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The director walks a tightrope. His responsibility is to be supportive to 

management, but not a rubber stamp. He directs, but he does not manage. Legally 

he has the ultimate responsibility for both the formulation of strategy and its 

implementation, but as a practical matter he relies on the CEO. He and his fellow 

directors elected the CEO, but he may later have to remove him. He is responsible 

for the long-run health of the cooperation but most of the information he receives 

on its performance relates to the short run. He has a legal responsibility to the 

shareholders but he has a moral responsibility to the employees, customers, 

vendors and society as a whole. He is responsible for keeping the shareholders 

informed, but at the same time he should not disclose information that would be 

adverse to the company’s best interests. He has personal goals, as does the CEO. 

However, the director must ensure that neither his goals nor those of the CEO 

overshadow their obligations to the corporation and its goals.



1.  What is a board and what issues does it solve?

2.  What are key functions of the board?

3.  What characteristics should board members have?

4.  Why do boards need diversity?

5.  What should be the quantitative composition of the board?

6.  Who is the executive board member?

7.  Who is the non-executive board member?

8.  Who is an independent board member?

9.  What is the role of the chairperson of the board?

10.  What is the role of board committees?

11.  How does the board act?

12.  What are the responsibilities of a board member?

13.  What does “ethical tone comes from top” phrase mean?

14.  What rights do board members have?

15.  Who is mapping out the succession planning of the board?

16.  Why is board evaluation necessary?

17.  What is an onboarding program for a board member?

18.  Do directors have to be trained?

19.  What should be the relations between the board and the executive team?

20.  Do directors have to be paid?

21.  Why is directors and officers’ liability insurance needed?

22.  What issues can be included in the board agenda in 2021? 

IN THIS BROCHURE YOU WILL GET THE 
ANSWERS TO THE FOLLOWING QUESTIONS
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Effective and robust boards are an essential feature of successful companies. The board is a 

company’s governing body. It consists of a group of individuals elected by shareholders. 

The board is collectively responsible for promoting 

the success of the company by leading and directing 

the company’s affairs. 

The issues of the board are:

• Ensure the company’s prosperity (a duty to the company),

• Collectively direct the company’s affairs (entrepreneurial leadership of the company),

• Control executive management (develop a framework of prudent and effective controls),

• Meet company’s shareholders’ interests (satisfy the agency problem),

• Meet company’s stakeholders’ appropriate interests (corporate responsibility),

• Ensure the board’s moral and ethical commitment (integrity and anti-corruption 

compliance).

Developing the company’s purpose, vision, values

The board should develop a purpose statement so that the entire company understands its 

strategic direction.

Strategic guidance 

The board should approve the company’s strategy, risk management policy, annual budgets, and 

business plans. The board should monitor corporate performance, and oversee major capital 

expenditures, significant acquisitions, and divestments.

Management appointment

The board should be involved in selecting, appointing, motivating, overseeing, and, where 

WHAT IS A BOARD AND WHAT 
ISSUES DOES IT SOLVE?1

WHAT ARE KEY FUNCTIONS OF THE 
BOARD?2
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necessary, replacing the CEO.

Ensuring appropriate controls

The board is responsible for establishing appropriate controls that work effectively. These include 

ensuring the compliance with the standards of integrity, the company’s accounting and financial 

reporting systems; the independent internal and external audits; systems for risk-management, 

and other law and standards applicable to the company.

Overseeing disclosures

The board is responsible to ensure that shareholders and the markets receive “material news” 

about the company, on a timely and fair basis.

The effectiveness of the board is conditioned by its human capital, such as skills, knowledge and 

behavioral attributes.  

The main characteristics of Board members are as 

follows:

Sectoral

Knowledge and experience of the board member 

regarding the activities of the company.

Managerial

Board member’s awareness of corporate governance, its principles and procedures, and the role 

of the board and his/her role within the corporate governance system.

Behavioral

Individual characteristics of a board member that help him to use his/her knowledge and skills to 

communicate with the board, executive body members and other stakeholders. These include the 

ability to communicate, make connections, manage one’s own emotions and perceive the emotions 

of others, work in a team, have great presentiment, a positive, inspiring attitude, etc.

WHAT CHARACTERISTICS 
SHOULD BOARD MEMBERS HAVE? 3
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The board is a collegial body. Its main advantage is the truth finding through discussions, and 

the disadvantage is the probability of groupthink development. According to General George 

Patton, “If everybody is thinking alike, then somebody isn’t thinking.” Groupthink is one of the 

deadlocks of the board, as it restricts open and honest discussions, excludes the consideration of 

alternatives. One of the ways to avoid the danger of groupthink is to ensure diversity in the board.

The diversity of the board means to ensure the representation of people of different age, gender, 

race, nationality, education, experience, and sectoral specializations. This aims to promote 

informed and balanced decision-making by the board through a combination of different 

knowledge, skills and expertise and on the basis of pluralism.

The quantitative composition of the board can have a significant impact on its effectiveness. 

Limited number of members may lead to the inefficient board dynamics, and the larger number 

may hinder the operative decision-making.

The board should be of a sufficient size so that its members’ skills and experience are appropriate 

for the needs of the company. The board’s size should also allow it to change its composition 

without disrupting the working process of the latter. At the same time, the board should not be too 

large as to maintain the efficiency of its activities the quantitative composition of the board should 

enable it to involve both executive and non-executive board members.

An executive member of the board is an individual that holds an operational position in the 

company. The CEO, the chief operating officer (COO), and/or the chief financial officer (CFO) are 

usually involved in the boards as an executive members. These directors are best informed about 

WHY DO BOARDS NEED DIVERSITY?4

WHO IS THE EXECUTIVE BOARD 
MEMBER?6

WHAT SHOULD BE THE QUANTITATIVE 
COMPOSITION OF THE BOARD?5
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the company’s business and its challenges since they make decisions daily about the company’s 

operations. They are ultimately responsible for the company’s operating results too.

Non-executive members of the board do not hold an executive position and they may be 

independent. They can provide the board with additional external experience and knowledge, and 

may have useful contacts that can be used for the company’s benefit.

The role of the non-executive member has the following key elements: 

Strategy: Non-executive members should constructively challenge the management and help it 

develop strategic proposals; 

Performance: Non-executive members should scrutinize the performance of management to 

monitor implementation of agreed goals and objectives; 

Risks: Non-executive members should insure the integrity of financial information and that 

financial controls and systems of risk management are robust and protected; 

People. Non-executive members are responsible for determining appropriate levels of 

remuneration of executive directors and have a key role in appointing, and where necessary 

removing and succession planning of executive directors.

An independent member is a non-executive member of the board of directors who (1) do not have 

a material relationship with the company, (2) is not a part of the company’s executive team, and (3) 

is not involved in the day-to-day operations of the company. 

To have independent board members is a key of good corporate governance. The independent 

member is one of the preconditions to monitor the performance of the executive management and 

it serves to reduce the divergence between the interests of shareholders and management. 

WHO IS AN INDEPENDENT BOARD 
MEMBER? 8

WHO IS THE NON-EXECUTIVE 
BOARD MEMBER? 7
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The chairperson of the board provides guidance to the Board and its successes and failures 

are conditioned by the ability of the chairperson to encourage teamwork. The chairperson of 

the board must be ready to work with both individual board members and the whole team, 

maintaining an atmosphere of agreement 

and partnership. He/she should be able to 

organise open and transparent discussions, 

form a debate environment, understand the 

essence of the issues that arise in the board, 

and resolve the conflicts. Before putting any 

question to vote, the chairperson needs to 

make sure that the members of the Board are informed on that issue properly and equally. 

From legal point of view, chairperson of the board is endowed with the same competence and 

responsibility as any member of the board, but the management of the Board is solely designated 

to the chairperson. Consequently, he is the first among equals (“primus inter pares”).

The chairperson has to ensure that the board’s agenda focuses on the key tasks of the company, 

as well as that the board members ensure the company’s progress but do not diverge the activities 

of the executive team. The chairperson has the task of preparing for and chairing board meetings 

and coordinating the timing and frequency of meetings, as well as developing a work plan. The 

chairperson ensures that board members have relevant, up-to-date information on the company’s 

activities to make informed decisions. 

The Board needs professional judgment and advice when implementing its strategic leadership 

and oversight functions. Sometimes a smaller group can be more focused and efficient in dealing 

with issues than the full board. A committee is created to provide counseling and advice for the 

board or to handle a task on the board’s agenda. Delegating separate issues to committees does 

WHAT IS THE ROLE OF THE 
CHAIRPERSON OF THE BOARD?9

WHAT IS THE ROLE OF BOARD 
COMMITTEES?10
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not mean delegating board functions to them. Committees do not replace the board. Committees 

are accountable to the board. Audit, remuneration, nomination, and risk management committees 

have become more widespread in the corporate governance system of companies.

The board organises its activities through meetings. One of the factors determining the successful 

activity of the board is the effective organization of its meetings. For this purpose it is necessary to 

pay attention to the following questions:

1. The agenda of the board must be realistic. A realistic agenda is an instrument that ensures that 

the issues of urgent importance for the company are to be discussed and resolved. 

2. The issues included in the agenda should be classified according to priorities. For example, a 

decision on some issues may be required at the given meeting, and some may have informative 

nature. Therefore, the first type of issues should be at the top of the agenda. 

3. Materials and documents on the agenda issues should be submitted to the board members in 

time so that they have the opportunity to adequately prepare for the meeting and make informed 

decisions. 

4. Decisions are reached and there is clarity about who is going to do what and when. 

5. At the beginning of the regular meeting, the members of the board should have the opportunity 

to check on progress made in implementing decisions taken at prior meetings.

Members of the board are proxies of shareholders. They are obliged to justify the shareholders’ 

vote of confidence by their activities. That is why board members assume the responsibilities of a 

proxy called fiduciary.

Key elements of fiduciary responsibilities of board members are diligence and prudence.

Reasonableness implies that board members are required to act on behalf of the company in 

a manner that is consistent with the behavior of careful and reasonable person in comparable 

circumstances, taking into account customary business practices.

HOW DOES THE BOARD ACT? 11

WHAT ARE THE RESPONSIBILITIES OF 
A BOARD MEMBER? 12
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Within the framework of the obligation to exercise diligence, the members of the board shall 

demonstrate proper activity and engagement, regularly attend board meetings and actively 

participate in them, submit proposals on the agenda of the board meeting, the issues included 

therein, and, if necessary, submit a request for a 

meeting, take possible efforts to make sure that the 

internal control system of the company operates 

effectively, to act in a proper manner, to involve 

consultants if necessary, etc.

The obligation of prudence requires the members 

of the board to act in the interest of the company, excluding situations when their personal 

interests become predominant over company’s interest. The member of the board is prohibited to 

have any participation in competing entities, to use the company’s property and opportunities for 

personal reasons and purposes, to disclose confidential information about the company and use it 

for commercial purposes, to accept gifts or other direct or indirect benefits that are intended to 

influence his/her position.

The board member is obliged to act within his/her competences and to support the success of the 

company.

The company’s ethical standards are practically reflected in what signals the board sends to the 

company’s stakeholders through its decisions. In this way, the board can encourage or block the 

atmosphere of trust.

The commitment of board members to the principles of integrity, common sense, prudence, 

honesty, fairness, conscientiousness, respecting and keeping your word helps to strengthen the 

trust of its stakeholders in the company.

Board members should also realize that the company’s business reputation is a continuation of 

their own reputation. The board should be committed to governing the company’s corporate ethics 

and ensuring anti-corruption compliance by implementing an ethics and compliance program, and 

ensuring its effective operation.

The commitment to high ethical standards is in the long-term interest of the company as a means 

WHAT DOES “ETHICAL TONE 
COMES FROM TOP” PHRASE MEAN?13
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Members of the board have the right to:

• Access to company information to carry out 

their duties;

• Discharge their duties without interference;

• Attend board meetings, being informed, and 

vote at them;

• Receive reasonable notice of meetings in time;

• Obtain outside advice if necessary;

• Claim reimbursement of his/her expenses or performing the duties of a board member;

• Submit draft decisions to the board for discussion;

• Have speeches at the board meetings, ask questions, make suggestions;

• Be nominated and elected as the chairperson of the board;

• Be included in the board committees;

• Get acquainted with any document addressed to the board or its committees, etc.

The board should map out its succession planning. While assessing the need for self-improvement, 

the board should constantly analyze the input and experience of its members.

As a preparation for its succession planning the board should do the following:

• identify the needs of the company’s board, have a clear understanding of the capabilities, 

strengths and weaknesses of the board members. This is necessary to clarify expectations from 

the new composition of the board, for which the results of the board’s evaluation can serve as 

a basis;

of building trust in it and ensuring its reliability not only in terms of current activities but also in 

terms of long-term liabilities.

WHO IS MAPPING OUT THE SUCCESSION 
PLANNING OF THE BOARD? 15

14WHAT RIGHTS DO BOARD 
MEMBERS HAVE?
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• elaborate the selection criteria of the members of the board of the company relating to the 

areas of expertise, experience, capacities of the members, ensuring diversity within the board;

• determine the quantitative composition of the board;

• define the quantitative ratio of executive and non-executive members, including independent 

members;

• identify the necessity of forming board committees;

• elaborate a plan for search and recruitment of candidates for board members and make a 

shortlist of candidates;

• ensure internal legal acts regulate a clear 

segregation of duties and roles in the board.

One of the modern trends in corporate 

governance is the formation of a special 

board committee, the nomination committee, 

one of the key responsibilities of which is the 

succession planning of the board, including the 

development of the board’s skills matrix.

The skills matrix is necessary to:

• evaluate capacities and expertise of board members,

• identify the potential of the company in addressing its strategic issues and overcoming future 

challenges, set board members selection criteria,

• update the composition of the board and ensure the continuity of the board’s activities.

The board should regularly improve its performance. 

The board is evaluated to clarify steps to improve its performance. In order to expect essential 

results from a board evaluation, it must be fair and rigorous enough, but to have a positive 

purpose.

The Board evaluation:

• helps to analyze the board’s activities, including the activities of its committees and each of 

board members, 

WHY IS BOARD EVALUATION 
NECESSARY?

16
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• helps to identify opportunities and needs to 

increase the board’s performance efficiency,

• supports timely adjustments in the activities 

of the board, committees, as well as individual 

members of the board, 

• ensures alignment of the agenda with the 

strategic objectives of the company,

• strengthens the reputation of the company and board members, especially among 

shareholders and investors,

• promotes culture for the board members’ training/development as well as board’s succession 

planning.

The board’s evaluation initiative must come from the board. The chairperson of the board is 

usually the one who presents the issue to the board for discussion. Explanatory or orientation 

work among board members is very important when initiating an evaluation, so that they perceive 

the need for evaluation, its objectives, and possible benefits.

The company may invite an independent evaluator to ensure the objectivity and 

comprehensiveness of the board evaluation.

Each company should develop its own comprehensive, formal onboarding program that is tailored 

to the needs of the company and individual non-executive directors. The onboarding program 

is needed to integrate the new board member into the company’s corporate governance system 

as soon as possible. Through onboarding training, the company’s field of activity, competitive 

environment, management and corporate structure, composition of the board and the executive 

body, including key employees, business model features, key risks, regulatory framework, key 

range of clients and partners, as well as other information considered essential by the board, are 

introduced to the new board member.

WHAT IS AN ONBOARDING PROGRAM 
FOR A BOARD MEMBER? 17
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The board should ensure that its knowledge and functionality is consistent with the company’s 

growth and structure. This is possible through the continuous professional development of the 

board members, the main objective of which is to increase the efficiency and performance of 

the board. Companies are constantly operating in a changing business environment. To respond 

adequately to these changes, board members should be consistent in developing their knowledge 

and skills. The continuing professional development of the board members should be based on 

and derived from the needs of the board and its members, as well as the business perspectives 

programs and challenges facing the company. The results of the board evaluation are the basis 

for the continuous professional development of the board members. Based on the evaluation 

results of the board’s activities, the program of continuous professional development of the board 

members should be developed, the training programs for the board members should be reviewed. 

Corporate governance centers, institutes of directors usually offer such programs. There are also 

international training and certification programs for board members.

An important component of a proper corporate governance system is the formation of constructive 

relationships between the board and the executive body. These relationships should be based on 

mutual respect and trust, be open and unconstrained, as well as be focused on understanding the 

importance of each other’s role, scope of responsibilities and expectations.

WHAT SHOULD BE THE RELATIONS BETWEEN 
THE BOARD AND THE EXECUTIVE TEAM?19

DO DIRECTORS HAVE TO BE 
TRAINED?18
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Board members should be paid fees in return for the services provided to the company. Only non-

executive board members are paid as board members.

The total remuneration of the board is decided by the general meeting, but the board decides how 

the total remuneration is distributed among the members of the board.

The structure of non-executive remuneration is normally comprised of the following:

An annual fee. This is normally paid in cash. Each non-executive director usually receives the 

same annual fee.

A variable fee. This is normally paid and provides a motive for directors to attend the meetings. 

The chairperson, the committee directors and members will normally receive an additional sum of 

money.

The total size of the remuneration for the non-executive directors should not be so large that it 

jeopardizes their independence because they would not wish to lose their substantial income.

D&O – Directors and Officers Liability Insurance secures board members and officials against the 

risk of wrong decisions, as well as against the risk of damaging the company and the third parties. 

Insurance is financed by the company. D&O’s primary function is the protection of the company’s 

interests. This enables to engage professionals as well as to resolve disputes and conflicts in a 

civilized manner. A board member usually does not assume his/her responsibilities until the 

liability risk for his/her actions and decisions are insured. D&O only covers civil liability insurance.

DO DIRECTORS HAVE TO BE PAID? 20

WHY IS DIRECTORS AND OFFICERS’ 
LIABILITY INSURANCE NEEDED? 21
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According to the KPMG Board Leadership Center, the following issues will catch the attention of 

company boards:

• Maintain focus on management’s response to 

COVID-19, while keeping sight of the bigger picture 

of business,

• Manage human capital and map out the CEO 

succession plan,

• Insist on real changes to combat racism and 

inequality in business,

• Re-evaluate the company’s focus on ESG 

(Environmental, Social, and Corporate Governance 

refers to the three central factors in measuring the sustainability of an investment in a company),

• Reassess whether crisis readiness and resilience plans are effectively linked to the company’s 

key risks,

• Approach cybersecurity and data privacy,

• Help set the tone and monitor the culture throughout the company,

• Build the talent in the board around the company’s strategy and future needs,

• Be proactive in engaging with shareholders and activists,

• Factor new technologies into the board of directors’ activities.

WHAT ISSUES CAN BE INCLUDED IN 
THE BOARD AGENDA IN 2021?22
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1. Selecting the right CEO comes before all other tasks.

2. You should discuss a CEO behind his/her back.

3. Act as if you work for a single absentee owner.

4. Be fair, swift, decisive — and prepared to fire people.

5. If you perceive a problem, speak up about it.

6. When no one is listening, reach out to the 

absentee owner: shareholders.

7. Sometimes a leader has to burp at the table.

8. Don’t let any outside consultant decide how much 

people get paid.

9. There is only one way to avoid audit issues: pry.

10. When it comes time to choose your own replacement, refer to commandments 1 through 9.

WARREN BUFFETT’S 10 COMMANDMENTS 
TO THE BOARD
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The Center for International Private Enterprise (CIPE)  is a non-profit international affiliate 

of the United States Chamber of Commerce and a core institute of the National Endowment 

for Democracy. Founded in 1983, CIPE’s mission is to strengthen democracy around the globe 

through private enterprise and market-oriented reform, fulfilling our vision 

of a world where democracy delivers the freedom and opportunity for all 

to prosper. CIPE does this by partnering with local business associations, 

chambers of commerce, universities, think tanks, and advocacy groups to 

advance democratic and economic reforms worldwide.

CIPE is headquartered in Washington, D.C. and currently has regional offices and representatives 

in more than a dozen countries, as well as a vast network of partners past and present. A 

wide range of donors directly support CIPE’s work, and CIPE regularly collaborates with other 

international development and democracy organizations to carry out joint projects.
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The Corporate Governance Center foundation  (www.corpgov.am) was established in 2002. 

The Center is an independent expertise platform, the mission of which is the promotion of 

corporate governance international progressive practices and principles. 

The main objectives of the Center are:

• creation of prerequisites necessary for the formation of 

efficient corporate governance practices in private sector; 

• participation in legal reforms and enforcement practices 

regulating corporate governance relationships; 

• raising public awareness in the matters of corporate governance;

• realization of researches on corporate governance and other related issues.

The Center offers quite a wide range of services to Armenian market participants: from corporate 

governance system evaluation (analysis) to business consulting directed to system improvement, 

trainings and provision of other services.

The Center has formed and leads the  Business Integrity Club, the 

first anti-corruption collective action initiative in Armenia. The Club 

aims to unite the representatives of the Armenian business community 

who respect the culture of integrity and to promote their collective 

action on issues related to corporate governance.

http://www.corpgov.am


Tel.: (+374 99) 444 442

E-mail: corpgov@corpgov.am 

www.corpgov.am, 

www.businessintegrityclub.corpgov.am
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