candidates falls to 
the board’s nominating committee.

The selection process might involve the use of outside consultants or executive search 
advisors. Regardless, the process should be a transparent one for all members of the 
board. Once appropriate candidates have been identified, the board must lean on its 
internal procedures for evaluating how well each of them “fits” the culture of the company. 
Cultural fit is pivotal to the long-term success of any organization—particularly in companies 
that have created a long-standing, positive and cultivating environment.

When the right successor has been found, the board must also submit an appropriate 
salary to the consideration of the candidate. In recent years, many companies have come 
under great scrutiny for high CEO pay. Since these decisions come straight from the board, 
directors must attract top-notch talent while also ensuring that they aren’t over spending to 
the detriment of the shareholders.

At the end of the day, the CEO sets the tone for any corporation. That’s why it’s important 
that the board brings their very best to the table when it comes to finding the right leader 
and planning for transitions between leadership.

HIRING A CEO

https://hbr.org/2011/10/the-art-and-science-of-finding-the-right-ceo
http://www.forbes.com/sites/joeltrammell/2015/02/09/what-are-the-right-criteria-for-selecting-a-new-ceo/#1099df62381b
http://www.forbes.com/sites/erikaandersen/2012/04/25/the-most-important-reason-people-fail-in-a-new-job/#3b06e6533a2e
http://www.wsj.com/articles/former-vw-ceo-winterkorns-8-million-compensation-draws-anger-1461835012
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Once a board has hired a capable CEO, it’s important that they continue to offer their 
guidance and support. For some boards, CEO evaluation is a bit of an afterthought. Stephen 
P. Kaufman, CEO at Arrow Electronics, describes his own first evaluation process as merely 
perfunctory. He explains, “The chair of the compensation committee would pop by my 
office for just 10 minutes after the year-end closed session of independent directors. He’d 
inform me that the board was happy that the company had made its numbers, thank me for 
my leadership, tell me what compensation it had approved, and express his regret that he 
couldn’t stay to talk.” In other words, as long as things appeared to be going well, the board 
merely patted him on the back and went about its own business. This model, however, does 
very little to thoroughly evaluate the CEO’s performance. While it focused on his ability to 
meet financial goals, it overlooked his influence on company culture, strategic planning, and 
other aspects of leadership that indicate the development of a well-rounded company.

So how can board members better the evaluation process for their CEO? We’ve got a 
few suggestions:

1. Create a CEO scorecard system.
Joel Trammell at Forbes encourages board members to “grade” various aspects of the 
CEO’s performance. He proposes several categories, such as vision, culture, and decision 
making to be put to evaluation. This way, meeting financial goals doesn’t become the lone 
marker of a successful CEO. If the CEO is achieving well in most or all of the categories, it 
bodes well for the organization at large—particularly for the shareholders who the board 
ultimately serves and represents. Make sure that the CEO completes a self-evaluation on 
these topics, too. Sometimes, the very best (and most honest) insight can come from the 
person who is being evaluated.

2. Meet with employees who work closely with the CEO.
But what if you’re not sure what sort of grade to give the CEO? Board members will have to 
go the extra mile here. They’ll need to reach out to other executives who work closely with 
the CEO. This might mean conducting interviews with them or asking them to fill out surveys 
(which would remain anonymous) in order to glean a more comprehensive understanding 
of the CEO’s leadership role. This “360 Feedback” style of evaluation has been gaining 
traction among industry leaders because of its propensity to help leaders recognize and 
address their blind spots. With 360 feedback, CEOs are evaluated by colleagues at various 
levels: those who work directly below the CEO, those who work with him/her in the c-suite, 
as well as those who serve as board members.

Because Mr. Kaufman felt like his evaluation process was underwhelming at Arrow 
Electronics, he helped them establish a revamped system. In it, each board member met 
with at least three different employees to discuss topics on which the board had mutually 
agreed. These conversations, as Kaufman writes, “…were focused on the state of the 
company’s strategy, culture, competitive position, and operations: all indications of my 
performance as CEO.” These meetings were given priority status during a two-month period 
to ensure that schedules could be aligned.

3. Spend time discussing the results with the CEO.
So you’ve evaluated the CEO, now what? Talk to them about the results. Even if they’re 
all positive, sit down and have a conversation with your CEO and discuss any trends you 
discovered during the evaluation process. If there is room for improvement in any one 
area, outline how the board would like to see the CEO progress over the course of the next 
year. It’s important that CEOs receive specifics, so they are clear about how to react to the 
process. In addition, give them a chance to respond to the results, as they may be able to 
shed some light on their particular approaches to the topics at hand.

EVALUATING CEO PERFORMANCE

In some company settings, 
entry-level workers spend more 
time on performance evaluations 
than CEOs do. 

Typically, these young workers are 
required to fill out self-evaluations, 
meet with supervisors, and discuss 
their team dynamics at length. 
Strangely, CEOs often engage in 
these tasks less frequently, and it’s 
no surprise as to why. Entry-level 
employees are regularly being 
watched and evaluated by other 
employees within the company. 
However, board members (who 
are the de facto evaluators for 
CEOs) are presented with fewer 
opportunities to observe or 
investigate a CEO’s day-to-day 
successes and failures. Because 
they are sometimes blind to other 
aspects of a CEO’s leadership 
style, boards can be taken by 
surprise when company culture 
turns sour or an HR disaster sends 
the organization spiraling.

https://hbr.org/2008/10/evaluating-the-ceo
http://www.forbes.com/sites/joeltrammell/2013/08/18/how-do-you-evaluate-ceo-performance-6-ways-to-grade-the-chief/#7f7ab3a841da
http://www.forbes.com/sites/worldeconomicforum/2016/05/11/why-you-need-to-listen-to-your-360-feedback/#5697eeb951f2
https://hbr.org/2008/10/evaluating-the-ceo


6

Policy-making may not be the sexiest side of board membership, but it is an absolutely vital 
corporate director duty. Company policies affect every aspect of governance and decision-
making—from CEO selection to board management guidance and beyond. In a time when 
expectations for board members are soaring, policy-making has also become a significant 
way to reduce risk.

According to Mitch Dorger, experienced CEO and governance consultant, 
boards should be creating a strong policy focus. He writes, “Clear, concise and 
current policies improve the overall management of the organization…By having these 
documented, …[the board] speaks with one voice—avoiding a problem that many 
organizations have with multiple sources of policy guidance.” Unfortunately, many boards 
struggle to maintain a policy focus. Dorger continues, “When I was still a chief executive 
officer, I led an effort to get my board to establish and document the policies that were 
needed to govern the organization…When I talked to the board about creating a policy 
focus, there was some confusion about what policies are and what they are not.”

To clear up any confusion, let’s talk about what a corporate policy is and why it exists. As 
opposed to processes and procedures (two terms that focus more on detailed, step-by-step 
forms of administrative oversight and regulation), policies act as overarching protocol for the 
company. BusinessDictionary.com defines policy as “a documented set of broad guidelines, 
formulated after an analysis of all internal and external factors that can affect an organization’s 
objectives, operations, and plans.” In other words, policies exist for the same reason the 
board does—to guide the company in to the future both strategically and effectively.

POLICY

3

11

2

GOOD POLICIES EVOLVE.

If your board crafts a policy that is well received and successful, great! But 
don’t let that be the end of the discussion. The best policies are ones that 
are vetted and re-evaluated year after year. Boards that pay attention to the 
changing corporate landscape should also pay attention to how their policies 
can remain most applicable within that landscape.

BEST PRACTICES FOR

GREAT 
POLICY-MAKING

FOCUS ON GREAT GOVERNANCE.

Some of the best policies a board 
can write are ones that make the 
board stronger in general. Directors 
should view policy-making as a way 
to improve their own governance 
system. Well-written policies provide 
directors with the path towards a 
clear decision—thereby streamlining 
all of the processes involved.

WORK CLOSELY WITH THE CEO.

Although the board of directors is the highest-ranking, policy-making body within an 
organization, that doesn’t mean that they should act alone during policy creation. Board 
members should regularly consult with the CEO and other c-suite leaders in order to 
better understand the everyday experience of working within a company. Oftentimes, 
some of the most exciting policy ideas come from leaders on the inside.

Are you ready to write an outstanding policy for your board? Check out this 
policy-writing guide from Boise State University.

http://dorgerconsulting.com/2012/09/01/creating-a-policy-focus-for-your-board/
http://www.sweetprocess.com/what-are-the-differences-between-a-policy-a-process-and-a-procedure-why-knowing-this-is-the-key-to-scaling-and-automating-your-business/
http://www.businessdictionary.com/definition/corporate-policy.html
https://policy.boisestate.edu/policy-writing-guide/
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Chances are good that if you ask a stranger on the street what a board member’s most 
important job is, they’re likely to mention finances. Boards have long been seen as the 
“make it or break it” play callers for corporations that either boom or bust. Financial 
oversight, while closely related to fiduciary duties in general, calls for a board member’s 
attention to detail and ability to understand the current position of the company’s financial 
assets. Although every decision a board member makes may not be a financial one, all of 
their decisions will affect the financial future of the organization they serve.

Providing a company with great financial oversight takes serious effort on the part of board 
members. Here are some ways that they can excel:

1. Pay attention to all financial reports and ask questions.
This may seem like a common sense suggestion, but because boards often contain 
committees specifically for budgeting and auditing, other members sometimes let their 
individual knowledge fall by the wayside. It’s important that every board member has a firm 
understanding of the company’s latest financial position even if it’s not in their particular 
area of expertise. If the financials look suspicious or don’t make sense to you, don’t assume 
someone else will speak up or will better understand. It’s imperative that you seek a 
satisfactory explanation from management.

2. Use good policy to your advantage.
Having good policies in place can provide excellent financial protection for a company. 
According to the DC Bar Pro Bono Center, here are some examples of policies that make a 
big difference:

 ⊲ A conflict-of-interest policy to guard against self-dealing transactions.

 ⊲ A document retention policy to protect against loss or inadvertent 
destruction of documents.

 ⊲ A code of ethics to establish conduct guidelines for board, 
management, and staff.

 ⊲ A whistleblower policy that protects staff who report unethical or 
unlawful practices within an organization.

3. Seek and provide in depth training.
According to Forbes, “Less than 10% of all U.S. companies provide training programs for 
audit committee members. Only 25% of the U.S.’s largest publicly listed companies have at 
least one audit committee member who has financial expertise AND recent experience in a 
finance-intensive job.” In other words, even board members who are selected to handle the 
most financial oversight aren’t always thoroughly versed in the field. Consider the option of 
bringing in an outside expert to provide the entire board with comprehensive training.

FINANCIAL OVERSIGHT

http://www.lawhelp.org/files/7C92C43F-9283-A7E0-5931-E57134E903FB/attachments/4EFA05DA-0B76-4478-AC04-06AEDE61C6E7/financial-oversight-10-22-14.pdf
http://www.forbes.com/sites/nathanielparishflannery/2011/07/07/recent-scandals-highlight-the-importance-of-effective-board-oversight/#31e8ff1b53c5
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Since boards of directors are self-governing bodies, it’s important that they take the 
time to reflect on their performance both individually and as a group. The New York 
Stock Exchange requires listed companies to participate in some form of an annual self-
evaluation, so many organizations already have a process in place. But for some of these 
companies, board self-assessments are met with an attitude of obligation rather than 
receptivity to the benefits of a well-executed evaluation.

For other, smaller companies, the practice of yearly self-evaluations has simply been 
overlooked in the past. These assessments, however, provide an outstanding resource for 
bettering board functionality. For example:

 ⊲ Board self-evaluations can help identify group strengths and weaknesses.

 ⊲ Willingness to self-assess sets the tone for the organization at large; it shows that 
board members are taking their roles seriously by reviewing their own performances 
through a critical lens.

 ⊲ Discussing board members’ responsibilities and goals can create a more unified and 
collaborative working environment.

 ⊲ Tracking year-over-year changes in board members’ responses can provide 
meaningful insight into a changing board landscape.

What happens after?

So your board of directors has participated in a self-assessment—now what? Unfortunately, 
many boards stop right there. They check the evaluation off their to-do list and move on 
without reaping the benefits of the process. Great board self-regulation means taking 
what you’ve learned from those evaluations and putting it to good use. For instance, in 
the survey process, board members might discover that they collectively feel as though 
meetings are ineffectively running too long. In that case, they can review their options for 
strengthening meeting processes and make changes accordingly.

Boards, just like businesses, are ever evolving. Because board members don’t have 
anyone watching over their shoulders, it’s important that they take on that responsibility for 
themselves. Otherwise, how will they know how to improve? 

SELF-EVALUATION
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Decades ago, the notion of “risk management” boiled down to the simple act of buying 
insurance. These days, however, board members are expected to be much more 
involved in overseeing and evaluating their company’s level of risk. According to PwC, 
risk management includes “the identification, assessment, and prioritization of risks and 
the application of resources to minimize, control, and mitigate the impact of unfortunate 
events on a business. It is the job of a board to oversee that their management teams have 
adequate risk management policies and procedures in place.”

Overseeing risk isn’t a job that falls solely on outside directors, though. According to the 
Harvard Law School Forum, internal executives are expected to handle the day-to-day risks 
of their business operations, but directors should, “through their risk oversight role, satisfy 
themselves that the risk management policies and procedures designed and implemented 
by the company’s senior executives and risk managers are consistent with the company’s 
strategy and risk appetite.” In other words, it’s the job of the board to ensure that the CEO 
and senior executives are completely engaged in systematic risk management behaviors.

In the wake of so many high profile cases related to cyber security and IT failures, boards 
are under more pressure than ever to take action to combat risk. Here are some ways 
board members can become better risk managers:

Set the tone.
Board members should set the tone for company leadership by putting risk 
management near the forefront of their governance priorities. The CEO 
should be made aware that the board expects that sensible risk mitigation be 
integrated in all business decision-making. 

Don’t be risk-avoidant.
Being good at risk management doesn’t mean avoiding risk altogether. As 
PwC writes, “A major part of any risk oversight plan is determining a company’s 
risk appetite: the amount of risk an organization is willing to accept in pursuit 
of strategic objectives. When done right, it is a robust process that can help 
management and the board understand exposures and make appropriate 
risk-based strategic decisions.” 

Take a “stress test.”
No, we’re not talking about physical fitness tests for board members; we’re 
referring to a hypothetical risk stress test for the company they serve.  For this 
exercise, board members (and outside experts if deemed necessary) analyze 
how their organization would be affected by an assortment of small to large 
catastrophic events—be it a shift in regulations or a major natural disaster. This 
practice gives board members some training in what it would be like to respond 
quickly to an unforeseen challenge. More importantly, though, it gives them a 
way to identify the holes in their current risk management policies.

RISK MANAGEMENT

3

11

2

http://www.pwc.com/us/en/governance-insights-center/risk-management.html
https://corpgov.law.harvard.edu/2015/07/28/risk-management-and-the-board-of-directors-3/
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The foundation of a board member’s service is their fiduciary duty to shareholders. Before 
we jump into what kinds of duties are involved, let’s look more closely at the word fiduciary.

It’s a word that we hear a lot in the corporate world, but its basic meaning often gets 
overlooked. Simply put, the word fiduciary is all about trust, and that’s exactly what’s 
required of directors under corporate governance law.

The Three Types of Fiduciary Duties:

1. THE DUTY OF CARE

According to Investopedia, the duty of care “applies to the way the board makes decisions 
that affect the future of the business. The board has the duty to fully investigate all possible 
decisions and how they may impact the business. Because a company’s board of directors 
is tasked with making very important decisions, it is necessary that each member takes 
each issue seriously and adequately considers all options.”

Directors and officers meet their duty of care if they act:

 ⊲ In good faith

 ⊲ With the care of a reasonable person in a like position

 ⊲ With reasonable belief their decisions are in the best interest of the corporation

2. THE DUTY OF LOYALITY

This fiduciary duty is all about ensuring that board members never allow any outside 
interests or personal affiliations or allegiances to interfere with their responsibility to 
shareholders. In other words, “Board members must refrain from personal or professional 
dealings that put their own self-interest or that of another person or business above the 
interest of the company.”

A corporate director can breach this duty of loyalty by:

 ⊲ Gaining secret profit belonging to the corporation

 ⊲ Competing with the corporation

 ⊲ Seizing corporate opportunity

 ⊲ Self-dealing with the corporation 

3. THE DUTY OF GOOD FAITH

This duty insists that after board members have explored all of the options for a particular 
business decision, they must make the one that they believe best serves the interests of 
shareholders. According to Cornell Law School, “A violation of the duty of good faith may 
include an intentional derelict in the usual duties of a director or officer, intentionally acting 
for a purpose other than the benefit of the corporation, or intentionally violating the law.”

Business Judgment Rule
When a director is alleged to be in breach of one of these duties, the 
courts apply the “business judgment rule, which assumes a board of directors acts 
in the business’ best interest, unless proven otherwise.” The courts understand that 
there is an inherent risk in all business decision-making. For that reason, a plaintiff 
who claims a board or board member has breached their fiduciary duties, must prove 
that they were neglectful in their decision making or purposefully failed to make the 
best choice for the company (for personal gain or for some other reason which would 
denote a breach of loyalty). If a director chose to follow a path that they truly believed 
was the best option for the business, the law protects them from liability.

FIDUCIARY DUTIES

fiduciary (adjective): 
involving trust, 
especially with 
regard to the 
relationship 
between a trustee 
and a beneficiary.

http://www.investopedia.com/articles/investing/111915/what-are-fiduciary-responsibilities-board-members.asp
http://www.investopedia.com/articles/investing/111915/what-are-fiduciary-responsibilities-board-members.asp
https://www.law.cornell.edu/wex/duty_of_good_faith
http://www.investopedia.com/articles/investing/111915/what-are-fiduciary-responsibilities-board-members.asp
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The decision. It’s a board of directors’ single most important 
output. That’s why every aspect of Directorpoint is meticulously 
designed to help your board maximize decision-making 
effectiveness. Our software exists to give directors the tools 
they need to collaborate efficiently and to make the best 
choices for the organizations they serve. In addition, it helps 
board administrators streamline meeting management for the 
most simplified preparation possible. 

OUR STORY
In 2012 Birmingham, Alabama-based entrepreneur, John Peinhardt, 
launched Directorpoint LLC with the vision of becoming the premier 
provider for board of directors software. Not only that, he also wanted 
to permanently alter the way that boardrooms function by delivering 
a product that truly enhances communication, collaboration, decision-
making, engagement, and meeting preparedness for corporate directors. 

Equipped with advice and guidance from a dynamic board of directors, 
John assembled a talented team to build a product that is both intuitive 
and powerful—one that is capable of taking outdated boardroom 
processes and launching them into the 21st century without transitional 
strain. Today, Directorpoint is utilized by thousands of prominent business 
leaders worldwide, and that number is only growing.

In terms of simplicity and value, we think you’ll agree that Directorpoint 
stands in a class of its own.



12
©2016 Directorpoint. All rights reserved. 


