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A CEO'S ADVICE TO HIS SUCCESSOR

Dear Anchibald....

by J, PAUL LYET/.GHzé imream, CEQ), Sperry Corporation

The interaction between the
chief executive officer and his
corporation’s board of direc-
tors varies widely from com-
pany to compamy. It is my
feeling, howewer, that there
are critical fundamentals
which every CEO should
follow in working with his
board. I offer them in the fol-
lowing, letter to my as yet
undesignated successor;
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DAIthowgh you have partici-

pated in board meetings and
observed our preparations lor them, |
think it is important to pass on to
you my thinkimg albout the interrela-
tionship between the CEQ and the
board. You may use it in fiasthioning
your own approach.

First and foremost: never take the
board tor granted. Of course | should
have no concern about your attitude.
You will know that you have the job
becawse you have the board's comfi-
dence. But you also will be comscious
of the fact that you have yet to dem-
onstate by your performance that its
trust is well placed. This will come
with time. In fact, it is only after you
are firmly in control of your opera-
tion that you will become susceptible
to a dangerous “mimdset™ taking the
board lor granted. In other words,
never let the trappings of office dull
your awareness of who put you in
the job=that you are basically an
“employee” and that your "boss”, the
board, can move you out of that spot
in an instant.

Next, maintain the philosophy that
kresreis not time at board meetings to
cover all the good things about the

company. Consequently, focus on the
critical areas—the problems and the
opportunities that we face. The good
news will creep in anyhow:. Use the
available time to make certain that
the beard is Infemred fully about any
proeblems.

No Surprises

A fundamental rule should be never
to surprise the board. To awoid that
here at Sperry, we have structured our
intemnal communications to minimize
that possibiliy. The fact that you
might have been surpiised by, et us
say, the sudden need for a laige write-
off will net be regarded by the beard
@ &N exeuse Or surprsing them. The
eafly Warning signs elearly weuld be
evident {8 semesne iR the corpers-
HeR mueR earlier

Also, never sprimg major proposalls
on the board and seek its immediate
approval. If you have known about
the likelihood of the proposal for
months ahead—and that is usually
the case—it will be evident to the
board as well. If members are placed
in & pesitien where theit refusal
weuld Rurt the eampany, and if they
are given insuifieient time (8 egR-
sider the prejeet, yau will have




placed them in an unfair position
and will have made a withdrawal
from your “conficiemce acwoaumt” with
the board.

Acquisitions provide a splendid
example of the "early warning” sys-
tem. Thus, as you knauwy, we have
made it a practice to tell the board in
advance of their meeling albout any
possible acquiisition, and we update
them with the situation each month,
(he net result is that when we are
ready to recommend an aafisition
to the board, a pesitive deaision will
be mueh mere likely. By then, the
board will have previded its input,
anel we, iR tYrR, will have reaeted
{8 that input.

Some companies are reluctant to
send the agenda, complete with sup-
porting documentation for the sub-
jects to be discussed, to board
members in advance. Similkanlly, at the
condusion of & meeting, they also
gadher up everything which has
been distiitbuted. Some justify tiis
approach with examples of leaks that
they, or ather e@mpanies, have expe-
rieneed.

Our practice is different, as you
know: In all of my board experience, |
have never known of aleak. | urge
you to continue to send complete
information to the board in advance
of the meetings. Continue to provide
them with the eemplete monthly
finaneial management repert that we
prepare fer guiselves af the corperate
level. Cantinve 8 I8t them retain, as |
considier 18 Be their right, 2l the
information we BFBV?@% fe them (save
the eaRings Projectisns which, for
8bvisus (e3sORs: they Rave EIEGF%‘& f8
FEUFR). @8HHHH% f8 seRd the Board.
gt the B@gwnmg gf the vear 2 list of
the {tems We R3Ve seReduied far each
MREALRY, H%SSEIH% £8 fhat H%e¥z R3ve
&R 8PPAHURILY, 13 %Hgg%%& M And
EQRTIRLE {8 rg{OV‘%e esch direelr

n
l

Ir
d{ I1E:
Wh8 i3 aBsent 20 IRFRAI \Y\‘!Hﬁg

acoount of what happened at the
meeting, in adidition to the regular
minutes.

Tihe board is one of the corpora-
tion’s most valuable resources. Its
members are immensely sucosssiul
people. They are bright, articulate,
experienced, and interested. The
value we receive from their services is
far greater than the cormpensation
that is given to them for the services
they provide.

Tthe board's presence means that
my chances for making a mistake on
amajor dedision are minimized com-
siderably, since | will have the benefit
of its opinions as well as those of my
associates. the chances that we &/l
will be wrong are minimal. This is not
to suggest any abdication of your
fundamental acaauntathility for
aperating results. Hexever, each
member af gur beard is wmiguely
gualitied te give seund advice. Den't
wait fer the beard meeting e ask for
ft. 1R faet, most 8f the benefits frem
bagrd reigtionships may come
Between Fﬁ@@fiﬂg% Members gre
ways glad I8 efter sssiiancee, 19
have the SPRAFEURILY, I8 make & EoR-
LriBution.

Finding Your Successor

From the day you succeed me, you
can be certain that the board will be
interested in management succes-
siom—and properly so. Otherwise,
your sudden absence from the scene
would place upon them the lburden
of making the decision on a succes-
§BF With less infermation than they
are entitied. At the first meeting of
the persennel and argamization com-
mitiee, advise its members on how
yBU appraise yout asseeiates in man-
sgament, and frem time fe time keep
the entive beard infermed as well. |
€37 YRR & passible reluetanee
{8 indicate & preferied sueeessar at
this BBIRL, 58 | weuld urge yaH 8

provide the senior member of the
board with an "only if” letter that sets
forth the alternatives as you saw
them at the time you wrote the let-
ter—reserving, of course, the right to
change your mind. As aside lbemefit,
dialogue will fagililate degisions com-
cering compensation for the indi-
viduals involved.

At some point you are going to be
faced with the need for a new direc-
tor. Remember, however, that the
selection process is up to the momi-
naking committee. Be glad that it is.
Some boards rely on the chief execu-
tive to reciuit new directors. In rmost
cases, however, | think it is imperii
nent for the chief executive Lo
announce to the board that a patic-
ulatr person has been approached and
would e willimg to serve if it is
determined that he is aceeptable to
the beard. That puts the beard in a
mest awkward pesitien IR ene situa-
tieR | knew ef, the eRief exeautive’s
eandidate was not appreved, and the
chiet exeeutive was faced With the
nees {8 g8 back {8 the perien fhat he
had approaehed.

Undloutbtedly the nomimating oom-
mittee will want your suggestions tor
persons to add to the list already
aocumulated. Apart from the obvi-
ous, let me suggest some things that
you not do. Don't recommend a
friend, someone you think for certain
will agree with you because of the
simillarity of your viewpaoints. in the
short ruR it might be cormfortable,
but may | remind you that you hon-
astly ean suggest anly these parsens
yeu are eertain weuld vete for your
femeval sheuld the cireymsianees
warant it.

One of the most competent chief
exeoutives | know also happens to be
one of my closest friends. Some years
ago, he asked me to go on his board,
and | declined solely because of the
friendshiip. Later, when an opemning
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Dweangsemnibald....

on our board developed, several
directors recommended him as acan
didate, and | opposed it for the same
reason.

Now you and | know that friend-
ships with board members do
develop. That is normal, natural, and
it would be unrealistic to expect oth-
erwise. 'Thieecdléttimdtion i sssaiiatee, ot
it is nonetheless there. For you will
find that as your friendship develops,
the directar will never allow his rela-
tionship with yeu to compramise the
ablectivity ef his decisions affecting
yau er the eempany:

More Suggestiions

Now, a few thoughts albout some
other maitters relating to the board.
Keep in mind thai our mandatory
retirement age for directors is 70, If
you appeint a new director who has
just & few yeays to serve, yau will
likely finel yourself needing to replace
that diveeter at about the time when
the persen has finally "wied in." OR
the etRer Rand, if yau pame a diiee-
ter whe has, say, 25 years of possible
$BFvice FEMSIRIRG, YU May BREQYA-
ter g different prablem. Your ap-
praisal of the direetors interest snd
egpaniities, 8ven Ais BFBBQBIE E&IBEr
P&th, M3y Prove effgnesus. With the
pasiage of time, pegple do change:

Wiith respect to board size, it has
been my experience that a relatively
small board works out most advan-
tagesusly. It fadiitates informality
and participation, and it obviates the
need for a pletheye of cormmittees.

Also remember, when you are run-
ning the meetings, that the directiors
expect them to start promptly and to
end at approximately the time you
have indicated. Freguently they have
scheduled commitments that are
integrated with the time slot of our
bearel meeting.

In adidition, remember that not all
directors will speak up on agiven
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subject. Some may have reservaitions
on asubject but may not comsider
them-or the sulbjectsufficiently
important to raise an objection, par-
ticularly when it appears that the
consensus of the board is moving in
the other direction. Wiith critical mat-
ters especially, do not call for a final
vote until you have sought the apin-
lons of &ll whe have been silent.
when board members kRow that it is
likely that they will be ealled upen if
they den't speak up, yeu will find
that these direetears will € 58 With-
8ut retieenes.

Also keep in mind that the board
needs the reassurance of getting to
know others in management. | rec-
ommend that you continue the prac-
tice of having the officers present for
the "nem-executive” board session,

In adidiition, make certain that
board members get to know the peo-
ple runnimg the divisions. When divi-
sion heads come in for presentaiions,
make sure the board has pictuies and
abiography of each gne.

And don't forget this: making a
presentation to aboard is oftena
considerable strain for those not
acaustomed to doing it. It is up to
you (o create an attmosphere in
which they can be relaxed. | would
strongly urge that they have an
Qpportunity to make a dry run.”
Thus, yau and the prineipal offieers
will khew appreximately hew leng
the presentation shauld Iast and will
be iR & pesitien to evaluate wWhether
8r net the beard is likely t8 Be inter
ested i What is Being covered. Yau
then may 38 tell the presenter
WRich guestians g¥e mgst likely 18
Be zsked.:

Finally, | urge you to continue to be
astrong proponent for aminimum of
insidie board members. There will
always be pressures to "reward” com-
petent internal performanee with
board membership. Resist it. Sheuld

you succumb, you will have opened
a Pandora’s box. The purpose of the
board is not to provide a status velhi-
cle for management. There will never
be enough available seats, and the
disimeentive for those who aspire, but
remain unseated, is certain to be &
prablem for you.

Wihen a board is comprised of a
majority of inside members, the out-
side members are in adifficult posi-
tion. In a sense, they are the captives
of management. This is theoretical, 1
grant you, because perceptive man-
agement will often recogmize the
positiom of the outside board mem-
ber and create a de facto m&iority
pasition for the outsiders through
its ewn deference.

Nevertheless, in reality the board
comsists of the chief executive officer
and the outsidie board members,
because the insiders will usually vote
as a unit with the chief executive.
Thuws,, the CEO certainly eould prevail
in adiffierence of opinion with the
outsidie direetors. | susipeet. however,
that the numiber ef eempetent aut-
side directors whe weuld be eontent
te be averruled iR sueh sitURGBAS,
PAIEUIRFY WReIR Majer JUestions
are invelived, wauld Be few indeed:

Finally, Be Yourself

There are undoubtedly a number of
items which | have forgotten to
includie in this epistle, but | know
that you will fashion your own
approach and reshape it as circum-
stances warrant. But if these ramibling
observations prave to be helpful, |
shalf be very pleased—just as | am for
having had the opportunity to submit
them to you,

Sincemly,

JPAALL LVEAT
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