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Q. Corporate scandals aside, why isit important for boards to be concerned with a company’s
culture?

A: Unfortunately, we can’t overlook the scandal aspect. Under standing what’s happening
culturally helpsidentify and avert very costly behaviorsand that’s clearly in therealm of
fiduciary responsibility.

But we should also be thinking about this more strategically. To most effectively guide
business and leader ship strategies, directors have to under stand what makes an
organization tick. In a similar way, the most successful compensation programsare
developed on the basis of applying that under standing and creating a structure that taps
into the uniqueness of the management team and cor por ate culture. Boar ds focused on
nurturing the positive aspects of an organization’s culture engender employee engagement
and create firm-wide alignment with long-term value creation.

Q. Thisisnew territory for many directors. What process can boards put in place to effectively
understand the culture of the company?

A: It’simportant to know the culture at the core of the company—so much happens below
the executive ranks, aswe' ve seen recently. We suggest leaving the boar droom; for
exampletouring a manufacturing site or attending a trade show, to advance an

under standing of both internal and external perceptions. By observing the operating
environment, it’s easier to marry the business strategy with the values and behaviors
exhibited by the broader workforce. With consistency, this can build into a feedback loop
that providesinsight at every level of the organization.

With regard to compensation, a greater focus on incentive programs below the NEOs
facilitates an awar eness of what values are being * pushed down” and helpsto determineif
executive and employee programs are aligned in their support of corporate values and
business strategy.
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compensation strategy for effective programs.
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