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CORPORATE GOVERNANCE

(MKT 382-UNIQUE #05080, MAN 385-UNIQUE #04595, LAW 354D-UNIQUE #29180)
SPRING 2011

1/20/11

Faculty

William H. Cunningham

James L. Bayless Chair for Free Enterprise

Address:  HRC 3.358

Office Phone: 232-7540

E-mail: whc@po.utexas.edu
Office Hours:  Thursdays, 1:30-3:00 p.m. and by appointment
Teaching Assistant
Joe Millsap (e-mail: joe.r.millsap@gmail.com)
Class Schedule

The class will meet on Thursdays at 3:30 p.m. in GSB 3.138.
Course Objectives
The first objective of the course will be to help prepare future corporate and non-profit Directors to fulfill their fiduciary duties of care and loyalty to the organizations that they will serve.  We will do this by examining a wide variety of issues that Directors must deal with on a regular basis.  These include balancing efforts between establishing quarterly and yearly performance targets and building strong companies that can sustain above-market financial performance in the future.  Directors must also manage business and political relationships, initiate and integrate acquisitions, create/change corporate culture, continually align the organization structure to the business strategy, allocate resources for a variety of corporate initiatives, deal with issues of corporate governance, succession planning, executive compensation, and learn to navigate through potential public relations disasters.  We will examine as many of these topics as time permits.  
The second objective of this course will be to understand the nature and scope of corporate Boards from the perspective of society, social and economic interest and what can be done to prevent some of the more publicized corporate governance failures.  We will examine several of the more highly publicized corporate failures as well as what action Congress has taken to address corporate malfeasance, and the recommendations that have been made by social critics.
Leadership and Career Focus


The course is directed primarily at graduate business students and law students who expect to serve either as advisors to Boards of Directors or on Boards of Directors of public companies or non-profit organizations.  While most of the course will focus on established public companies, much of the course content will be useful to those individuals who are primarily interested in entrepreneurial organizations, family corporations, or public sector non-profit entities.  

Course Format

This course will have three distinct instructional formats.  Professor Cunningham will lecture to the class to help provide all of the students with a fundamental knowledge of how Boards of Directors function in both for-profit and not-for-profit organizations.  He will also focus on the different roles the Boards play in both large and small organizations.

The second format of the class will use cases to illustrate several major real world issues related to corporate governance.  

The third format of the class will be to invite guest speakers to address the students who are involved in a wide variety of real world governance issues.  The guests will be encouraged to provide ample opportunity for questions during their presentations.  The individuals that will be invited to class will include a mix of entrepreneurs, senior executives from major corporations, directors of public and private entities, politicians, leaders of non-profit entities, corporate lawyers and partners of major accounting firms.  
Informal Class Meeting
Professor Cunningham will host two informal lunch meetings with class members.  The purpose of these lunch meetings is to give students and Professor Cunningham an opportunity to have informal small group discussions on topics related to the course.  Students are not required to attend these meetings.

About the Faculty

William H. Cunningham served as Dean of the College and Graduate School of Business (1983-85), President of The University of Texas at Austin (1985-1992), and Chancellor of The University of Texas System (1992-2000).  Dr. Cunningham serves on a number of public corporate Boards including Southwest Airlines, Lincoln National, John Hancock Mutual Funds, LIN TV, and Resolute Energy Corporation.
Required Reading Assignments
Required book:  Corporate Director’s Guidebook/Committee on Corporate Laws, Fifth Edition, 2007, published by the American Bar Association Section of Business Law.

Students should stay current with news regarding Corporate Governance issues and are expected to read the Wall Street Journal daily.  Students may sign up for the WSJ at a reduced educational rate through the WSJ web site at www.wsjstudent.com.  This can be purchased for a quarter, semester, or a year.  
Optional Reading Material

The following books present an interesting and somewhat contradictory perspective on corporate governance.  Each of these books is available in the Perry Castaneda Library.  

1. Corporate Director’s Handbook, 2010, Thomson Reuters

2. Blair, Margaret M., Ownership and Control:  Rethinking Corporate Governance for the Twenty-first Century.

3. Cadbury, Sir Adrian, The Company Chairman.  

4. Charkham, Jonathan, Keeping Good Company:  A Study of Corporate Governance in Five Countries.

5. Leighton, David S.R. and Donald H. Thain, Making Boards Work.

6. Roe, Mark J., Strong Managers, Weak Owners: The Political Roots of American Corporate Finance.

7. Useem, Michael, Executive Defense: Shareholder Power and Corporate Reorganization.

8. Ward, Ralph D., 21st Century Corporate Board.

9. Welsch, Jack and Welsch, Susan, Winning.
Attendance

A significant portion of the content of the material delivered in class will come from lectures and in-class discussion.  Therefore, it is critical that every student who enrolls in the class make a commitment to attend all of the classes.  Any student who has two unexcused class absences will have his or her end of semester grade reduced by one quarter (for example, an A would become an A-) unless the student analyzes a major case.  This will normally consist of a 6-8 page case analysis.  Each additional unexcused absence will result in the student’s grade being reduced by an additional one-quarter grade.  Excused absences do not include obligations to other classes, interviews for jobs, otherwise worthy university or professional activities, or ill-defined “family issues.”  Excused absences must be approved by Professor Cunningham.  Out of respect to your fellow classmates and our guest speakers, all students must arrive on time for class and not leave until the class is formally dismissed.  To ensure our records are accurate, students must communicate by e-mail to Joe Millsap if they miss a class.  
Course Requirements and Grading
Students will be evaluated on the basis of class participation (30%), case assignment or alternative written project (40%) and an examination (30%).  Professor Cunningham will be pleased to answer questions on any aspect of how students will be evaluated.  
Class Participation:  In-class participation will be evaluated based on the quantity and quality of in-class participation.  There will also be one or more cases discussed in class.  All students will be expected to prepare a one-page, double-spaced executive summary of the key issues in each of these cases.  These must be submitted electronically to Joe Millsap, the course's teaching assistant, prior to class through a link on Blackboard’s “Assignment” tab.  


Case Assignment:  Professor Cunningham will make available to the students a case in early April.  The analysis of this case must be submitted electronically to Professor Cunningham no later than April 28.  The case solution may not be more than twelve double-spaced pages.  Please understand that Professor Cunningham has read the case.  You do not need to summarize the case.  
Alternative Written Project.  There is currently a great debate raging in the United States concerning what should be done to reduce, if not eliminate, the Federal Government’s deficit.  While there have been numerous reports on how the deficit problem should be addressed, the country has not reached a consensus on the issue.  If you would like to participate in a research paper on the issue, please see Professor Cunningham after class.  This would substitute for the case assignment.
Examination:  A short list of questions that are designed to focus students’ attention on some of the more important issues that will be discussed in class or presented in the reading materials are listed as a part of each class assignment.  Periodically, new questions will be added to the list based on class discussion or reading assignments.  These new questions will be posted on the revised course syllabus on the course Web site.  A closed note bluebook examination will be drawn primarily from the focused questions and other material presented in class or in written assignments and will be administered in class on May 5.  Questions associated with the cases will not be on the examination.  
Electronic Devices
Students are not permitted to use computers, telephones, or other forms of electronic communication devices in class.  
Name Identification
You are required to bring with you to class a large name card, place it in front of you, and sit in the same seat each class. 
Course Web Site

The course will utilize a Web site, available through Blackboard.com.  To access the site, go to http://courses.utexas.edu.  You will be asked to enter your UTEID to access the site.  Alternatively, enter UTDirect and follow the links for Academic Services and Course Web Sites.

Password-Protected Class Site

Password-protected class sites are available for all accredited courses taught at The University.  Syllabi, handouts, assignments and other resources are types of information that may be available within these sites.  Site activities could include exchanging e-mail, engaging in class discussions and chats, and exchanging files.  In addition, class e-mail rosters will be a component of the sites. Students who do not want their names included in these electronic class rosters must restrict their directory information in the Office of the Registrar, Main Building, Room 1.  For information on restricting directory information see:  http://www.utexas.edu/student/registrar/catalogs/gi02-03/app/appc09.html.

Students with Disabilities

The University of Texas at Austin provides upon request appropriate academic accommodations for qualified students with disabilities.  For more information, contact the Office of the Dean of Students at 471-6259.

Academic Dishonesty

I have no tolerance for acts of academic dishonesty.  Such acts damage the reputation of The University.  The minimum penalty for an act of academic dishonesty will be a zero for that assignment or exam.  The responsibilities for both students and faculty with regard to the Honor System are described on http://mba.mccombs.utexas.edu/students/academics/honor/index.asp.  

Course Assignments (WORK IN PROGRESS)
This course syllabus is work in progress and it will always be work in progress.  In addition, one or more speakers may develop conflicts that forces changes in the syllabus.  There are too many new events, regulatory body rulings, and court decisions that impact the governance of corporations to make this course a static event.  Therefore, students are responsible for reviewing the course Web site on the Wednesday prior to class to determine if there have been any changes in course assignments.  

Speakers’ biographies will be posted to the Web site prior to class.
JANUARY 20
Nature and Structure of Corporate Boards
Reading Assignments:

1. Corporate Director’s Guidebook, Fifth Edition, Sections 1, 2, 4, 5 and 7

Focused Questions:

1. What are the key provisions of Sarbanes-Oxley? 

2. How should boards of directors evaluate their own performance?  

3. Describe the power relationships between the board, management, and the shareholders.  What can be done to align these three groups?  

4. How should a lead director interact with management and the board?  

5. Do you believe the CEO of a firm should also be chairman of the board?  Explain
6. What are the key principles of a good executive compensation program?

7. Describe the key attributes of a successful CEO.

8. What are the corporate governance principles that boards of directors should consider?  Which governance principles do you feel boards should embrace?  
JANUARY 27
The Chief Financial Officer
Speaker:  Laura Wright, CFO, Southwest Airlines

Reading Assignments:

1. Off-Ramps and On-Ramps, Keeping Talented Women on the Road to Success, HBR, March 2005 (HBR website)

2. Dogfight Eruption Plane Ticket Sales, WSJ, January 6, 2010

3. Price Rises for Fuel Threaten Airlines Net, WSJ, January 13, 2011
Focused Questions:

1. Why is EBITDA not a good measure of a firm's performance?

2. What are the primary responsibilities of the CFO?

Case:  The Board of Directors at the Coca-Cola Company (9-404-039)

Case Questions:  

1. How has the role of the Coca-Cola Board changed over the company’s history?

2. More specifically, how has the Board been involved in shaping the company’s strategic direction?

3. What is your assessment of the way the Board and Mr. Daft handled the potential acquisition of Quaker Oats?

4. In 2003, how would you evaluate the Coca-Cola Board if you were a shareholder?  

5. Do you agree with the frequent media criticism of the Coca-Cola board?  

FEBRUARY 3
Director’s Fiduciary Responsibility

Guest Speaker:  Mike McKetta, Attorney, Graves Dougherty Hearon & Moody

Reading Assignments:

1. Corporate Directors Guidebook, Fifth Edition, Section 3

2. Some Thoughts for Board of Directors in 2009, Lipton Rosenblum and Cain.  

3. Risk Management and the Board of Directors, November 2008, Lipton Rosenblum and Cain

4. Lawyerly Wisdom to Rescue You From the Economic Storm, CBM, 2nd Quarter 2009.  

5. Shareholder Suits: You Ain’t Seen Nothing Yet, CBM, January/February 2009

6. Life After Madoff’s ‘Big Lie,’ WSJ, December 11-12, 2010

Focused Questions:

1. How does the business judgment rule protect directors?  

2. What are the key responsibilities of members of boards of directors to the firm they serve?  Do the responsibilities of directors vary depending on the maturity and size of the company?

3. Describe the fiduciary duties of members of board of directors and senior management.

4. How can the Board best balance its roles of “advisor of management” and as an “agent for the shareholders?”

5. Are Board members taking on more liability at this time than they have historically?

6. What role can D&O coverage play in protecting Directors?

7. What can a director do to keep corporate decisions away from a jury and in purview of the board of directors?

8. What questions do independent directors need to ask themselves to insure that in a transaction involving their company they have complied with their fiduciary duties?  

9. What are the directors’ fiduciary duties to a solvent corporation’s creditors?

10. Under what circumstances can an outside director rely on management and external experts in making decisions?  

11. What process should be used to insure that the business judgment rule will protect independent directors when a transaction involving significant company assets is being considered by the board?  

The Role of General Counsel in a Public Corporation
Guest Speaker:  Charles Matthews, Former General Counsel of Exxon

Reading Assignments:

1. Corporate Director’s Guidebook, Fifth Edition, Sections 8, 9, and 10

2. The WorldCom Settlement and Director Liability, Wachtell, Lipton, Rosen & Katz, January 7, 2005

3. Six Legal Questions Directors Must Ask, CBM, July/August 2008

4. The Energy of Charles Matthews, Super Lawyers, March/April 2009

FEBRUARY 10

Corporate Boards and Start-Up Companies
Speaker:  Alan Blake, CEO and Founder of Yorktown Technologies

Reading Assignments:

1. Charge It!, WSJ, November 29, 2004

2. It’s All Relative.  A family business loan can be a recipe for disaster. It doesn’t have to be.  WSJ, November 29, 2004
3. The Secrets of Serial Success, WSJ, August 20, 2007
4. The Innovator’s DNA, HBR, December 2009, p. 61-66 (HBR website)
5. Beating the Odds When You Launch a New Venture, HBR, May 2010, p 92-98 (HBR website)
Focused Questions:

1. What can a small business person do to secure the necessary capital to start a business?  
2. What makes an individual a successful serial entrepreneur?  

3. Why are many venture investors focusing on larger and larger businesses?
4. Is it true that investors in first round financing normally get "crushed?"  If so, why do people and venture funds invest in first round financing?  
Governmental Affairs and Management at NASA
Guest Speaker:  Mary Ellen Weber, Vice President for Government Affairs and Policy at UT Southwestern Medical Center and former astronaut.

Reading Assignments:

1. Smart Power, HBR, November 2008 (HBR website)

2. Leadership Lessons from Abraham Lincoln, HBR, April 2009 (HBR website)

3. Are You a High Potential, HBR, June 2010, p. 78-84 (HBR website)

4. President Revs Up Campaign to Make Peace With Business, WSJ, January 7, 2011
FEBRUARY 17

Private Wealth Management
Guest Speaker:  Geoffrey Raynor, CEO of Q Investments

Reading Assignments:

1. Hedge Funds Into the Boardroom, CBM, January/February 2007
2. The Mutual Fund in the ‘Flash Crash,’ WSJ, October 7, 2010
3. Hedge Funds Raided in Probe, WSJ, November 23, 2010
4. Tilton Flaunts Her Style as Patriarch, WSJ, January 8-9, 2011
5. Hedge Funds’ Pack Behavior Magnifies Swings in Market, WSJ, January 14, 2011
Focused Questions:

1. Should hedge fund executives serve on the boards of publicly traded companies?

The Role of the Federal Reserve
Speaker:  Richard Fisher, President & CEO, Federal Reserve Bank of Dallas

Reading Assignments:

1. Federal Reserve document (pages 1-25)

2. Geithner’s Trade Plan Falls Short at G-20, WSJ, October 23-24, 2010

3. Fed Fires $600 Billion Stimulus Shot, WSJ, November 4, 2010

4. Fresh Attack on Fed Move, WSJ, November 15, 2010Fed Global Backlash Grows, WSJ, November 8, 2010

5. Criticism Hinders Fed’s Plan, November 22, 2010

6. Investors’ Forecast: Sunny with a Chance of Overheating, WSJ, January 3, 2011

7. Meet the Supporting Cast, WSJ, January 3, 2011

8. Weak Hiring Casts a Cloud, WSJ, January 8-9, 2011

9. Fed Chief Gets a Likely Backer, WSJ, January 10, 2011
10. U.S. Factories Buck Decline, WSH, January 19, 2011

FEBRUARY 24

The CEO and the Media
Guest Speakers:  Wayne Slater, Chief Political Writer, Dallas Morning News

      James Moroney, Publisher and CEO of the Dallas Morning News
Reading Assignments:

1. Analysis: Post-Mortem of CBS’s Flawed Broadcast, NYT, January 11, 2005

2. How Old Media Can Survive in a New World, WSJ, May 23, 2005

3. Editor Out as Murdoch Speech Changes, WSJ, April 23, 2008

4. TV’s Alternate Universe, WSJ, October 15, 2010

Focused Questions:

1. What is the role of the media in the 21st Century?

2. How should the publisher balance the need to generate a profit and the newspaper’s responsibility to the public?
3. What can be done to help "old media" survive and prosper in the future?  Be specific about the various forms of old media.  

4. What can a major news organization do to insure that it reports the news in a fair and accurate manner?  

5. How should a CEO respond to the media concerning a crisis in his or her company?

6. When should a CEO not take a call from the media?

Case:  Saving Disney.  Harvard (9-905-014)

MARCH 3

Venture Funding

Guest Speaker:  Joe Aragona, General Partner and Founder, Austin Ventures

Reading Assignments:

1. Take the Money – or Run?, HBR, November 2004 (HBR Web site)

2. Making Sense of Corporate Venture Capital, HBR, March 2002 (HBR Web site)

3. Venture Funding Twist, WSJ, February 14, 2007

4. Entrepreneurship and Innovation, Ernst & Young (Aragona requested this be read by students prior to class)

5. The VC Shakeout, HBR, July-August 2010, p 21.23 (HBR website)

Focused Questions:

1. Explain the differences between a strategic and a financial investment from both the perspectives of the venture firm and the recipient of the funds.

Governance in the Defense Department
Speaker:  Bill Cohen, Former Secretary of Defense
MARCH 10

NO CLASS – GLOBAL TRIP
MARCH 17

NO CLASS – SPRING BREAK
MARCH 24

The External Auditor and the Audit Committee
Guest Speaker:  Darrell McKown, Partner, Ernst & Young

Reading Assignments:

1. Corporate Director’s Guidebook, Fifth Edition, Section 6

2. More Work for the Audit Committee, CBM, 1st quarter 2009

3. Auditors Face Fraud Charges, WSJ, December 20, 2010
Focused Questions:

1. What are the implications of risk-based auditing procedures?

2. What are the implications of Sarbanes-Oxley for corporate America?

3. How should the independent auditor interact with the audit committee, the Board, and management?

4. What has been the impact of Sarbanes-Oxley?

5. What did Mr. McKown mean by the corporate governance triangle?

6. What is the role of the review partner in an audit? 

Venture Capital

Speaker:  Shawn Rosenzweig, McCombs Enterprises

MARCH 31

The Chairman of the Board
Speaker:  Gary Kelly, CEO, Southwest Airlines

Reading Assignments:

1. Discount Carriers Southwest, AirTran Tie Knot, WSJ, September 28, 2010

2. Southwest Alters Plan, WSJ, September 29, 2010

The Future of the SEC
Speaker:  James Treadway, Former SEC Commissioner

Reading Assignments:

1. SEC Probes Canceled Trades, WSJ, September 2, 2010

2. Hurd Exit From H-P Triggers SEC Probe, WSJ, December 21, 2010

3. AMD CEO’s Board Fallout, WSJ, January 12, 2011

The Board, CEO, and Corporate Governance

Case:  Hewlett Packard Company: The War Within (9-107-030)

Case Questions:

1. What role did the H-P culture play in the events described in the case?

2. What could have been done to improve Chairman Fiorina’s relationship with the Board of H-P?

3. How should the Board have handled the “leaks” that were discussed in the case?

4. Do you feel that Fiorina should have held both the CEO and the Chairman position at H-P?

5. What role did gender play in the case?

APRIL 7

Corporate America in the 21st Century
Guest Speaker:  Tom Meredith, CEO of MFI Management, Former Acting CFO of Motorola, and former CFO of Dell
Reading Assignments:

1. CISCO Sees The Future, HBR, November 2008 (HBR website)

2. How GE is Disrupting Itself, HBR, October 2009, p. 56-65 (HBR website)

3. Creating Value in the Economic Crisis, HBR, September 2009, p. 70-71 (HBR website)

4. The 10 Trends You Have to Watch, HBR, July-August 2009, p. 55-60 (HBR website)

5. Finding Your Strategy in the New Landscape, HBR, March 2010, p. 54-59 (HBR website)

6. The Sustainability Imperative, HBR, May 2010, p. 42-50 (HBR website)

Entrepreneurship in America
Speaker:  James Carlin, Carlin Consolidated
APRIL 14

Lobbyist and Film Making – An Intersection
Guest Speaker:  William Banowsky, CEO, Magnolia Pictures

APRIL 21

Governance of a Non-Profit Organization
Speaker:  Lee Walker, Former Chairman of the Board of Capital Metro and former President of Dell

Reading Assignments:
1. The New Work of the Non-Profit Board, HBR Sept.-Oct. 1996 (HBR website)

2. Working on Non-Profit Boards: Don’t Assume the Shoe Fits, HBR, Nov.-Dec. 1999 (HBR website)

3. The High and Low Notes of Nonprofit Board Service, CBM, Summer 1999

Focused Questions:
1. Why do members of non-profit boards lose interest in their governance activities and what can be done to improve their relationship with the non-profit organizations they govern?

2. What are the differences between governing a for-profit and a not-for-profit organization?

Challenges Facing the World’s Largest Not-For-Profit Corporation
Guest Speaker:  Carolyn Gallagher, Former Chairman, Board of Governors, U.S. Postal Service

Reading Assignments:

1. Statement of Carolyn Gallagher, Chairman Board of Governors, U.S. Postal Service, March 25, 2009

2. Delivering on the Promise of Nonprofits, HBR, December 2008 (HBR website)

APRIL 28

The Chief Executive Officer
Guest Speaker:  Kenneth Jastrow, Former Chairman of the Board and CEO, Temple-Inland Financial Services

Reading Assignments:

1. What Executives Should Remember, HBR, February 2006 (HBR website)

2. The Wrong Way to Pick a Chief Executive...and the Right Way, CBM, May/June 2007

3. Risk: Every Board’s Biggest Challenge, CBM, January/February 2009

4. How to Pick a Good Fight, HBR, December 2009, pp 48-57 (HBR website)

5. Leadership in the Age of Transparency, HBR, April 2010, pp 39-46 (HBR website)

6. Accuser Said Hurd Leaked an H-P Deal, WSJ, November 6-7, 2010

7. Apple Chief to Take Leave, WSJ, January 18, 2011

Focused Questions:

1. What are some of the most important lessons that Peter Drucker had for business executives?  

2. Why is it so hard to fire a CEO?

3. What criteria should a board examine when its selects a new CEO?

4. How should the Board of Directors manage the succession process?

5. What is the most important responsibility of the CEO?

Public Relations

Guest Speaker:  Jeff Hunt, CEO of Pulse Point Group and Former CEO, GCI Read Poland

Reading Assignments:

1. Gilded and Gelded!  Hard-Won Lessons From the PR Wars, HBR, October 2003 (HBR website)

2. The Art of the Apology, CBM, Second Quarter 2010, p. 72

3. Six Ways to Survive a Crisis, CBM, First Quarter 2010, p. 20

4. Let the Response Fit the Scandal, HBR, December 2009, pp 82-88 (HBR website)

Focused Questions:

1. What can firms do to avoid public relations problems?

2. What role should PR play the firm’s communications strategy?

3. What are the 10 public relations “crisis that lie around the corner” and what can the Board of Directors do to deal with them?

4. What does the CEO need to understand about public relations?
MAY 5

In-Class Exam

CBM – Corporate Board Magazine
WSJ – Wall Street Journal
NYT – New York Times
HBR – Harvard Business Review
BW – Business Week

