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Dear Senior Management Executive:

The pinnacle of business is a company’s board of directors or board of trustees.
These directors are given important decision-making responsibilities for the company, its
management and its shareholders.  These important decisions take place in any business
large or small.

In small firms, the senior management and board are often one and the same.  This
may blur the role that a person plays in the firm.  At one point in time the person may be
acting as management.  At other points in time the same person may be acting as a
director.  However, as firms grow in size, it is more likely that the board will be comprised
of both inside management people and outside directors.  An outside director has
challenges different from inside directors whose daily jobs are from the same firm.

The current pool for outside directors to provide corporate governance is small.  It
includes retired senior executives with the time and energy to be an outside director,
existing senior management executives, former politicians and policy makers and anyone
else who the board and management believe will be a valuable resource to the company.
There is definitely a shortage of people qualified and willing to serve in this capacity.

There also is a particularly acute shortage of people qualified and willing to serve in
this capacity who are not white males.  As you will read in this booklet, diversity in the
boardroom has not been achieved to date yet there are advantages to having a diverse
board of directors.  Therefore, those of you who otherwise qualify to be a director and
who are not white males should seriously consider embracing directorship opportunities.
Those who already enjoy directorships should seriously consider embracing new board
candidates who provide increased diversity to the boardroom.

As a senior management executive in industry, you have spent many years advancing
your business and professional objectives.  Often you have sold a product or service, you
have addressed human resource issues, and you may have even bought or sold all or part
of your business.  You recognize that the accumulation of these experiences has value to
those operating similar or even different businesses.  You decide that you are ready for the
task of being an outside director for another firm to help that company grow and prosper.
In the event such an opportunity arises, what will be the duties, risks and rewards
involved?  What type of due diligence should you do before accepting a directorship? If
you accept the directorship, what will be expected of you?
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The purpose of this booklet is to answer these questions briefly and thus help senior
executives become more informed outside directors.  This booklet is particularly designed
to help senior executives decide which board positions to accept and, once accepted, how
to be more effective board members.

Whether the company is for profit or not for profit, public or privately held, large or
small, any decision to join a board requires a certain amount of due diligence.  Also each
senior executive who is contemplating such a career opportunity should be prepared to
satisfy the obligations that are expected from this position.  We hope this booklet helps
you as you embark on these corporate governance endeavors.

Sincerely,

Lynn Shapiro Snyder, Founder
Women Business Leaders of the
U.S. Health Care Industry Foundation, and

Senior Health Law Partner
Epstein Becker & Green, P.C.

∗       ∗       ∗

This booklet is a joint initiative by the law firm, Epstein Becker & Green, P.C. (www.ebglaw.com)
and by the Women Business Leaders of the U.S. Health Care Industry Foundation
(www.womenleadinghealthcare.org).  The goal of this Foundation is to help senior executive
women in the health care industry improve their businesses and grow professionally.
The authors wish to thank Jennifer Roberts, the Executive Director of the Women Business
Leaders of the U.S. Health Care Industry Foundation, for her assistance and William
Burgess, an associate in the National Health Law Practice at Epstein, Becker & Green,
P.C., for his contributions.  The authors further wish to thank Phyllis Lewis for her talents
in designing this booklet.  Their commitment and contributions to this booklet are greatly
appreciated.
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An Executive Summary

What are the rewards for
serving as an outside director?

Although there often is tangible compensation for an outside directorship,
most outside directors will say that the greatest rewards for serving on a board
are the intangible benefits from having the opportunity to work with the other
directors of the company.  The other directors are likely to be similarly
situated senior people from industry who may be in a position to improve your
current business or to facilitate professional growth.  The camaraderie that
develops through the board meeting process is very rewarding.

The other reward often mentioned is the opportunity to help another company
improve based upon your guidance and experiences.  There is great personal
satisfaction in being able “to advise” instead of “to do” in helping a business
prosper.

Then, of course, there often is compensation for a director’s time and effort.
There also is reimbursement for travel to board meetings.  There may be a fee
paid for each meeting.  There also may be payment in stock or in stock
options for agreeing to be a director.

What are some of the risks for serving as an
outside director?

As with anything that has significant rewards, there also are risks involved in
serving as a director.  The single most important risk is one of personal
liability for something involving the company and the director.  As you will
read below, a director may be named in a lawsuit against the company and
others.  However, being sued and being held liable are two separate matters.
A director is rarely held personally liable for anything involving the company
unless he or she also was personally involved in the wrongful conduct.

Nevertheless, it is not a pleasant thing to be named in a lawsuit and, in light of
the fact that the United States is a litigious society, a prospective director
needs to know about the risks of such potential liability and about risk
management tools used in the event of lawsuits, such as indemnification and
insurance for directors and officers of the company.
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What type of due diligence should you do
before accepting a directorship?

It used to be the case that a senior executive asked to be on a board was so
grateful for the honor that he or she would just say “yes.”  Those days are
probably over.  Just as the company’s senior management and current board
members go through a due diligence process to determine whether to extend
an offer for a directorship to a particular board candidate, so too should the
candidate ask some questions and do some of his or her own investigations to
make sure there is a desirable match.  This is so important because a
directorship requires a very close and personal relationship amongst other
directors and with senior management with whom there will be a lot of
interaction.

Once on the board,
what will be expected from you?

Much of this booklet addresses the topic of what will be expected from you as
a director of a company.  There are certain duties and responsibilities.  The
bottom line is that if you decide to become a director and are given the
opportunity to do so, then you must take this commitment seriously and fulfill
the various fiduciary duties which are described briefly in this booklet.
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