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Institute of Corporate Directors
Podcast Transcript: Be It Resolved: Character Needs to Be on the Board

Matrix.

Rahul Bhardwaj (0:06 - 1:50): Welcome to Be It Resolved, Season 2, the podcast where bold
ideas meet courageous leadership. I'm Rahul Bhardwaj, President and CEO of the Institute of
Corporate Directors in Canada. In each episode, | speak with experts to delve into pressing
issues impacting directors and decision-making in the boardroom.

My guest today is Bill Furlong. Bill is an executive in residence at the Ivey Business School,
where for more than a decade, he's focused on leader character. His work has appeared in
MIT Sloan Management Review, Business Law International, and the Global Risk Institute.

He's a co-author of The Character Compass and founded his own podcast, Question of
Character. He previously held senior leadership roles at TD Securities, retiring as vice chair.
He served on regulatory and public sector boards, including the Ontario Securities
Commission and the Capital Markets Tribunal.

He holds an ICD.D designation, and he's an MBA from the Ivey Business School. Now, today's
resolution, Be It Resolved, character needs to be on the board matrix. Today, we'll explore
why leader character is increasingly recognised as a strategic asset in corporate governance.

And boards are facing heightened expectations, greater complexity, and a public that is asking
harder questions about judgement, trust, and accountability. But should it be on a board
matrix? Well, you'll have a chance to vote as well.

Welcome, Bill.

Bill Furlong (1:34 — 1:35): Thank you, Rahul. I'm delighted to be here.

Rahul Bhardwaj (1:36 — 1:50): Great to have you. And you get to vote on this a little later. So,
let's start to unpack this and dive into the conversation.

And you and | talked about that old saying about hire for competence and fire for character.
What does that have to do with this?

Bill Furlong (1:51 - 2:37): So, hire for competence and fire for character is something that |
think people often settle for because they think about character. They have a number of
assumptions around character. First, they think that character is kind of important, but not as
important really as competence.

That's the first assumption that people walk with. The second assumption is that character is
very subjective. It's not an objective thing.
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Everyone has a different take on character. And then the third thing is that when you think
about character being subjective, because it's very subjective, it can't be really developed. It's
almost like personality.

You can't develop it. You can't change it. It's one of those things that you're bored with, and
you've got to live with it.

| think those assumptions are flawed, and | think that's why it's not a winning strategy to think
about it that way. And because of those flawed assumptions, | think there's a big opportunity
here for boards.

Rahul Bhardwaj (2:38 - 2:55): So, let's start to unpack some of this because | think you're right
on the most people are going to say it feels too subjective. And in fact, it feels a little
judgemental when we start talking about evaluating people's character and you're saying that
it's not a winning strategy for boards. What exactly do you mean by that?

Bill Furlong (2:55 - 5:05): | think the answer to that lies in probably challenging those three
assumptions that people have. And | would actually argue Rahul, | had the exact same kind of
assumptions before | got engaged with the work like more than 10 years ago. First of all,
character is not particularly important.

People think about it mostly like ethics and morality or it's kind of like being nice. | think the
view more accurate and the one certainly that I'm engaged with is more of the view of
Aristotle. The character is the foundation of human flourishing.

It's like a philosophical mindset, if you will. And then over time, that philosophical mindset
has poured into psychology. So, we're thinking about the virtuous behaviours.

Again, what Aristotle would have thought things like courage and humility and temperance
and that whole positive psychology movement. That's, you know, maybe 20, 30, 40 years ago.
And now that work has poured into organisations and leadership.

But what are the virtuous habits of behaviour that operate and function best in terms of
leadership and also in terms of performance? And so, moving away from the idea of morals
and ethics and thinking about it in terms of decision making and performance and well-being.
And the data supports that.

They'd actually supports that the strength and character actually produces outcomes more
than you think about if it was just thinking about the context, for example, of morals and
ethics. And | think we're going to come back to that later. So that's the first one.

The second part is, is it objective or subjective? And | think there's lots of data and support
that says actually its objective and its objective because really, we're focussing on behaviours
here. That's not something that's going on inside of people's heads.
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It's actually one of the behaviours that we can actually see each and every day. And then
lastly, because it's observable and their habits of behaviours, they can be changed. So, like
any habit, you can change it for better or for worse.

So, think about fitness. | mean, fitness is a habit. If you let yourself go like | have in the past,
like that becomes a habit.

And then if you want to really focus on your fitness, that becomes a habit. And again, there's
techniques that can be used in the exact same way to develop and strengthen character, very
similar to the stuff you see around the technologies and the techniques used in athletics and
nutrition. And they can and do change behaviours.

And when you've got something to target at, and that is this optimal set of behaviours, then
you can make a real difference to your outcomes.

Rahul Bhardwaj (5:05 - 5:39): Bill, first of all, | want to thank you for being the first guest to
bring Aristotle into the podcast. So, let's get this right back into the board. How does character
though influence board decisions?

And a part of that is | think most people would say that it's implicit that you're going to get
character with directors that come into the boardroom. That's a part of reaching a certain
level of competency, whether it be as an executive or as a leader in general. But I'm getting
the sense that you're saying maybe it's got more impact in the boardroom.

Let's talk a little bit about how does it influence board decisions?

Bill Furlong (5:39 - 10:00): You're exactly right, Rahul. That's exactly what | think. Before we
actually talk about character, | want to stop on competence.

Competence is absolutely critical, right? Both when you're on a board, you bring some sort of
subject matter expertise to it, but you're also bringing governance, of course, which is what
ICD is all about. And competency is really critical.

For example, when you hire a lawyer, you want that lawyer to be competent. But we believe,
and we think the evidence supports, that character is every bit as important as competence.
So back to the lawyer again.

You might have a really competent lawyer but imagine if that lawyer actually is not at all
humble. They don't really take into account the other's position and you can't really talk them
out of a position. That's going to impair their judgement and ultimately the outcomes that
you have with your lawyer.

We look at it and think the character actually determines how you will employ your
competence and therefore the outcomes. Now let's think about that in the context of a
director. What's the most foundational thing that we as directors bring to the boardroom?
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And | think what we bring is judgement and it's decision making. We have typically SME
backgrounds, like some sort of special knowledge. For example, I've got a background in
securitisation, but that whole competency frequently is dated.

And there's also that whole management and board symmetry. So, the first thing is that
competency is really important in terms of governance, but it's the character. It's the
judgement and decision making which is completely in line and at the foundation of what we
think about character.

And then think about where it's absent. So, think about the Volkswagen engineers several
years ago. An enormous amount of competency.

| know this in the context of the boardroom, but just sort of creating the example. Those
Volkswagen engineers had an enormous amount of competence. They ended up using that
competence to cheat emission tests.

That's an example of character. And that was an organisational wide issue. And it's been
written up many times.

That's an organisational wide issue of where character was absent and then ended up using
the competency and the commitment, the hard work of the engineers to produce a bad
outcome. The exact same thing in the global financial crisis. It's what you saw was going on at
Enron.

That's when character is absent or it's weak in the context of strong competencies and strong
work ethics. So, you end up getting bad outcomes. Where do you see its present?

Going back all the way to McCain's Listeria crisis. That's an example of an organisation using
character in a critical moment to create an excellent outcome. They ended up turning a bad
situation in many ways into a good one.

But the key point here is that in the context of character, virtues can turn into vices. So,
whenever you've got a virtue, maybe a courage, maybe it's accountability. If it's too much, it
can actually get turned into something that's bad.

| think actually you've done a bunch of work Rahul with Ivey. And one of the things | think was
a study that was done several years ago. And one of the things that was found is that boards
typically kind of over index on the dimension of character of collaboration.

Now imagine a boardroom where people are super collaborative, but maybe the
accountability is not that strong. The risk is everyone's just kind of nodding their heads going
along. Yeah, that's good.

What does that lead to? That leads to groupthink, right? Which is an anathema inside the
boardroom.
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Now take that accountability. Let's work on our accountability and make that super strong.
But now let's imagine that you have tonnes of accountability, but you don't have much in the
way of temperance, like patience.

What's going to happen then is when issues come to the boardroom, you're going to feel
accountable. You're going to try and solve them. And you're not going to have the patience
and the calm and the time to allow management to actually address them.

And I'll self-admit here, Rahul, this is an issue | have. | over index for sure on accountability.
And one of my issues is really around temperance.

And one of the things that I'm constantly facing. I'm not alone here, | don't think, is I'm always
trying to make sure this is something | learned at the ICD, right? Nose in, fingers out.

And you look at that framework, and you say, OK, nose in, fingers out. How do | address that?
Well, we never want to reduce someone's sense of accountability.

That's a great thing. But what you want to do is a person's capacity or the habits around
temperance. So, you've got that that idea of balancing and that wisdom.

And when do you actually get engaged and when don't you, as opposed to reflexively always
getting engaged? These suboptimal behaviours that we're talking about, that's not
competence. Like that's actually around character and judgement.

| certainly think that directors and boards need to be aware of those kinds of imbalances.
What's your character set? Those dimensions set where your strengths, where your
weaknesses, where are the issues where you might actually find yourself stumbling over?

And then you can be a better director, and you can be a better board. So, | think that's how it
relates really to what goes on inside the boardroom, Rahul.

Rahul Bhardwaj (10:00 - 10:26): Well, | think, you know, that was a thorough look at
character. And | think the listeners will be convinced by it. That's important.

More characters, better than less. | think they're also hearing that less character creates a
risk. Risk is not a good thing, at least in this context.

Now directors are going to look at that and say, okay, but how do you measure that?
Everybody's looking for this KBS. How do you measure that?

What would a snapshot on that look like?

Bill Furlong (10:27 - 12:37): So, there's a couple of frames and there's, when you think about
measuring it, maybe there's two things we can talk about. The first thing I'll talk about is how
do you measure the impact of character? It feels like a nebulous concept.

It feels kind of abstract. Does it matter? And | think you've seen some of this data before.
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And so, sharing it with you is that the data suggests that the presence of character matters,
like the evidence supports that it matters in the context of organisations and outcomes. Fred
Kegel had a book called Return on Character. It studied 44 companies with 4,000 employees.

And he was looking, is there a linkage between character and financial outcomes? What he
found was, and this is not specifically based on the Ivey work and the framework that I'm
familiar with, but it's still, it's like a very strong proxy for character. And they measured what
employees thought about the CEOs across these companies, truthful, compassionate,
responsible, forgiving.

And what they found was, is that for CEOs that scored by virtue of their employees in the top
quintile versus, and they call them virtuoso CEOs compared to the CEOs in the bottom
quintile, what they call those self-focused CEOs. The ROA, the return on assets over, | think it
was a two- or three-year period, was five times as great. And there was a relatively straight
line, if you will, like a pretty linear relationship in terms of the strength of the CEO and the
strength of the outcomes.

Another example of some of the outcomes is some of the work that ID has done as well. He
did a research paper several years ago that was published peer reviewed. And it talked about
what's the difference in terms of leaders who have strength of character versus don't have
strength of character.

And what they found there was that actually moved all kinds of metrics internally. Things like
motivation to lead, perceived effectiveness, organisational commitment, employee
engagement. What was really interesting in that ROA, the one that moved almost the most
was actually psychological safety.

And psychological safety has been demonstrated, | think it's a Harvard professor talks about
psychological safety as being the key behind organisational effectiveness. And strength of
character in a leader creates a 16% greater sense of psychological safety when it comes to the
strength of character. So, there's real evidence that suggests that there's real live benefits to
this.

It's not just a nice to have, it's kind of a nice thing. Let's try and work with this. It's actually
real in terms of the outcomes that it produces.

Rahul Bhardwaj (12:38 - 13:20): So, let's just pause on that for a second. A nice to have, no,
it's a need to have, | think is what we're hearing here. Let's push back a little bit because we're
talking about directors who are saying, there's already a tonne of stuff we have to do in the
boardroom.

We've got the legal liability. We've got this thing called the business judgement rule that says
we do all our work, and we think about it with good faith and work hard, no conflicts of
interest. We're in good shape.
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But now we introduced this somewhat nebulous concept of character into all of this. And are
we raising the bar too high for directors when it comes to constructing their board, good faith
deliberations? Are we just asking boards to do more?

Bill Furlong (13:20 - 15:07): | think that's a great question. And a couple of different thoughts
there. | mean, first thought would be is that in the preface to your question, Rahul, was like
expectations for boards are rising.

What can boards actually do to meet those rising expectations? Now there is this
diminishment standard that you've mentioned. It is by definition, then kind of the minimum.

And | think that the vast majority of directors that are out there are actually aspiring for more.
They actually want to do a better job. They want their organisations to grow and to flourish.

If you're someone that's focused on the minimum, | think it's just a small subset of directors,
then yeah, okay. So maybe you are someone, a director. I'm not going to speak to many
people, I think in our audience today, but you know, the addition of character is going to make
it more likely to clear that minimum board, that minimum bar kind of thing.

It adds more space. But | think that in any event, the bar is raised and | think it's rising. | think,
as you mentioned earlier, awareness around character's value is increasing all the time.

There's more research that's on the way just above and beyond what I've just talked about.
You can either wait to be sort of engaged with character, or you can actually take the
initiative. Almost like you can either push or be pushed, is how | think about it.

The other part to think about, Rahul, and this is something | think that the ICD has been very
interested in, and | think the ICD is actually aspiring, we all do this, if we have this aspiration
to make Canada the world's exemplar when it comes to board governance. | think many of us
accept that Canada's at a hinge moment. We all need to up our game.

So where are we going to find that extra gear? How are we going to up our game? | think
character is that extra gear.

We certainly talk about that in the context of leadership and organisations. And boards are
just microcosms of these organisations. What can separate Canada from all the other
countries when it comes to governance?

We think it's character. And we think it becomes this sustainable, competitive advantage to
bring Canada to the forefront and stay there when it comes to board governance.

Rahul Bhardwaj (15:07 - 15:42): Go Canada. That's great. We can all get behind that.

Now let me be the sceptic for a second. But does it belong in a board matrix? So, let's come
to that because we've all been on governance committees where we're looking at the board
matrix.
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You want to make sure you've got competencies, capabilities for your oversight of culture,
strategy, and risk. You've got the right people around the table for all the reasons, diversity
and all of the other things you want to do. But now somebody is going to say character as one
of the elements of a board matrix.

Let's start with who's actually asking for this.

Bill Furlong (15:42 - 17:20): Who's asking for it? Well, on my board, I'm asking for it. So really,
it's at the end of the day, it's the board chair who's responsible for putting it on the agenda, |
believe.

And something which in conjunction with the governance and nominations committee,
thinking about governance and process and how we hire. | write to them. Regulators are
looking at this as well.

I've made presentations to regulators at the New York Fed, OSFI, FISRA, the financial conduct
authority in the UK. Regulators have been struggling enormously with the concept of culture,
which we could get into a bit more if you wish, but they've been really struggling with
organisations in particular financial institutions where they look at the outcomes, and they
struggle with how come some organisations continuously kind of fall into the same mistakes
over and over again. And they point the finger towards culture and they're trying to really get
at the heart of that.

That's why there's a real interest from a regulatory perspective as to character. And so, if
regulators are looking at character or culture in the context of the organisation, they're
certainly going to be looking at it from the board perspective as well. So recently, for example,
the OSFI has come up with regulations around culture and how a board is responsible about
and how managed is responsible for that.

And that historically has been a very vexing issue for organisations and boards to deal with.
And we would argue that character has some real insights and some real value to add into
this conversation.

Rahul Bhardwaj (17:15 - 17:28): So, let's go back to the matrix for a second, Bill. Do you know
any boards that have actually been able to navigate their way through our conversation and
actually get character on a matrix yet?

Bill Furlong (17:28 - 18:03): No, Rahul, | don't. And so, to me, that represents a massive
opportunity. But part of it is that most of the focus of the work around character has really
focused on the individual at this point.

And now as the individual work has becoming more solidified, now the focus is starting to be
we're getting more into organisations and strategic implementation of that. And of course,
that leads you to have conversations around the board. And as you mentioned earlier,
regulators around the world are starting to look at boards to deliver really significant insights
and oversight of things like culture and behaviours.
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Rahul Bhardwaj (18:04 - 18:37): So, Bill, you're a trailblazer on this yet. We're going to have
to come back to this conversation another time and see, and I'm sure we're going to get some
response to this because this is a novel approach to reducing risk and one that | think
everybody thinks is really important. And perhaps we've stimulated some thinking on a
different way to look at character.

And for that, | thank you. Now to our listeners, you get your chance to vote on the resolution
right now. Be it Resolved, Character needs to be on the board matrix. Bill, over to you. It's not
there yet.

Which way is your vote?

Bill Furlong (18:37 - 18:44): | am clearly in the column, Rahul, of thinking that character
definitely belongs in the board matrix.

Rahul Bhardwaj (18:45 - 19:59): No surprise there, but I'm glad you're unequivocal about it.
Bill, thanks for coming today and sharing your insights and expertise in the discussion. It's
been a wonderful contribution. You've helped elevate a really important conversation for our
board community. And for that, | thank you.

Bill Furlong (19:00 - 19:03): It's been a pleasure, Rahul. Thank you so much. | had so much
fun.

Rahul Bhardwaj (19:03 - 19:25): And to our listeners, | hope you enjoyed today's episode of
Be It Resolved, that you've deepened your boardroom insights to stay ahead of emerging
trends. If you found today's discussion thought-provoking, we encourage you to subscribe
and leave a review on your preferred podcast platform. From the Institute of Corporate
Directors in Canada, I'm Rahul Bhardwaj.

Until next time.
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