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The nation's biggest pension fund, California Public Employees' Retirement System, and other investor-activist groups are mounting more campaigns to oust corporate directors they don't think are acting on behalf of shareholders. Important as these efforts are, however, good corporate governance can't easily be voted into practice.

Good governance depends primarily on leaders who put integrity and the interests of their companies ahead of their self-interests. These executives are willing to grapple with difficult decisions that may involve personal sacrifice.

Consider Michael Leven, chairman and CEO of US Franchise Systems, Atlanta, which owns and operates three hotel brands. When he realized that he wasn't going to meet this company's year-end earnings forecast in 1999, he told his top executives that he wanted to publicly announce it. They urged him to check with the company's lawyer, who told him that because the year-end results were four months away, he wasn't obligated to say anything.

"You don't know what's going to happen yet," the lawyer told him.

"But I know I'm not going to be able to meet the forecast," Mr. Leven replied, then went ahead with the announcement.

The company's stock dropped on the news, but Mr. Leven never second-guessed his decision. "Not to have made the announcement because the law said I didn't have to would have been wrong," he says.

His stance isn't surprising given an earlier decision he made as president of Days Inn of America that nearly derailed his career.

The hotel chain was purchased in 1989 by Stanley Tollman and Monty Hundley, who were Days Inn's largest franchisees. Within a few months of the purchase, Mr. Leven realized the company's cash balance was shrinking and the accounting standards he had long upheld were being undermined.

He discovered this problem first from suppliers, who called to tell him they weren't getting paid. "AT&T, my biggest supplier, said they were sorry but might have to turn off our phones," says Mr. Leven. The company's new owners had installed a new finance executive at Days Inn's headquarters. Mr. Leven, with the help of his own veteran finance executive, discovered the new owners weren't paying the franchise fees and mortgage payments they owed.

Alarmed, Mr. Leven consulted an attorney, who told him to resign, or at least to confront the new owners. He chose the latter route at first and the owners agreed to pay back the money they owed. But after a few weeks, the company's cash funds started declining again. This time, Mr. Leven quit without any severance.

By then he suspected the owners were also siphoning funds from Days Inn's accounts. He wrote a letter to his bosses outlining his suspicions and quit the same day, but didn't alert the Securities and Exchange Commission. Days Inn wasn't a public company but it did have some public bonds.

"I had no idea what to do beyond leaving, and I followed my lawyer's advice," he says.

He landed a new job six months later at Holiday Inn. But he had to take a 25% pay cut and a lower-level position as president of franchising.

More difficult was his bout with depression. He consulted a therapist for the first time in his life. "I walked in and the psychologist took one look at me and asked, 'Who died?' " Mr. Leven recalls. "I told him no one had died, but he asked me again and then I started talking about Days Inn. I realized it had been my baby, the place I loved, and leaving was very hard."

About a year later, Days Inn, depleted of cash, filed for bankruptcy protection. The company was subsequently purchased by Henry Silverman, now chairman and CEO of Cendant. He also hired most of Mr. Leven's former staff.

Mr. Tollman and Mr. Hundley were convicted earlier this year of fraud, conspiracy to commit bank fraud and lying to banks. The charges stemmed from an elaborate scheme in which lenders were defrauded of more than $100 million, prosecutors said. Mr. Tollman is currently a fugitive and Mr. Hundley is scheduled to be sentenced on June 3.

Mr. Leven says he isn't angry about how things turned out. "I did what I had to do even though it cost me a significant amount of money," he says.

But he does feel angry when CEOs accept huge compensation packages at the same time that they ask their employees for pay cuts, and when directors profit from deals they do with companies they are supposed to be overseeing.

Ken Freeman, chairman of Quest Diagnostics, agrees that CEOs often mistakenly believe "they are entitled to enormous rights and benefits," or prohibit criticism by surrounding themselves with yes people. He sought to avoid that when shaping a board by recruiting directors he didn't know, and who didn't know each other.

"Friends can often feel reluctant to challenge me and each other," he says.
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