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Small companies opt for tough rules

By ANNE FIELD)
The Hew Yk Times

Even a3 some publicly roded amall husinesses am
Eeng private to escape the fough decounting soindards
stipailated by the 5002 Sarbanes-Oxley Act, o mowing
number of privately beld companies are tushing (n
imeorponite them, even though they do not have ts,

These companies, which are exempt from e s
requrements, neverthaléss sea advantages inadopring
e, 1= well 04 in instituting other corpoms.govermance
changes like adding outstde directors to their bognds.
Hawing witnessed the collapse of carperate giants ke
Enrmn, whose accounting malfeasince snd weak
munagement oversight inapired the lemstation, these
companies have o heightened ppprecintion of the need w
strengthen their defenses against corruption, experts saw

They nlso know complinnce with Sarbanes-Oxley fsa
precondition for going pubfic, being scquiced or mising
moey from venture chpitlism.

“Sarbanes-Cedey has rmised the visihality of these
gues,” said Jell Westphal, president of atax
saftwins and services comgpany in Berwy,

It cormnindy has for Cheis Winkeld, president of TOE20,
Wed-design start-up in Brookiyn, Winfield has spent the
East few menths searching for afordable soltware to help
his company follow Sarbane-Oxley's accoamting nules,
oven though it i3 privately eld and lad gnly 52 miflon
revenue list yean

Winfiefd has ambitaus plans for growth, meluding an
nerease in the aunber of employess to- 20 by 2005 from
28 today, and ke wants to be Teady to @p the atock mariey
or put kis company up for sale when the tme comes, I he
cannot find the Aght software program, he zags, he will
hinve his acaf create one and integrate it with the
company s acoountmg and back-office systems, 1 process
thot could mhe up to eight aunths,

T think we have to ges the ball colling now,” Winfeld
sail: "Ic will definitely be warth the affem”

Sarbunes-Oxley coeated 3 regulatory board with broad
powers to crack down on corporite aceounting shuses,
toughened corporate disclosurs requirersnts, established
protectinns for corporobe whistie-hlowers and required
changes in the makeup of corpacate boards,

Simce its passage, a growing sumber of ssmall publicly
traded companies have announced plans to go private, in
large part to escape the cost of complionce.

By the same token, the law has prompied meny small
comganies to kesd in the oppasite doection. According to
Andrew Reyt, executive director of the Loyola University
Chicago Family Business Center, moce private companies
are adding outsiders 1o theis baards and introducing formal
fimncal audit and compensation committees, They are
also holding hoord meetings more often, he ssvs, and
taking a more critical look at the directors' performance.

Iy a 2003 sunvey by his organization of 3,000 mostly
small businesses, 38 percent of boards met thres or more
times 8 year ug fram 28 pescenl in a similac poll of 1,200
businesses in 1997, he said, whils only 36 fercent were
gatialied with thesr beand's contrthutions, down from 42
percent aiv years earlien

Rt belleves the economic downturn, which many
companies have only recently started to dig out fro, has
aved a role in private compankes’ naw enrpacace

aivernapce religion. "When business performance is
divwn, sharchalders are more concerned about the
perfanminte of the company,” he said. “Corperate
Zuvernance bcoois more important”

Shane Plisks ts o cofe in poine Pliska joined Planterrn,
his famiky’s 30-yenr-old intorior-lmdscape-design business
m West Bloomield, Mich., n 2003, twa years after the
tompany experienced 0 20 peroent decrease in sales. He
decided to introduce mors Feqeent and more foemel boued
meetings partly because “the ectmomic downticn made s
loak 1o how we could change things to make them better,”
bz zaid. “When you're making a lot of money, you doa’t
reatly think shaut that,”

Af the same time, since privale companies
are nof beholden fo the new law, thay have
more fexibiiity in making changes,

Craig Aronoff, 2 consultznt with the Family Businéss
Consulting Group in Marietta, Ga,, says he s helping nt
least a half dozen small private companies set i boards of
directoss. The key, in many coses, is finding people with
expertse o specific areas in which the businesses nead
help.

*Tou need a baard that cin show you kow fo grow the
comgany,” said Mare Morgenstern, managing partner with
Kahn Rieinmen, o law Grm m Claveland, *ldentify five ar
=iz skill sats, like sales or technolomy, find people who
howe theny, and then fet them challenge your
assumptions.”

Reczuitmg such talent takes persistence, Two yeirs ago,
Westphal of Vertex decided to look for outsiders o expand
4 haard that congisted of his fither, his mather two sisters,
his Bawyer and himself. At on awards dinner one night, he
spotted Richard Tearlink, the retized chairman of Harley-
Davidson wito 15 largely credited with turning its foctugnes
around through streag leadershis and an emphatts on
worker empowerment, and invited bim 0 lunch. He
arranged 3 secand mesting a month fater and persuaded
Teerlink toact as uncfficial consultant to his company. One
year after that, Teedink sgreed to join the board,

“It's oot sameching that can be done quickly or
haphazardly " Wesiphal said.

AL the smme time, since peivate companits ace nob
behalden to the new law, they have more flaxibility in
meking chapges. Pliska , for example, brovght in the
cimgrny accountant and lawyer to sit in dn quarterly baasd
meetings, hut they appear as advisers, not board members,
And Inis brother, who 1= oot involved in the business,
attends, to et a feed for opemations "in case spmething
happens to ane af ua." he sapd.

MNew = not always better, of course. Keyt recounts the
expenence of o family-swned manufacturing company that
recently brought in several outzide divecters, only to find
that they advocated an scipnsition strategy that would have
siddled the family with a high lavel of debt. Ultimately, two
diractors pesignet and the family purswed a less risky . 2
growth strategy. ‘,{
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In geneml, though, somart outsiders
pravide unexpected and valuahle
mzights. Harry Seigle, chairman of
Seigie’s, 0 building-2upply compaty in
Elfgin, IUL. with $240 mlfion in pnnw)
revenuess, reconstituted bis board four
years ago (o include the beads of
several similar companies operating in
different regions of the country, Not
long afterward, when ltis son wanted 1o
leave his job a5 a kigh-school tescher to
join the company, the baord discussed
what hia rofe should be. Eventually, they
suggested he uga-his technical skills as
a tesicher to help company employees
learn how to operte o complex naw
saftware program, Mare recently, he
moved islo 2ales,

Similariy, Westphal of Vertiéx says his
board has been instunental
smaothing the transition from one
generation of the family fo the next,

Other good-governance procadures
that have been embraced by comncate
America arealso trickling down w
Bmily-owned concems.

In arecent survey of 100 small,
privately held companies by Tatum
Partners, an Atlanta firm that provides
interim chief financial officers gnd chief
information officers to companies, 58
percent said they were considering
establishing & company code af ethics,
alsn i requirement of Sarhones-Oxley,
ind neariy 40 percent said they wers
weighing whistle-blower protestion for
emplofoes.

0§ course, the entreprenenrs who
pay the most atiéntion fo such issues
ofters have money ou their minds.
Small-business owners and copsultants

iy sequisition-minded corporations an
their underwriters ook more fvorabiy
on target companies that condues form
wyearly awdits, mstall professional board
of directors and ifstionte good-
governance palicies than those that da
nat.

“Tt lowars the sk, maid Dowrlpas
Tatum, a éo-gwner of Tatum Partners.

Jim Alterbawm, 5 New York fawyer
wha warks with small husinesses and
whio has noticed fncreased scruting of
their corporate govemance practices by
potential Buyess, encourages clisnts to
tki Such steps 23 investigating loans
mace Lo conspany aficers and directors
and pushing the baard “lo get ahead of
the curve,”

“It's @ compatitive advantage,”
Alterbaiom said.

Itis not ueetmman for venture
capitalisss to insist that companies they
mvest in HER corporale governance
seriously, Thoee such Grms — Kodiale
Ventire Partners amf HNorth Bridge
Venture Partness, bath of Walthan,
Mazs., and Commonwenlth Capiml
Ventures of Wellesloy, Mass, — ser
severl conditions brﬂ{nn: mvesting $12
milion in Pragmatech, 2 technology
company in Maghes, W.H., a vear ago;
according o its founder and chairmpn,
Brooke Savage. They requiced
Pragrmatech to bire 3 new chief
executive and chief financial officer, to
creata 2 formal board that meets avery
six% weeks and to institute a more
rigorous apnal financial reporting
process, be sad:

“They expected vs to act like g pubbi
company,” Savage said.



