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Two-Way Street: How Execs. Should Work With The Board 
By Harvey L. Pitt, Compliance Week Columnist—April 26, 2005

ver the past 18 months, I’ve written periodically in this Compliance Week column about how 
directors should direct. For the most part, those columns were written for directors and their 

advisors. But building effective relationships between management and directors is a two-way 
street. Smart corporate officers will assume the responsibility for assuring a relationship with their 
boards of directors that is productive, proactive, disciplined, personally rewarding, and neither 
adversarial nor unduly deferential. 

 The starting point should be a clear understanding of the continually evolving role of 
directors, and especially outside directors. Directors represent shareholders, the ones 
who put up the money to run the company. Most public shareholders are passive; 
directors are their representatives to oversee how the shareholders’ company is being 
run. Without outside directors, public investors wouldn’t trust their money to 
managers. It’s critical, therefore, that managers embrace—both intellectually and 
emotionally—the notion that directors are not a gratuitous layer of oversight. While the 

day-to-day operations of public companies are the province of management, directors have 
important functions to perform. Many directors are or have been senior managers themselves and 
bring considerable experience and insight to their roles. Directors should be used as a valued asset, 
not dismissed as a detriment to getting things done.   

While directors cannot immerse themselves in the day-to-day operations of the company, they are 
the key decision makers for the company. With the assistance of management, they must be the 
ones to formulate the corporation’s business policies and strategic direction, and they hold the 
ultimate authority in the corporation. To perform their roles effectively, they must have a good 
working relationship with the executive officers of the company.  

• An effective working relationship is one in which management and directors work 
collaboratively and collegially to achieve the company’s desired objectives. When the 
board of directors and executive officers are assembled, a company should have a lot of 
talent in one room. It probably also will have a lot of egos. In order to keep those egos in 
check, directors and executive officers alike must be mindful of why they are all there: 
Public shareholders have invested a pool of money to work with. The shareholders’ 
assumption, of course, is that the directors and management will collectively work to run a 
profitable, ethical company that maximizes shareholder value. If they don’t, shareholders 
will invest their money elsewhere. It’s imperative that management and directors work 
together to achieve the company’s desired objectives. As President Reagan was wont to say, 
“There’s no limit to what you can accomplish if you don’t care who gets the credit.”  
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• A critical starting point is with the selection of outside directors. The days when CEOs 
would designate their friends and acquaintances for selection to their corporate boards are, 
hopefully, long over. Outside directors should be selected based on their experience, 
knowledge, intelligence, and grasp of the dynamics of running a corporation. Service 
providers, no matter how de minimis the amount of the services they provide, should not be 
treated as outside directors. An effective board is one that brings together multiple talents.  

• Outside directors should be selected by an independent nominating committee, after a 
thorough evaluation of the company’s governance. No matter how a company’s existing 
outside directors came to be on its board originally, every public company should have a 
thorough review of its governance policies and procedures, including the qualifications and 
performance of its outside directors. Efforts should be made to identify critical required 
skills—for example, financial expertise (as required by The Sarbanes-Oxley Act of 2002)—
and then to find persons who embody those attributes.  

• Before appointing (or nominating) an outside director, the board and management 
should make certain that he or she is fully informed about the company. This may 
seem self-evident, but it may be more complex than many boards at first believe. Not only 
is it important for an outside director to know about the company’s business operations, but 
it is also critical for outside directors to understand how the company is governed, and what 
procedures and policies it follows. Moreover, while new appointees shouldn’t be selected 
because they’re management’s cronies, they should get to meet senior management, 
understand the existing vision and business plan being implemented, and satisfy themselves 
that they are comfortable working collegially in such an environment. By the same token, 
efforts to learn about the prospective new director should be made by management and the 
existing board members.  

• Prospective outside directors should be given the opportunity—subject to appropriate 
confidentiality protections—to sit in on one or two full board meetings and one or two 
audit committee meetings. No matter how creatively and wisely a company has articulated 
its governance policies and procedures, it’s important for prospective board members to see 
those policies and procedures in action, in order to avoid walking into a “Soviet Union 
Charade”—having a great democracy on paper, but in reality functioning as a totalitarian 
state.  

• Similarly, prospective board members should be given an opportunity to see the 
company’s operations and meet critical members of the senior management team. 
Directors who have only a passing understanding of how the company on whose board they 
sit functions—or an understanding gleaned only from reading corporate disclosure 
documents—cannot make the same kind of contribution as those who are much more 
pragmatically familiar with the company, how it operates and the markets it serves.  

• Management should prepare a briefing binder for prospective board members. It’s 
important to bring prospective board members up to speed as quickly as possible. A briefing 
binder that summarizes critical operations, talks about concrete business plans for the 
coming five-year period, describes the company’s markets and competitors, and outlines 
recent major board decisions—among other items—is essential. Merely plying prospective 
board members with the company’s public filings and recent press releases isn’t sufficient. 
Boards must understand what management’s vision is, how management is planning to 
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fulfill that vision, and the anticipated hurdles the company is expected to face in getting 
from where it presently is to where it wants to be.  

• A critical element of a collaborative working relationship is full disclosure. In years 
past, some managers had the tendency either to wait until there was no alternative but to 
bring the board “into the loop,” or to distrust the ability of the board to maintain 
confidentiality of sensitive information. Board members need a continuous flow of relevant 
and significant data. The best way to identify and select that data is to consider what 
information senior management itself relies upon to make critical decisions about the 
direction of ongoing business operations. If management is concerned that some directors 
may leak sensitive data, those directors should be replaced. But, the solution can never be to 
withhold information from the board.  

• Management should assure that directors are given periodic briefings and updates on 
the fundamentals of how to direct. As I have mentioned in this column before, 
functioning as a director is not an innate skill; it’s a learned ability. Assuming that directors 
know how to perform their functions doesn’t mean they actually do, even if they’ve served 
on boards before. Moreover, the standards for directors are evolving, and those standards 
cannot be treated as if they are static. Having directors and managers schooled together in 
how they each should perform their functions, how they should interact, and how they 
should complement one another, is essential. Management has no excuse if the members of 
its board—or some of them—don’t know how to function collegially. It is management’s 
burden to make sure directors have been well sensitized to the difficulties inherent in 
running a large corporation.  

• Problems and potential problems that surface—or are anticipated by management—
should be clearly and fully disclosed at the earliest possible time, first to directors and 
immediately thereafter to shareholders. For boards of directors, applying the “Holiday 
Inn” Rule—no surprises—is the key to job security and crisis avoidance. When directors 
learn what’s going on in their company from the press, the reaction is universally 
consistent: anger and disgust. Transparency is key. Managers should understand that taking 
directors into their confidence at the earliest practicable time does not eviscerate 
management prerogatives; rather, it gives management game plans credibility. Directors 
should be apprised in real time when subpoenas are received, when problems that could be 
significant are detected, and when adverse publicity is known to be on its way. Corporate 
press releases should be reviewed and approved by the board. And, in deciding what and 
when to disclose, a useful rule of thumb is for managers to ask: what they would want to 
know if they were merely shareholders?  

• Management should involve outside directors, in a meaningful way, in major policy 
decisions. Without the board’s involvement, major policy decisions will lack credibility, 
and be of questionable legality. Directors are the ultimate authority for the corporation and 
should participate in decisions that could have major policy implications for the 
corporation. When advising directors, management should identify the shareholder benefits 
of a proposed transaction, the potential risks, and outline the reasoning process leading to 
the recommendations they’ve made. They should consider the effects of a proposed course 
of action on various corporate constituencies; where there’s the potential for adverse 
consequences for one or more constituencies, managers have to make sure the board is fully 
briefed on potential concerns, and have evaluated alternative courses of action. The reasons 



for management’s selection of one alternative over another is something that has to be 
discussed clearly and fairly, so directors can buy into management’s recommendations.  

• Board packages that either “dumb down” important issues, or create a “sea of 
impenetrable documents,” disserve the company, the directors, and even the 
managers. It is critical for directors to be given the important details possessed by 
management regarding any proposed action. At the same time, information must be 
conveyed to directors in formats that are comprehensible and intelligible. In presenting 
decisions to the board, there is no room for burying critical information or attempting to 
lead directors “by the nose.” When managers interact with the board, they’re talking to the 
representatives of their largest source of capital; It’s at least as important as talking to banks 
and other financial institutions. Moreover, since many directors themselves are or have been 
executive officers, they can recognize poor service, and have the power to do something 
about it.  

• Management shouldn’t adopt the role of proverbial naughty children who speak only 
when spoken to. Managers should be assertive and raise relevant considerations for the 
board to consider, whether or not board members’ questions raise these issues. If in doubt, 
managers should err on the side of bringing issues to the board’s attention. They should also 
make themselves available to meet with directors face-to-face. Developing these types of 
direct relationships are useful and improve communications between directors and 
management, which leads to better governance for the corporation.  

• Doing better, or worse, than one’s competition is something officers must understand 
and be able to explain to directors with great facility, precision and accuracy. Just 
because your company appears to be doing better than its competition doesn’t necessarily 
mean it is. Royal Dutch/Shell’s mischaracterization of its proved reserves is a cautionary 
tale. While Royal Dutch/Shell was reporting its share of reserves as proved, its partners in 
the same venture, Chevron-Texaco and Exxon-Mobil, were not. This exposes the weakness 
in two-dimensional corporate disclosure regimes that focus solely on the company under 
review, but fail to look at the practices of the company’s competitors, peers and joint 
venturers. As with Royal Dutch/Shell, if you’re doing better, it could mean your peers are 
using more conservative measurements or assumptions. It’s critical to know why you’re 
doing better, and to be able to explain it to directors cogently.  

To some extent, many managers talk about their boards the way grade-schoolers talk about their 
schools’ hot lunch programs—full of complaints, with an air of resignation that there’s nothing they 
can do about their complaints. But the reality is that sensible managers can, and will, craft a 
constructive partnership with their boards, and utilize the various skill sets of board members to 
enhance decision-making, and give decisions undertaken real credibility. Trust, transparency and 
other virtues begin at home. Active interaction between board members and senior management 
ensures that the board will be management’s most vocal supporter. In this era of increased regulatory 
and shareholder scrutiny, this support is essential. After all, the job you save may be your own.  
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The column solely reflects the views of its author, and should not be regarded as legal advice. It is 
for general information and discussion only, and is not a full analysis of the matters presented.  


