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Mecca Jackson 		Case Study #1

MBA7715 Corporate Governance and Business Ethics
Michael Eisner and his reign at Disney




1. Who served on Disney’s board of directors in 2003? Describe the characteristics and backgrounds of each board member.

The Walt Disney Company’s Annual report for 2003 lists 13 board of directors. According to The Walt Disney Company (2003), 13 directors were nominated for re-election during the company’s annual meeting in March of 2003. Reuters (2003) lists the four board members cut from the board, Reveta Bowers, Andrea L. Van de Kamp, Robert A.M Stern and Sidney Poiter. With only 5 of the 13 directors considered to be insiders, the remaining members held close relationships with Eisner and the company which extended beyond their directorship. 


Chairman of the Board and Chief Executive Officer of the Walt Disney Company, Michael Eisner was known for his aggressive yet charismatic leadership styles. Chairman, President and Chief Executive Officer of Edison International John E. Bryson….John S. Chen, Chairman, President and Chief Executive Officer of Sybase, Inc was known for…Judith L. Estrin, President and Chief Executive Officer of Packet Design, LLC was known for… Robert A. Iger, President and Chief Operating Officer of The Walt Disney Company… Aylwin B. Lewis, President, Chief Multibranding and Operating Officer of YUM! Brands, Inc….Monica C. Lozano, President and Chief Operating Officer of La Opinion…RobertW. Matschullat, Former Vice Chairman and Chief Financial Officer of The Seagram Company Ltd….George J. Mitchell, Partner at Piper Rudnick LLP…Thomas S. Murphy, Former Chairman at Capital Cities / ABC, Inc…Finally, Leo J. O’Donovan, S.J., President Emeritus at Georgetown University…
 




2. Why do you suppose the Board of Directors was so unwavering in its support of Michael Eisner?

I suppose the board was unwavering in its support of Michael Eisner for two underlying reasons. First, Michael Eisner held tremendous power within his position. As both Chairman and CEO of the company, many board members were afraid to loose their positions had they spoke out against Eisner. In fact, according to the case study, Eisner had an aggressive management style, which could have been viewed as intimidating to the board. In addition, there was a lack of independence amongst some of the board members, since they were so heavily tied to Micheal Eisner and the benefits provided by the company, many board members fearded that they would loose out or be removed if they spoke out against him. According to an article written by Bates (2003), former board member Andrea Van de Kamp was removed from the board as a direct result of her siding against Eisner and fwith directors Stanley Gold and Roy Disney upon their resigning. Board member Leo O’Donovan, for example, received more than $1million from Eisner towards Georgtown University in which he held a position of President Emeritus. One of Eisner’s sons attended that school. Another one of Eisner’s sons attended a school ran by board member Reveta Bowers. In addition, three board members had children who held position at The Walt Disney Company. Other board member’s actually ran organizations that have been heavily supported by These conflicts of interest are factors that would keep unhappy board members quiet, in fear of loosing out on their perspective opportunities. 

3. Evaluate the options that were available to Eisner. What factors do you think he considered when weighing his alternatives?

With these concerns being so extreme and made public, Eisner was left to choose between two alternatives, resign from one or both of his positions or retire out of his position. Since Eisner understood the severity of the concerns against him, he chose to retire from Disney in good faith at the end of his contract. This would allow Eisner to minimize negative depictions of Disney’s image and reputation, in hopes that shareholders would regain their trust in new management and reduce the ability for competitors within the industry to gain advantage over the company. 


4. Compare Michael Eisner’s current compensation package to the company’s recent performance. Was his pay justified? Why or why not? In answering this question, consider the following:

a. How have other CEO’s been compensated in relation to their company’s performance? Look at CEO’s of competitor companies or of similarly diversified firms.
b. Based on your finding for (a) above, would you say that there is some minimum level of compensation that is necessary to attract and retain high-quality corporate leadership?

5. Evaluate the conflict among the board members from a shareholder’s perspective. What impact might the conflict have on investor confidence?

There are also major concerns on how the impact at Disney affects shareholder confidence within the company. The conflicts between Gold, Disney and Eisner created severe negative views of management and might have easily resulted in less support for the organization as a whole. The power of interest of the shareholders contributes to reluctant investments, distrust in management and decreased profits. In addition, conflicts can lead to third parties withdrawing their money from the company. This includes vendors such as distributors and suppliers. These actions would negatively affect the investment strategy and financial position of the company and could have permanently tarnished Disney’s reputation. 


6. Evaluate the conflict among the board members from a stakeholder perspective. What impact might the conflict have on claimants other than the shareholders?

7. Describe the leadership characteristics of Robert Iger, Michael Eisner’s successor. How might certain stakeholders view Iger, as compared to the long-reigning Eisner? (HINT: Consider relationships with The Walt Disney Company that may have deteriorated during Eisner’s tenure).

8. Roy Disney and Stanley Gold criticized Michael Eisner for his lack of a clear succession plan. Under Iger, has one been established? If so, what does it state? 








During his tenure as CEO and Chairman at the Walt Disney Company, Michael Eisner was able to achieve positive results for the company but not without creating problems and concerns. Towards the end of his time with Disney, Michael faced scrutiny from members of his board because of his governance practices. Concerns of insider-domination and lack of independence were just two examples that led to the negative depiction of the company’s reputation. The main issues in this case are the concerns of weak governance, the crumbling of board members and directors, and concerns of the financial position and reputation of the company. Michael Eisner and his management team, was ultimately responsible for the direction in which the organization was led.


	In analyzing concerns of weak governance and board dismantlement, the board of directors at Disney had split attitudes towards Michael Eisner’s leadership styles. Eisner had an autocratic leadership position, which came across as belittling to some of his directors, particularly Stanley Gold and Roy Disney. In addition, Eisner had a reputation of ruling out the opinions of his directors. His performance in the last 7 years with the company made his actions questionable and helped shape negative positions from Gold and Disney. With the announcement of their resignation from the board, both Gold and Disney questioned the motives behind Eisner and his management team. Specifically, they blamed Eisner for the considerably low ratings of the ABC programming, the cheaply built theme parks that Eisner approved, perceptions among stakeholders of Disney choosing quick profits over long-term growth, and failed partnerships with Pixar and Miramax. In addition, they did not approve of Eisner’s refusal to establish a clear succession plan, his inability to maintain retention with key creative employees and his micromanagement style. Roy even felt that Eisner intentionally removed his name from the ballot for re-election and openly requested that Eisner step down from his position to resign or retire. Gold expressed his concerns of Eisner’s poor organizational and financial performance as he felt that compensation bonuses were unethical and that Eisner was “hiding behind the veil of good governance.” 

With these concerns being so extreme and made public, Eisner was left to choose between two alternatives, resign from one or both of his positions or retire out of his position. Since Eisner understood the severity of the concerns against him, he chose to resign from Disney in good faith in an effort to minimize negative depictions of Disney’s image and reputation, and in hopes that shareholders would regain their trust in new management and reduce the ability for competitors within the industry to gain advantage over the company. 

In analyzing the revenue and compensation plans established during Eisner’s tenure with Disney, Eisner had created a strategy that led the company to see increased revenues from 1989 to 2004. Eisner’s compensation package however, remained the same for nearly 7 years in a row, while bonuses was determined by revenues for each given year. Eisner’s performance, on the other hand, can be justified since he was able to increase profits every year starting in 1994, with the exception of 2000 and 2001 where he saw dramatic decreases in net income. In reviewing competitive firms within the same industry, we can assume that bonuses are often given in larger quantities within the industry. In an article written by Jeffrey Dorfman, the issue of CEO pay rate is discussed in relation to average workers. He points out the extreme pay inequality that is often practiced within the filmmaking and media industries. Dorfman states “The problem with CEO pay is not the ratio of CEO pay to that of average workers; it is the difficulty in providing concrete justification for it.” Whether or not Eisner’s compensation plan is justified can be up for debate, but the numbers suggest that Eisner was behind major increases in revenue through his time at Disney. 

There are also major concerns on how the impact at Disney affects shareholder confidence within the company. The conflicts between Gold, Disney and Eisner created severe negative views of management and easily result in less support for the organization as a whole. The power of interest of the shareholders contributes to reluctant investments, distrust in management and decreased profits. In addition, conflicts can lead to third parties withdrawing their money from the company. This includes vendors such as distributors and suppliers. These actions would negatively affect the investment strategy and financial position of the company and could have permanently tarnished Disney’s reputation. 

Effective strategies that should be used in these instances are to keep a strong core within the board. The reason’s behind Gold and Disney’s grudge against Eisner was directly related to Eisner’s inability to respect his board members. By focusing on the internal relationships between the board and the directors, Eisner could have avoided such conflict and the resulting decisions that had to be made in the end. Understanding and consideration of board opinion was the missing puzzle in this case. Remaining ethical within the way internal governance decisons are handled would have eliminated the public humiliation that Eisner faced. Actions such as removing board members from the ballot were an unethical decision on Eisner’s behalf. If he would have validated concerns from his board instead of ignoring them, he could have resolved issues before they became so severe. 
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