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The Power of Corporate Governance
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How companies can fully leverage their boards of directors
and other leadership groups to achieve success in any market
conditions.

In 1776 the founding fathers wrote the Declaration of Independence, formally severing Great Britain’s rule
over the colonies and creating the United States of America. They next had to determine how the country
should operate. In response, they wrote a Constitution outlining the formation of three branches of govern-
ment that would, together, govern the country. Each branch had clearly established responsibilities, duties
and accountabilities. Together, these branches formed the government that still today moves the country

toward its vision.

Now think about your company. At some point it was founded and formed into a legal entity (partnership,
corporation, LLC, etc.) with governing documents (a constitution, of sorts) establishing how the company
should function and how its people and teams would be organized. Corporate governance is the governing
structure of your company. Just as the legislative, judicial and executive branches govern the U.S., the board
of directors, management team and shareholders govern an organization. Each has a distinct, complimentary
role that results in the sum of its parts being stronger than any one portion thereof.

Those in corporate governance roles have a superordinate priority: to understand the organization’s vision
and enable its people to achieve that end. In order to be successful, the relationships between the branch-
es of corporate governance must be clearly defined—preferably in the company’s governing documents—to
ensure the clarity of roles essential to supporting adequate checks and balances.



Let’s use a hypothetical example: METS is a midsized electrical contractor on the East Coast that has a long-
term goal of being the electrical contractor of choice in New York. METS” CEO plans to retire in the next
few years and is trying to figure out how to leverage METS’ different branches to see the company through
the transition while continuing a growth trajectory.

Every company is unique and requires its own specific governance structure; no single approach suits all
organizations. However, there are still best practices and guiding principles that companies, like METS, can
apply to improve the way they govern. In Part I of this two-part series, we'll explore how this electrical
contractor uses governance structures to support its impending transition, with two to three best practices
that highlight the key tenants of a successful governance structure.

What Does a Board of Directors Do?

A board of directors can have a significant impact on any business. For example, having the right people on
the board will provide continuity during a period of transition while focusing on long-term strategy. Just
like all branches, the board is integrated into the corporate vision and uses its tools to help the organization
achieve that vision.

Here are three strategies that companies can use to make the most of their boards:

1. Put the right people in place. A board’s effectiveness is only as strong as the members that make
up that board. According to our recent EMI/CIRT study, which surveyed 133 members of boards,
a board is far more effective when directors are evaluated (Exhibit 1). Just as the organization
expends capital to ensure that it hires the right employees, the same rigor should be used when
bringing on new board members. The board should conduct a needs analysis to determine what
roles and skills are needed on the board first. From there, its a matter of finding and vetting the
right candidates to ensure the board is as strong as possible. As author Jim Collins states, “...if

you begin with “who” rather than “what,” you can more easily adapt to a changing world.”

Exhibit 1. Talent Development Practices
for E&C Board of Directors
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Source: 2018 FMI/CIRT Corporate Governance Study

I'Collins, J. C. "Good to great: Why some companies make the leap ... and others don't.” New York, NY: Harper
Business. 2001.
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https://www.fminet.com/wp-content/uploads/2018/09/2018-CIRT-Corporate-Governance-Report.pdf

2. Lean on the board for stability during transition. Senior executives come and go on a much
more routine basis than members of the board do. Because boards are not forward-facing in the
organization, transitions at the board level often go unnoticed or unmentioned to the organization
at large. When a member of the METS board recently left, for example, that person’s role was
easily assumed by other members of the board until the replacement was identified, selected and
onboarded. When the METS CEO leaves, there is a potential for a vacuum of power and respon-
sibility that can negatively impact the bottom line of the organization. With the board comes
continuity throughout transitions. In other words, the board serves as a resource to bridge the
gap between leaders as well as ensure that the organization is working toward its long-term vision
and strategy during transitory periods. To minimize those gaps, the CEO will start working with
the board years before his or her transition. Should the CEO depart suddenly, however, the board
will still have the skill set (among its members) to come together and provide leadership until a
new CEO is found. Boards bring a level of stability to an organization because they think long-
term and provide consistent oversight. Those facets are critical for an organization, especially for
one that’s going through a leadership transition.

3. Stay focused on long-term strategy. Board members are long-term strategic thinkers within the
organization. For instance, they may look at succession planning 10 years in advance while also
thinking about how the organization can achieve its long-term strategy, vision and goals. Boards
are the continuity in the organization when a senior executive leaves the company, not when an
entry-level employee is added to the team. “Corporate governance is a company-level mechanism
that is activated by competent, engaged boards in the pursuit of business performance outcomes

via strategic management.”

Best Practices for Leadership Teams
An organization’s management team ensures that the day-to-
day operations run smoothly. This serves a dual function re-

garding internal and external operations. The management

team keeps internal processes and procedures running smooth-
ly from human resources functions to bookkeeping and logis-
tics. It also ensures that all client-facing operations, including
business development, public relations, quality control, etc.,
are refined and operating at a high level.

While the METS CEO may be in the process of a transition, it
doesn’t change the long-term strategy and organizational vision
of being the electrical contractor of choice in New York. Ev-
eryone from operational leadership to finance to marketing
continues to service clients and expand the business regardless

of the transition at the top.

2 Crow, P. R., & lockhart, J. C. "Is corporate governance a structure, a process, a group of policies, or something else?
Proceedings of the 11th European Conference on Management, Leadership and Governance.” Lisbon, Portugal. 2015.
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Now, one of the challenges that management teams face is finding the right balance between strategic think-
ing and tactical execution. While the board of directors optimally focuses entirely on strategy, the management
team must be able to divide its efforts in a way which makes the most sense for the organization.

For example, the management team must ensure the day-to-day operations run well, but it can’t afford to
keep its head in the sand. In a rapidly changing business landscape, management teams must stay abreast
of industry and economic trends so that they can adjust their tactics before it’s too late.

Quality client and employee relationships are significant markers of a successful company. The management
team serves as the leaders of the company to the employees and represents the company to the clients. As
the organization seeks new business, and as new talent joins the company, the management team is frequent-

ly looked upon as a metric with which to gauge company culture and health.

The Role of Shareholders in Driving Organizational Success

A shareholder is an investor in the company and, therefore, owns a portion of that organization. That person
likely only invested in the company because he or she wanted a return on investment (ROI). Because of this,
shareholders want to make sure that decisions made by the company align in a way that generates adequate
ROI to offset investment risks.

The shareholder’s primary connection to the company is through his or her voting rights. Typically, each
individual share held represents one vote; thus, the more shares one owns, the more votes one receives.
Shareholders most often exercise their voting rights in selecting members of the board. And just as a citizen
can elect his or her respective representative in or out of office depending on performance, a shareholder
can do the same with the board of directors.

Bringing It Together

As the economy ebbs and flows, regulations change seemingly by the day, technology advances at a breakneck
pace, and business threats emerge, the best organizations have diverse teams in place to pursue the compa-
ny vision. Those teams consist of a board of directors, management and shareholders. Cumulatively, these
groups are charged with the incredible responsibility of maintaining the health and success of the business.

Each branch of corporate governance provides a level of stability and focus essential to the success of the
company. Aligning those branches with the company vision and strategic goals truly sets the organization
on the path to success. Understanding each of the branches of corporate governance is necessary for build-
ing the cohesive structure that enables a company like METS to succeed. In our next article, we’ll highlight
how METS aligned its branches and truly maximized its potential—even in a time of transition.
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VWho We Are

FMI is the leading consulting and investment banking firm dedicated exclusively to the Built Environment.

We serve the industry as a trusted advisor. More than six decades of context, connections and insights lead
to transformational outcomes for our clients and the industry.

FMI CONSULTING

FMI has more relationships in the industry than any other con-
sulting firm. We leverage decades of focused experience and
expertise to advise on strategy, leadership and organizational
development, performance, technology and innovation.

PRACTICE AREAS

Strategy

B Market Research
Market Strategy
Business Development

Strategic Planning

Leadership & Organizational Development

Leadership & Talent Development
Succession Management
High-performing Teams
Corporate Governance

Executive Coaching

Performance

B Operations

B Risk Management
B  Compensation

B Peer Groups

Technology & Innovation

B Tech Market Accelerator

Tech Partner Program

Tech Readiness Assessment
Tech Sourcing & Adoption
Integrated Business Intelligence

FMI CAPITAL ADVISORS

We are the leading investment banking firm exclusive to the
built environment. Our dedicated team of more than 35 expe-
rienced M&A finance professionals has completed hundreds of
transactions in the industry. FMI offers the broadest and deepest
M&A coverage of the Built Environment.

SECTOR EXPERTISE

Architecture, Engineering & Environmental
Building Products

Chemicals

Construction Materials

Contractors

Energy Service & Equipment

Energy Solutions & Cleantech

Utility Transmission & Distribution

SERVICES

M&A Advisory
ESOP Advisory
Valuations

Ownership Transfer

EXECUTIVE EDUCATION

B Acquisitions in the Construction Industry
B Ownership Transfer & Management Succession



TRAINING PROGRAMS FMI PEER GROUPS

Over 10,000 industry leaders have completed FMI FMI manages nearly 50 individual peer groups across
training programs, which span the entire management the industry. Connecting businesses through network-
spectrum, from new managers to senior executives. ing, expanding visions and providing feedback.

DENVER

Emerging Managers Institute Organizational Structure and Development
Field Leader Institute

Project Manager Academy
Construction Executive Program
Leadership Institute

Leading Operational Excellence
Construction Selling Skills
Market & Selling Strategies

Ownership Transfer & Management Succession

Human Resources
Business Development
Information Technology
Operations Management
Financial Management

Acquisitions in the Construction Industry

FMI CLIENT HIGHLIGHTS

/3% ,165% | 57% |56% | 58%

ENR Top 400 ENR Top 200 ENR Top 100 ENR Top 200 ENR Top 100

LARGEST SPECIALTY DESIGN ENVIRONMENTAL CM FOR
CONTRACTORS  CONTRACTORS FIRMS FIRMS FEE FIRMS

EDMONTON HOUSTON PHOENIX RALEIGH TAMPA

210 University Boulevard Edmonton, AB 1301 McKinney Street 76 E. Pinnacle Peak Road 223 South West St. 308 South Boulevard

Suite 800

204.232.1373 Suite 2000 Suite 1 Suite 1200 Tampa, FL 33606

, CO 80206 Houston, TX 77010 Scottsdale, AZ 85255 Raleigh, NC 27603 813.636.1364

303.377.4740

713.936.5400 602.381.8180 919.787.8400

WWW.FMINET.COM




FMI

for the Built Environment

WWW.FMINET.COM



