Transcending Ourselves:

The Board’s Unique Contribution to Success
John Carver
The Future of Boards: Realizing the Promise of Owner-Accountability
Conference of the International Policy Governance Association
Chicago, June 11, 2004

I am pleased to see this conference come to fruition, pleased with work it took by the I P
G A organizers, and pleased to see all of you who chose to travel to Chicago and spend
these days discussing that brainchild of mine, the Policy Governance model. I want to
speak of transcending ourselves and the board’s unique contribution to success, all in the
service of owner-accountability.

Before I get to those thoughts, I must say a few words about model-consistency. The
reason, of course, is that if I do not, those of you who know me well would think
someone else wrote my speech.

Peter Drucker said that good system enables ordinary people to produce extraordinary
results. His remark was prescient. System design is what make possible a country with
democratic institutions to weather storms that countries without them cannot, even when
the people are just as intelligent and just as desirous of peace. System is what often saves
us from ourselves. System is what allows us to know what courtesies to extend and what
courtesies to expect. System i1s what keeps the operating room sterile. System can also
cause a board of normal people to fulfill a unique and critical role in resources bringing to
pass results in human lives.

But it takes discipline and commitment for a board to persevere with a carefully designed
system of human interaction. It takes discipline and commitment for their consultants to
do so as well. After three decades of maintaining and, in fact, increasing the system
integrity of Policy Governance, there is even a Policy Governance model to share.
Otherwise, there would not have been. We’d not be having this meeting.

I have had experience with untrained consultants missing the point and trying to help
boards with a model the consultants did not really understand. But I have also had
experience with properly trained Policy Governance consultants watering down the more
demanding parts of the model so that boards will find it more palatable, less a shock to
their traditions, not so inconvenient. But then it isn’t the model, is it? This year has
presented me with more of that than I care to dwell on.



Now, let me point out for those of you who are not trained in Policy Governance
consulting what is meant by “model-consistency.” It is a familiar term among Policy
Governance users. The point of model-consistency is not to blindly and unquestioningly
follow the model I put together as if it came from on high, as if Policy Governance is
some kind of cult with religious belief in received truth. No, Policy Governance is a
human-designed set of concepts that must make compelling sense on their merits. As time
rolls on, Policy Governance should not remain the only integrated, universal model of
governance. In fact, the model itself might go through further improvements. Model-
consistency merely means maintenance of the conceptual coherence built into the model,
much the same way as not changing any of the little wheels that make your watch work.
Changing just one of them would render your watch merely jewelry.

So if you make changes and the result is the same or greater integrity than what I
painstakingly came up with, you have not only my respect but my enthusiastic
commendation and encouragement. But frankly, alterations I have seen have not met that
stringent criterion. Boards that profess to use ‘modified Carver’ or some such and even
the consultants who assist them to do so are not introducing more integrity but simply
sloppiness for the sake of an easier challenge. That does not lead to owner-accountability.

The purpose of Policy Governance is not to make board members, administrators, or
consultants happy. The purpose of Policy Governance is that owners have an informed,
authoritative control over that which they own, hence the term invented by the organizers
of the I P G A, “owner-accountability.” And, to go a step further, the purpose of Policy
Governance is also not Policy Governance itself. Let me explain what I mean by that.

Instead of using my automobile to get me where I want to go, I could spend a lot of time
fiddling with the fuel injection design and tinkering with the door locks. Some boards
take on Policy Governance not to just use it, but to make their pros and cons of its rules
the perpetual center of board attention. I often hear of boards that never stop arguing
about this or that in Policy Governance, enough to make critics rightfully observe that
talking about Policy Governance becomes more important than getting on with the
board’s tough job. And they are right. Policy Governance was not designed for
boardroom entertainment or boardroom obsession.

If in sports we spent time arguing what the rules should be rather than playing, sports
would soon lose their appeal. Imagine a baseball game in which, instead of a contest of
skills, constant attention is given to arguing whether 3 strikes or 4 makes the most sense,
and whether 9 innings is the right length of a game. Policy Governance is a tool! True,
the tool will not work if improperly used, just like your computer. And you’d take care to
buy the right tool. But you would not think of buying a PC and then proceed interminably
to argue the merits of buying PC programs versus Mac programs as each possible
purchase comes along.



Put the model in place if you adjudge it to be a consistent set of governance
commitments, then simply stick to the rules. If, of course, you don’t think it is a good tool
to begin with or want to pick and choose which integral part you like and which integral
part you don’t, then please don’t bother with it. This tool’s parts have been very carefully,
even obsessively, assembled. Dismantle it if you wish, but do so with intent and
commitment to even more excellence; do not do so by accident or by apathy. And
certainly do not do so and continue to call it Policy Governance. The model can be a
thing of beauty when used. When partially used, there is some doubt that it is worth the
bother. I hope consultants maintain the integrity to tell boards that. But I also hope board
members desire excellence enough to accept nothing less than this rigor from their
consultants.

Now, having proven to you that it is really me up here, I can get on with what I hope are
some new thoughts about the topic at hand or, at least, old thoughts arranged so as to
stretch our minds about the future of boards and realizing the promise of owner-
accountability.

Let’s begin with that idea of owner-accountability and the glaring omission of this
concept in the conventional wisdom.

People in Policy Governance spend a lot of time talking about ownership linkage. That
may be a curious term to those not infected with the Policy Governance-speak virus. We
talk about the board’s unique contribution of linking an organization’s owners with its
operators. We talk long and hard about ways of doing that when the owners constitute a
group too large to get into the same room. Corporations talk too little about the
imperative that “shareholder relations,” at least their non-mechanical components, belong
not to an executive department, but to directors. Nonprofits don’t talk much about local
boards sharing the chore, cooperating in establishing an owner input system that will
work simultaneously for any number of boards that have the same or overlapping
ownerships. Why doesn’t every community by now have such a system into which most
community boards can plug their needs? Why must boards be so alone? Maybe it is that
very aloneness, that disjointedness one from another that, if cured, would get us past
much of the hurdle.

Later in these remarks I will return to that disjointedness from another perspective. But it
may surprise you that methods of ownership linkage will not be my focus today. I want to
dig a bit deeper and look at that which gives ownership linkage its importance in the first
place: the idea of owner-accountability.

Owner-accountability is a simple enough concept. If an object has an owner, we are
generally comfortable with that owner deciding the use to which his or her property is
put. We do limit use by law for the common good, such as when we legislate that my



automobile cannot be driven without proper brakes or used for drag racing on public
streets.

If you were to ask me whether a tractor-trailer or a sports car is the better vehicle, I’d
have to say it depends on what each is being asked by its owner to do. There are
situations in which each one is clearly the winner in such a contest.

Policy Governance posits an ownership for organizations. The idea is not so difficult and,
for many organizations, discerning who the ownership is can be quite easy. Obviously the
members of a trade association are its owners, though there may be many stakeholders.
Obviously the shareholders of a corporation are its owners, though here too there will be
many stakeholders. So when the board acts as owner-representative, it speaks for owners
in saying what the organization is for. It will speak as an informed agent of the owners,
meaning it is obligated to learn whatever factors should be taken into account beyond
mere reflection of owners’ wishes. Otherwise the board would be no more than a poll-
taker. The board may well take into account, for reasons of both ethics and prudence, the
interests of other stakeholders—and it would be rather unwise not to do so—but when it
speaks, it speaks for owners. And until the owners’ voice is heard, we have no idea
whether the organization should produce a tractor-trailer or a sportscar.

Then it is management’s job to produce one or the other. Management’s effectiveness is
judged by whether and how thoroughly it is able to do so. The board’s job is to demand
effectiveness and respond appropriately if it does not get it. That appropriateness can take
many forms, but the fixed matter is that the board is accountable to the owners that
management produce what the board has adjudged to be in the owners’ interest. In other
words, we have no idea how to define good management until governance has told us
what to expect.

I said earlier that the idea of owner-accountability is a simple one. And it surely is. No
rocket science here. Yet the simplicity of that idea has escaped a great many boards, a
great many governance and management consultants, and sadly a great many academics.
For example, the Association for Research on Nonprofit Organizations and Voluntary
Action, considered to be the pre-eminent organization of researchers in the nonprofit
sector, awarded its 2002 best dissertation award for a study that assumed good
management—operationally defined apart from any expectations set by the board!—
should be used to decide what good governance is. And that was the best.

You see, it wasn’t that the researcher’s statistics, experimental design, or literature review
were flawed. It was that the purpose of governance was misconstrued. And it wasn’t that
the researcher and her faculty advisors were uninformed about the field of board research.
The great pity is that they were well-informed. Such research is where the literature took
them. In other words, the problem is much larger than can be dealt with by criticizing this



particular research. It is that owner-accountability simply isn’t yet part of the general
awareness.

And that is why the pre-eminent nonprofit research association could deem it exemplary
for a researcher to decide, in effect, whether a tractor-trailer or a sports car is better, then
inform the owner whether she made the right choice!

But that is nonprofit thinking, isn’t it. Certainly in the competitive corporate world where
performance really counts, the picture is better. Think again.

Owner-accountability requires that we always begin with the owners’ interests and
measure everything against them. Agency theory concerns itself with just that point of
view and the phenomenon of agents’ interests interfering with the obligation. Your
lawyer’s measure of performance, for example, is whether he or she did well on your
behalf. Similarly, the entire enterprise of governance and management exists to do well
on owners’ behalf. Then, ironically, having said that, we build systems and processes
around the chief executive officer. CEO-centrism is the enemy of owner-accountability.
And you’ll find no more deeply ingrained CEO-centrism than in equity corporations.

In North America, it is deemed wise for governance itself to be led by the CEO. As if that
were not enough management control of governance, it is normal for persons who work
for the CEO to hold board seats as well. North America and the United Kingdom have
moved in different directions on these matters, but not so much as to threaten CEO-
centrism. In North America, the CEO and Chair roles continue largely to be held by the
same person, but the number of inside directors on a board has come down. In the U.K.,
the CEO and Chair roles are more frequently held by different persons, but the number of
executive directors has not come down as much. But even when the CEO and Chair roles
are separated, the Chair frequently retains individual authority over the CEO either
formally allowed by the board or informally assumed by the Chair. Of course, regardless
of what the nameplate on the office door says, that makes the Chair the real CEO and the
titled CEO only an ostensible CEO. In other words, we may shift titles around, but the
chair is still the de facto CEO, so CEO-centrism is still with us. Under these
circumstances, studies that fail to show improvements due to a separation of roles tell us
nothing.

Part of the education so sorely needed in nonprofit, corporate, and public governance is
not only the importance of owner-accountability as the proper theme of organization
culture, but the ability to discern when we are running roughshod over it. Let me give you
very simple, run-of-the-mill examples.

In the past few months Ralph Ward, who has published widely on corporate governance,
noted that “In American corporations, everyone knows who shapes the role of the CEO—
the CEO himself. The board of directors just goes along for the ride. And I believe it was



Ward who noted within the past year that the typical CEO often treats the board as just
another department to be managed.

In the past few months 7he New York Times noted that directors might have to start
showing up regularly at annual general meetings of shareholders, with considerable
emphasis on how this kind of extra work by directors is an inconvenience their CEOs
would like to save them from. Troubling owner-representatives with having to be with
owners when they’d rather be meeting with managers is not designed to engender
sympathy.

An article in Directors’ Monthly (an organ of the National Association of Corporate
Directors) suggested that board and management should be related with a ‘balance of
power’ approach. No, governance and management are not an instance of the American
separation of equal powers. They are levels in a hierarchy—a hierarchy, not a partnership,
at least, not an equal one—a hierarchy that begins with owners, not one shared with
management.

We would do well, with regard to corporate governance, to note the difficult path to
governance reform. This is a field in which experienced grownups have had to be
dragged kicking and screaming toward notions any intelligent high school graduate can
understand. One such idea is that inside directors should not be on the audit committee.
Another is that, in appearance if not in reality, the product of an outside auditing firm
hired to provide disinterested, independent judgment is tarnished if that same firm
depends on the company for large consulting revenues. What was hard about those ideas?
It may stretch our high school graduate—though not much—to see that independence in
audit and compensation committees is fine, but cannot overcome lack of complete
independence in the board as a whole. There is flawed logic in thinking that a non-
independent whole can be cured by a few independent parts. Yet that is precisely the logic
promoted by the most modern of corporate governance codes.

Across the world, codes of corporate governance are springing up like weeds though, to
their credit, most are not couched in law as has happened in the United States. I have had
personal dealings with the codes in Australia, Singapore, Malaysia, The Netherlands, the
United Kingdom, as well as in North America. But those codes are generally
characterized by a common theme: they do not get at improving what governance means,
though they provide some protection from lack of independence and compromised
financial reporting. Put in a less charitable way, the codes aren’t about improving boards
so much as they are about protecting investors from boards.

My point is that a deeply held and normally unnoticed ignorance of, if not antipathy
toward, owner-accountability persists in all fields. And it does so despite the
omnipresence of rhetorical flourishes among politicians about “the people,” in business
about “shareholder value,” and among nonprofits about “the community” or “the



members.” Owner-accountability need not be a mantra or slogan—we have enough of
that—it must be a basic organizing principle against which we assess all of governance.
Only then—despite the backwards thinking research I quoted earlier—can we investigate
which management methods and behaviors best fulfill what governance requires.

You see, governance is a social construct. It does not exist in nature. It is devised by
human beings to fulfill human needs. But just what we devise it for is unclear. And that
disclarity dooms governance effectiveness research from the start. Policy Governance
proposes a distinct charge and definition for governance based on owner-accountability.

Responsibly fulfilling that charge is the way to success.
Now, let’s look at transcending ourselves.

Each of us operates on various levels, sometimes a number of them simultaneously. You
might have the solitary task of mowing the lawn, the paired task of rearing a child, the
group task of deciding on a family vacation, the managerial task of running a shop, an
executive task of CEO, or even high governmental tasks that command thousands or
millions. Each of these roles call upon us to be something the others do not. Each requires
a set of skills, but also a mentality. It is that mentality I mean to address when the task is
that of board member.

“Transcending” certainly suggests a loftier phenomenon than “improving.” It suggests
overcoming natural impediments, perhaps ones we need not be ashamed of, but must
recognize as part of our nature. It suggests being bigger than ourselves. Governance, the
work of boards, does not flow naturally from our daily experience. In fact, it isn’t far
from the truth nor just a frivolous observation to say that governance is an unnatural act.
And as those who know Policy Governance can attest, really good governance is even
more an unnatural act.

On the other hand, so is piloting an aircraft, doing brain surgery, or writing a symphony.

Actually, transcending ourselves, as lofty as it sounds, is not so rare, especially in its
smaller forms. Each time we rise sleepily from bed to go to work when we’d rather sleep,
we transcend ourselves. Each time we stay awake to care for a sick child when sick
ourselves, we transcend ourselves. Each time a board member bites her lip to stick to the
agreed rules, she transcends herself. And the passengers on the doomed flight over
Pennsylvania, all simply wanting a non-eventful flight and to get on with their daily
business, transcended themselves. The soldiers going onto the beaches of France 60
years ago this month transcended themselves. So we have the ability and regularly
demonstrate it.



But as enlightenment keeps rolling on, we find ever more challenges to transcend
ourselves once again. And the development of an integrated set of concepts and principles
to frame and enable the governance obligation presents yet another opportunity. Some
boards are not up to it. Although Policy Governance is a universally applicable paradigm,
that does not mean the challenge it presents will be achievable for every board or
acceptable to every board member.

For it calls upon individuals to be groups. It calls upon groups of equals to be disciplined
in ways that normally only hierarchy can ensure. It calls upon those groups to focus on
values and the long term more than specifics and the short term, far more than it is our
daily tendency to do. It calls upon boards to be honest agents for principals who often do
not even know they are principals.

The Policy Governance model offers the tool for boards to accept and fulfill this heavy
challenge. By doing so, the model makes the job simple . . . . but by no means does it
make the job easy. The difficulty of the job is not, however, in its technical aspects.
Granted, figuring out how to link with owners can be hard. To decide upon ends will
address just as surely what results not to produce and which people not to help; that is
hard. Keeping policy writing true to the obsessive discipline required to avoid
deterioration is a hassle. But those kinds of challenges the assertive human being eats for
breakfast. Policy Governance is not nearly as difficulty as the very things our staffs
practice every day.

Governing a hospital isn’t the technical challenge faced in the operating room hourly.
Governing a mental health center isn’t nearly so hard as dealing with the intricacies of
psychodynamics. And governing BP-Amoco isn’t anywhere near as technically
challenging as figuring out where and how to drill. Board members in their individual
jobs, just as the staff who work for boards, take on tasks far more technically difficult
than the one that faces them in the boardroom. My clients have included a board over a
nuclear power plant, one over a company with cyclotrons, one over $50 billion in pension
funds, one over sophisticated cellular research, and many others who governed technical
fields not only beyond my grasp but that of most of the board members as well. In each
case, it would be quite a stretch to say that perched atop these impressive technologies
there was any technology of governance at all.

So why aren’t boards as technically advanced as the disciplines that work under them?
Why can we achieve and actually measure temperature to within millionths of a degree
Kelvin above absolute zero and meter fluctuations in a distant star’s light so closely that
dark planets can be detected? How can we analyze the composition of rocks on Mars and
map the intricacies of DNA? How can we do these things while stumbling over the
measurement of children’s learning, patients’ healing, and credit union members’
satisfactions?



I submit that there is something else going on that makes it seem such a mountain to
climb to make boards make sense. Boards have intelligent, caring people. With the advent
of Policy Governance, we now have a governance tool with conceptual integrity. So
what’s the hold up? In the years since Policy Governance came on the scene and began
to sweep North America, then go beyond, why are the vast majority of boards not much
further ahead than they were? Why isn’t every board ensuring ‘owner-accountable
organizations”? Why is there still any work to do?

Why haven’t we moved on to bigger challenges . . . such as the one I addressed in a
keynote just this morning at the annual International Robert Greenleaf Servant
Leadership conference? In that speech, I went beyond governance of specific
organizations to call on boards—particularly nonprofit boards—to be aware of and
engage in the vast and largely unseen network of organizations that affect our civil
society so massively, perhaps almost as massively as the very visible organs of the state.
So while municipal, state or provincial, and national governments embody the visible
republic, this largely unconnected and unheralded web of community and other
organizations form when taken all together the invisible republic. But reaching for that
brass ring requires that boards first have their own more specific governance house in
order.

Indeed, transcending ourselves will include not only casting our thoughts, considerations,
and vision toward a farther horizon, but outward to the larger sphere. Let me give a
corporate example. The board of Enron did not govern well. That is easy to see. But,
beyond the immediate effects, look at the damage Enron’s flawed governance wrought
upon capital markets, particularly upon the trust investors must have to make such a
market fluid and powerful. Or, further, look at the patchwork legislation cobbled together
by Sarbanes and Oxley in an attempt to prevent such governance debacles in the future.
In other words, the Enron board unconscionably failed Enron investors and personnel, but
it let all the rest of us down as well. And who is to say the latter damage is not the
greater?

And Enron was not alone. There were a few others. No, there were and still are many
others, toward whom the fickle finger of fate has, for them, luckily not yet pointed.

The larger sphere, which I have called the Invisible Republic for many nonprofits, the
capital markets for equity corporations, and segments of Rousseau’s “sovereign” for
governmental units, does not take the place of ownership. It was not Enron’s obligation to
feel owned by the culture of capital markets, only by its shareholders. It is not a
community board’s obligation to feel owned by the whole network of the invisible
republic, only by its community. But just as a board derives its moral authority and
therefore owes its accountability to the owners, it has ethical obligations to others. Those

‘others’ are the wide array of non-owner stakeholders, such as staff, neighbors, suppliers,
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and so forth. I am simply inviting a sensitivity to the board’s ethical obligation to the
crucial system of which it is a part.

I believe the central problem is not that foundations, funders, accreditation bodies, and
trade associations have not taken the lead in improving governance, despite the fact that it
would be hard to find what major improvements have come from organizations like the
National School Boards Association, BoardSource (formerly the National Center for
Nonprofit Boards), the Ford Foundation, or the National Association of Corporate
Directors, to name a few U. S. examples.

I believe it is not that the model itself is too complicated. As some of you know I am fond
of saying that I knew more baseball rules at the age of 10 than Policy Governance has.
But aside from my homespun example, the advanced technologies mastered by many
board members puts to rest any hint that the technology of Policy Governance is beyond
board members’ ability.

Perhaps the impediment is that governance—being a method of human interaction—is a
social science and suffers the expected fuzziness and interpersonal foibles of social
matters. Maybe the concept of transcending when applied to governance is so personal
that it truly really is more about transcending ourselves than transcending in some
mechanical or more scientific way. Governance is, after all, a process of structured
interaction and discipline among peers—structured in what we talk about, in which way
we do that talking, and to whom we talk. I am reminded of an old saying heard frequently
in my youth in Tennessee about any personally intrusive remark, that “you’ve quit
preachin’ and gone t’meddlin’.” The problem with real governance transformation is
perhaps that it gets a little too close to where we live. So to the extent transcending
ourselves in governance means truly transcending ourselves rather than just transcending
our previous knowledge, it should not be surprising that transforming governance is a
formidable challenge for board members and consultants alike.

So what does transcending cover? I think we will keep learning new ways to understand
and to couch the answer to that question. But surely it includes continually greater facility
and wisdom with considering the long term, with confronting and seeing value-laden
issues for what they are, with using group process to support group responsibility, and
with engaging our integral relationship to the larger human story.

I hope very much that my solitary thoughts of three decades ago, along with their
enhancement over the intervening years are of use to all of us in transcending ourselves
and to bringing increasing integrity to the magnificent creative capacity of the human
race and to the bewildering conduct of human affairs.



