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head off trouble,” says Barbara Hack-
man Franklin, who heads the audit com-
mittees at Dow Chemical Co. and Aetna
Inc., and also serves on audit committees
at two other companies.

Before convening an audit-committee.
meeting at Dow Chemical earlier this
month, she sent other members nearly
100 pages of reading material. “Does this

-lextra work] mean we will never have
another Enron scandal? I think not,” con-
cedes Ms. Franklin, who is an interna-
tional business consultant and former
U.S. Commerce Secretary.” “If manage-
ment-is being -dishonest, it still will be
hard to get to the bottom.” .

Other audit-committee heads are try-
ing to avoid accounting problems by su-
pervising outside audit firms more seru-
pulously. Sarbanes-Oxley-says audit com-
mittees. must change their auditors’ lead
audit partner every five years. .

Roderick M. Hills decided to make that
switch. even sooner. The former Security
and Exchange Commission chairman took
charge of Chiquita Brands International
Inc.’s audit committee when the Cincinnati
food producer and distributor emerged
from bankruptcy protection in March 2002.

He and committee colleagues chose
Jim Havel, managing partrer of Ernst &
Young’s St. Louis office, to be chief audi-
tor. Mr. Havel says it was the first time in
his27-year career an audit commiittee —in-
stead of management—decided whether .
‘he would lead a client’s audit work.

Mr. Hills got Mr. Havel to take a fresh
look at how Chiquita accounts for buying
boxes of bananas. The company was us-
ing aweighted-average price per box that
didn’t refiect the actual cost, which var-
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ies by season. “It was & way to smooth
earnings,” Mr. Hills says. )

In May, Chiquita said it was embrac-
ing “an actual costing method, which rec-
ognizes costs as incurred”’ for some ex-
penses during interim periods.

-Yet numerous audit-committee mem-
bers lack sufficient knowledge to review
financial statements, says Roman Weil,
an accounting professor at the Univer-
sity of Chicago’s Graduate School of Busi-
ness. At recent governance seminars
jointly sponsored by Chicago and two
other universities, 70% of about 500 partic-
ipants who took Mr. Weil’s test of basic

accounting principles got a failing score. -
Many were top executives serving on au- -

dit committees. Most didn’t understand how
to question auditors. “The only thing certain
/ on a balance sheet is the date. Everything
else is a judgment,” says Mr. Weil. o

“Directors need enough business :acu-
men to-understand and smell the difference
between right and wrong, so they perform
their chief duty to be a check and balance
to management,” says Mr. Reinemund.

Shifting Power to Boards

Not surprisingly, -many corporate
boards are hiring lawyers .and consult-
ants to advise them on their expanded
duties and Habilities under current and
pending reforms. But they sometimes
find themselves spending too much time
listening to advisers, rather than attend-
ing to the company’s business. -

" At one recent board meeting he at-
tended as an outside director, Jeffrey
Rodek, CEO of Hyperion Solutions Corp.,
realized soon after a consultant began
speaking he had heard an almost identi-
cal presentation from another consultant
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at a different company’s board meeting.
Nevertheless, the pending stock-ex-
change requirements that outside direc-
tors meet separately from- ‘management
is prompting more assertiveness.
Richard Koppes, an outside director at

" Peregrine Systems Inc., saw this change -

at his first board meetlng in April at the
San Diego software-company that is in
bankruptcy-court proceedings. CEO Gary
Greenfield, who had joined Peregrine af-
ter it uncovered accounting fraud last

_"year, told Mr. Koppes and three other new
outside directors that he also wanted to be

board chairman. Mr. Koppes, counsel to
Jones, Day, Reavis & Pogue in Sacra-
mento, Calif., disliked the idea—and wor-
ried he would be the only dissenter.

But when Mr. Greenfield left the room
so directors could discuss the issue pri-
vately, Mr. Koppes learned he wasn’t
alone. “Everyone said we needed an inde- ‘
pendent chairman,” he recalls. “It was
an acknowledgment about the environ-
ment we're in and what was needed to
avoid future problems at the company.”

Mr. Greenfield was turned down. °%

To gather more information, separate
from what they are told at board meet-
ings, more directors are visiting com-
pany locations. Among the corporate gov-
ernance changes General Electric Co. ini-
tiated this past November is the require-
ment that directors visit two GE busi-
nesses each year without the presence of
corporate management.

That is a start, but likely won't yleld.
enough information, says Paul Lapides,
head of the Corporate Governance Center
at Kennesaw State University in Marietta,
Ga., and a director at Sun Communities

Inc., Farmington Hills, Mich, He says he






