THE REVOLUTION


Wilnet had a spectacular year as one of the few UK internet site development companies of critical mass.  It has taken full advantage of explosive market demand and its reputation for highly creative projects delivered on time to a premium price.

When you joined as Finance Director, six months before the float, you knew nothing about the internet market.  You were bored stiff by your previous job in one of the big five accountancy practices.  Wilnet’s charismatic Chief Executive, Bill Fortis, and the effervescent culture he propagated were therefore of considerable appeal.  The cut in salary was well worth the 10 per cent of the equity in options that you were offered.  Problems with basic financial controls and pricing policy were things you felt well equipped to sort out.  Hence, Wilnet looked like the opportunity you had always dreamed of and well worth the risk.

Any high expectations you may have had when you joined have been surpassed.  Getting on top of control and other issues didn’t take long.  Wilnet’s listing went extremely well and it has been tremendous fun to work with a winning team in such a high-growth area.  Today, just two years since the float, your equity and options are worth £8 million.

At the time of the listing there was a lot of heated debate.  This was not just over whether to float, but also which market to go onto.  The Chair still goads the rest of the board by saying that if Wilnet had gone to NASDAQ, as he had advocated, the business would have 10 times the value.  Although he is right, you sense that Bill, and for that matter yourself, would not have been that comfortable with life as a NASDAQ company.

Wilnet’s board consists of six quite different personalities.  Jeff Hupe, a lively New Yorker, is Chair.  Jeff had previously floated a company on NASDAQ and has added an enormous amount in terms of experience, credibility and contacts.  He was superb at the time of the float.  His only weaknesses are a low boredom threshold and a desire to get an instant response to everything.  As a former mentor of Bill’s, he was involved right from the outset.  Jeff has 10 per cent of the equity.  

Another founding director was Alan Tosper.  He owns 20 per cent and runs the media and publishing sector.  Alan is a bit of a loner.  He runs the most successful part of the business, yet is probably the least comfortable member of the team.  Nobody would be surprised if he just up and left one day, cashing in his chips and starting all over again.

Dave Sorpet couldn’t be more different, a real team player with a tremendous sense of humour.  He covers the fast-moving consumer goods sector, which, although not as profitable, has developed some of the most leading-edge products.  Dave is more modest than Alan and has also put more time into developing the company’s overall positioning.

Apart from being Chief Executive, Bill is the technical brains behind Wilnet.  In addition, he runs the business that supplies the technology sector itself.  Bill is highly rated by analysts and he and Wilnet have been getting some tremendous publicity.  His only regret is that he only had enough money to buy 5 per cent of Wilnet’s equity.

Wilnet’s final board member is John Forbes.  John is a highly polished corporate financier by background.  He joined Wilnet just before he retired in the run-up to the float.  Jeff and he get on especially well but he enjoys a good relationship with all of the board.  Wilnet’s smooth rise has meant he hasn’t had to do a great deal recently.

The major contribution you have made to Wilnet’s success has been well recognized.  Not being one of the founders meant that for a while you felt you were treated very much like an outsider.  However, you now feel that the others are, at last, slowly accepting you into the fold.

This morning, just before a board meeting, the Chair and Alan asked if you would join them for a quick meeting.  You are aware that there are tensions between the Chair and the Chief executive, but feel that Bill and Alan got along well.  Indeed, Bill has often defended Alan’s somewhat selfish behaviour.  So, what they have to tell you is something of a shock.

Jeff opens the meeting by telling you that he and Alan believe the time has come to replace Bill.  They believe that this is necessary on the grounds that the business has outgrown him; he’s too inward-looking and not strategic enough.  In their view, the best course of action is to replace Bill while the company is strong.  They have decided to confront the issue and to appoint Alan as Chief Executive.  Jeff and Alan want your support for this idea so that they can move forward and appoint lawyers.  In that way, they can present it as a fait accompli to Bill and avoid a messy or protracted boardroom bust-up.  They believe their views will come as a shock to Bill.  ‘Too right,’ you think.  They’ve come as a big shock to you.  ‘How long have they been plotting this?’ you wonder.

Despite the fact that they do have a bit of a point about the business outgrowing Bill, you feel a deep loyalty to him.  Instinct tells you Alan would wreck the business as Chief Executive.  Wilnet is a people business, after all.  Shareholder confidence, once knocked, is probably unrecoverable.  All sorts of thoughts are racing through your mind.  You decide to play for time and say:

‘While I’ve been aware of tensions, I had no idea you two felt as strongly as this.  I think it is important that we consider all the issues involved here.  I’m a bit disappointed that you have sprung it on me like this today just before a board meeting.  Consequently, I’d like to reflect on what you have said and I’d like to meet with you tomorrow to discuss it further.’

They reluctantly agree.  The plan was to tell Bill today.  They insist you don’t speak to him to alert him.  You agree not discuss it with him until tomorrow.  The board meeting was an odd affair and somewhat tense.  Bill sensed something wasn’t quite right and asks you after the board meeting what’s up with the other guys.


How do you respond and how do you deal with the various conversations that will ensue?



What are the issues?

Not a particularly pleasant situation to be faced with, especially if you are convinced that if Alan and Jeff get their way, the business will suffer serious damage.  If they don’t, then they’ll probably have to go.  Either way, a boardroom battle will ensure and undermine the company with investors.  The damage to your own wealth will also be significant.

Assuming the voting rights are equal, that Dave will vote with Bill, and John with Jeff, then the reason they approached you is obvious: your vote will swing it.  They don’t seem dumb enough to seek a vote and lose.

Could they be right?  Has the business really outgrown Bill?  What’s the evidence for this view?  Even if it has, is this the way to deal with it?  Why have they chosen to do things this way?  What will be the effect on the share price of Bill going?  How would Bill react?  Are they right about Bill but wrong about Alan?  If you support Bill’s removal, can you avoid Alan being appointed his successor?  What does this mean for Dave?  Will he be next?  Depending on your confidence and ambition, it might also cross your mind that you could be a compromise candidate for chief executive.

Is there a solution available that doesn’t involve such a dramatic split?  What should John’s role be?  Has he already been consulted?  What would he think?  Could he be the one to sort things out?  What do the company’s brokers and other key advisers think of the chairman and Alan?  How damaged would the business be if they went?

Should you speak to Bill before responding to the chairman?  You have agreed not to.  However, you may consider that the way in which they have treated you means you are free to do whatever you consider right.  Does deciding to talk to Bill mean implicit support for him?  Jeff and Alan will probably see it that way.  Should John be consulted first?  Perhaps the combination of you and him might persuade Jeff to drop the idea.  

Whatever happens, life on the Wilnet board will never be the same again.


How to decide?

Unless you take the decision to involve Bill, Dave or John, it looks difficult to make any progress.  More information is likely to have little bearing.  However, this is new territory for you, so maybe chatting it through with someone you think might have experienced something similar may help.  Jeff sounds as if he is someone used to winning fights.  If you decide to join forces with Bill, you may need some support.  Should you enlist that support before you speak to him, or involve him in gaining it?

What is best for the company?  Working this out may not be straightforward, but helpful nevertheless.  Does supporting Bill mean that Jeff and Alan would end up going?  If so, what would be the impact and how could you do it with minimum damage?  What’s the legal position?  Do Jeff and Alan have the power to do this?  Is there anything in Bill’s service contract to stop them?

This is definitely a situation where instincts matter a great deal.  A lot has to do with the trust between the various board members.  So, what are your instincts telling you?

No doubt the impact of the different alternatives on your own position and wealth will be taken into account.  Would jotting down the different possibilities help?

What will the key institutional shareholders think?  Asking them at this point may not be a great idea.  Confidence evaporates surprisingly quickly in technology stocks.  What about the company’s professional advisers?  Do you have a confidant at one of them whose counsel you could seek?



What to decide?

Balancing what is in the best commercial interests of the company with a concern for proper corporate governance and a desire to do what is fair to Bill could be difficult.  The decision turns on how strong you think Bill is and whether supporting him will do less damage to the business.  Whether or not you should talk to Bill depends upon this.  Clearly, if you come down on the side of the Chair and Alan it would probably be best not to.

Deciding who to talk to first is therefore important.  Much will depend on your relationship with John.  He looks like a possible honest broker and calming influence.  Yet if the bond between him and Jeff is the strongest, this could be a big mistake.


How to communicate it?

‘Carefully’ is the word that springs to mind.  Bill is bound to be highly charged.  Jeff is impulsive and could leap to the wrong conclusion.  Alan will clearly be tense.  You are in a state of shock and high anxiety.

In a situation like this, there is a high probability that what you say is not what gets heard.  Using as few calm words as possible and concentrating on the facts will reduce the likelihood of confusion.  That said, conveying how you feel may well help turn the situation, particularly with John and Jeff.

If you decide to speak to Bill, be brief and if you have decided to support him, make sure that he is in no doubt. He’s no idiot, so he will realize the seriousness of the situation immediately.  He is bound to be angry, so making sure he doesn’t do anything rash is important.

At this stage, it is wise not to tell anybody else within the company and try to ensure that no-one gets the impression that there’s a bust-up on the board.


What did the finance director do?

This was a very tricky situation.  Alan and Jeff had a point about the business outgrowing Bill.  However, their approach incensed the finance director (FD).  He also felt that Alan would be a disastrous choice as chief executive.  He thought that he would do a better job himself, but he didn’t feel he was ready to be a Chief Executive yet and certainly not in this situation.

Alan and Jeff’s behaviour made him even more convinced that their proposal would be bad for Wilnet.  Talking to Bill seemed the only way to block them.  The option of enlisting Dave’s support and trying to head them off without Bill knowing was quickly discounted.  The FD and Dave would be no match for a committed Jeff and Alan.

When he spoke to Bill, he told him that the Chair had asked him to support the appointment of Alan as the new chief executive because, ‘Jeff thinks that while you have been great for the phase we have been through, Alan is the right man for the next phase.’  He continued:

‘I have to say I was shocked, Bill.  I don’t think it’s a good idea at all.  While you are bound to have to hand on at some point, it isn’t now.  Alan would be the wrong successor, anyway.  I’m very concerned at the way they are going about it.  You have to take this threat seriously, Bill.  We need to try and stop this idea.’

Bill was outraged and was determined not to let them take what he sees as his company away from him.  He couldn’t understand how the Chair could have betrayed him: ‘Alan must have put him up it.  Wonder what he’s told Jeff.  Thought he’d been a bit sheepish last week.’

To his credit, Bill calmed down very quickly and suggested that he and the FD both meet later with Dave and come up with a plan of action.  Dave was as shocked as the FD and added some helpful insight.  He had overhead Alan and Jeff a few weeks ago and was surprised to hear Alan taking credit for some of Bill’s ideas and rubbishing Bill’s new plan for expansion in Germany.  At the time, he put it down to one of Alan’s grumpy moods and thought nothing more of it.

The plan was based on the premise that Alan had been feeding Jeff misleading information and that once Jeff was aware of this, it would be Alan who would be leaving.  But how could they make Jeff realize this?  He was bound to be suspicious of the FD’s motives if the latter told him on his own.  Could the FD see Alan and get him to yield?  It took him a while to decide how to go about achieving his aim.

He decided that they should discuss the situation with John and be open with him.  If he wouldn’t offer support, then they would speak to Jeff and, as a final resort, threaten to resign en-masse.

John had had a glittering career and been involved in many difficult situations.  Somehow, he had always emerged calm, smooth and with honour.  When the FD saw John, he was very much in listening mode and was non-committal.  He told the FD that he thought the best course of action was for him to speak to Jeff and establish exactly what had happened.  Although he didn’t say much, he did give the FD the feeling that he could be trusted.

The FD never really found out what John said to Jeff.  The next morning Jeff asked Bill, Dave and him to join him in his office.  He said:

‘Guys I’m afraid I’ve made one hell of an error of judgement but I’m happy to report that it has now been rectified.  Alan has decided to leave the company at the end of the month.  He’s made a great contribution to the business over the last few years and we will be kind to him in the PR.  Although he should go, I still think there are some issues we need to address together.  Now is not the time.’

[bookmark: _GoBack]Alan’s successor was recruited as someone who had the potential to take over as CEO when Bill retires, in two years’ time.  He is well on track to do that.  Wilnet has gone from strength to strength and is as highly rated as ever.  Alan now runs his own small business and has benefited from keeping his Wilnet shareholding.




