
How  to Develop a Successful Board of  Advisors (...and Why You Should!) 
 
By Er ic Graham 
  
In today ’s rapidly changing and highly competitive markets, many privately held 
companies are creating outside adv isory  boards to give ow ners and CEOs 
fresh, know ledgeable adv ice.  
Even for small businesses, setting up an adv isory board can give you a 
significant advantage over competitors that are rely ing solely on internal talent. 
An exper ienced and w ell-connected board of advisors can help your business  
grow  and prosper  in w ays you’ve never imagined.  
 
What is a Board of Advisors? 
An advisory board is an outside group that is informally organized to prov ide 
business ow ners and corporate leaders w ith support, advice and ass istance. 
While formal boards of directors have legally defined responsibilit ies and 
fiduc iary duties, adv isory boards have no formal pow er or binding legal 
authority. They serve at the pleasure of the business ow ner or CEO.  
 
Benefits of an Advisory Board 
There are several advantages that companies w ith adv isory boards have over  
their  competition. A board offers your business :  
 
An unbiased outside perspective.  
Increased corporate accountability and discipline.  
Enhanced CEO and management effectiveness.  
Greater credibility w ith investors, vendors and customers .  
Help in avoiding costly  mistakes.  
Rounding out skills and exper tise lacking in current management team.  
A sounding board for  evaluating new  business  ideas and opportunities.  
Enhanced community  and public  relations.  
Improved marketing results and effectiveness.  
Strategic  planning ass istance and input.  
Centers of influence for netw orking introductions.  
Crisis and trans ition leadership in the event of the death or resignation of the 
CEO.  
Help anticipating market changes and trends.  
 
Steps to Creat ing an Effect ive Board of Advisors:  
 
Analyze the strength and w eaknesses of your current management team.  
Look for critical areas of expertise and know ledge that your company could use 
help w ith such as marketing, legal, finance, eCommerce, and research and 
development or information technology. If your company is planning on going 
public w ithin the next few  years, seek out adv isors w ho have successfully taken 
companies dow n that path.  
 
Set c lear , w ritten goals  and objectives for your  board of advisors.  



Getting max imu m value from a board of adv isors begins w ith c lear objectives  
and goals. Board members must know  w hy they have been asked to serve and 
w hat is expected of them.  
 
Before establishing the board, the CEO and senior managers should s it dow n 
and ask some of the follow ing questions:  
 
1. What are the main areas w e need advice and guidance in? 
2. What specifically do w e need the board me mbers  to do for us? 
3. Who are a few  potential candidates for board membership? 
4. How  do w e avoid giving aw ay too much control to outs iders? 
5. What w ill be the pow ers and limitations of the board? 
6. What w ill setting up the board cost initially? Annually? Will it be w orth the 
cost?  
 
Determine the size and structure of your board.  
 
Advisory boards range in size from tw o members to over thir ty. The r ight s ize 
depends on many factors, such as your company’s s ize, complexity, stage of 
development and individual skills needed. My experience and research has 
found that for most small to mid-sized, grow ing companies or star t-ups, a 5 to 7 
member adv isory board is an ideal size. Smaller firms can start w ith just one or  
tw o members and add new  members as they  grow .  
 
Recruit ing Candidates 
Determining w hom you invite to join your board is one of the most cr itical 
decis ions  in setting up a board of adv isors . Often a business ow ner’s first 
instinct is to ask friends, family me mbers or professional advisors to sit on their  
board. This is usually a mistake. Unless your friend or family  member is a 
recognized authority in an area of expertise lacking by your management team 
or a highly successful entrepreneur, they are probably not the w isest choice.  
 
Another reason to avoid asking family or friends to join your board is lack of 
objectivity. Often adv ice from a friend, family member or management insider is  
sugar coated to protect relationships. An outs ide advisor can give you a much 
more objec tive and honest assessment of the situation.  
 
Using professional advisors such as your law yer, banker or accountant as  
board members  has it’s ow n pitfalls. These advisors  are already w orking for  you 
and may not be as objective as you need, due to having an interes t in 
generating future bus iness from your company.  
 
Some critical act ion steps for recruiting a dynamite board of advisors are:  
 
Develop a candidate profile. After you have determined the areas of expertise 
your company is in need of, create a profile of candidates that successfully fit 
these needs. Take care to address know ledge and skills that your company w ill 
need to meet projected grow th and future challenges.  



Seek out experts. Search online and offline for experts and proven leaders that 
meet your candidate profiles. Contact them and begin discuss ions about 
poss ible board me mbership.  
 
Ask for recommendations. Solic it recommendations from the experts you speak 
w ith that cannot serve on your board, of collogues of theirs that they feel w ould 
be a good fit for your needs. Begin netw orking w ith your attorney, accountant 
and other profess ional advisors. Once you have successfully  recruited an 
advisor, he or she can often lead you to another  good candidate.  
 
Find your candidates motivation. Most of your candidates are not going to be 
motivated by money alone. In fact, if money is their primary reason for joining 
your board, they may not be w hat you are looking for. The most effective board 
members are motivated by the challenge and intellectual stimulation of building 
successful companies. They serve because they are already high achievers  
and enjoy the challenge.  
 
Have var iety in your board. Try to include experts and successful entrepreneurs  
from several different disciplines. Often board me mbers  w ho are successful 
marketers, CEOs and business ow ners from different industries can bring a 
fresh perspective to your bus iness. These individuals can often help you 
incorporate best prac tices from other industr ies, into your ow n industry, creating 
revolutionary changes and opportunities.  
 
Look for a proven track record. Find the leaders in their field. The best board 
candidates are successful CEOs, bus iness  ow ners, profess ionals, university  
professors and consultants w ho have achieved success in their  ow n businesses 
and careers .  
 
Clearly communicate your goals and objectives. Inves t time in talking to and 
meeting w ith potential members. Communicate to them w hat your goals and 
objectives are. Let them know that you are not looking for “yes men” and that 
you w ant advisors w ho w ill challenge you and hold you accountable for your  
businesses grow th.  
 
Board Com pensation 
 
Board members expect and deserve to be compensated for their time, efforts 
and advice.  
Typical advisory board compensation includes a stipend from $5,000 to $25,000 
per member, per year . Some companies pay their board members per meeting, 
w ith payment ranging from $500 to $3,000 per meeting, w ith a monthly retainer  
of $500 to $2,500. Companies  should also cover transportation, meals and 
lodging for members w hen attending meetings.  
 
Most successful boards also give or require members to buy stock or some 
form of equity  in the company. This gives the board me mbers equity  
partic ipation and a vested interest in the grow th of the company.  
 
 



Pitfalls to Avoid 
 
Some potential problem areas to avoid w hen setting up or w orking w ith your  
advisory board are:  
 
Members miss ing meetings . Because board members are usually running 
successful bus inesses of their ow n, they may not alw ays be available for every  
meeting. How ever, board members should be made aw are that attendance of 
board meetings is important and expected. If a me mber is chronically absent, 
the value of their membership on the board should be review ed.  
 
Insecur ity of senior managers. Some company insiders may feel intimidated or  
threatened by the involvement of outsiders. The CEO or ow ner must make 
every effort to communicate to his staff the benefits and importance of having a 
board of advisors.  
 
Incompatible personalities. This is a challenging situation, because most 
members of your board w ill be strong w illed, achiever types, w ho have gotten 
w here they are by taking charge. Many w ill have strong convic tions about their  
opinions and may find it hard to defer the leadership of the meetings to the 
CEO. You must determine w hen a member ’s personality is “too strong” and 
becoming disruptive.  
 
Excessive number of board me mbers. Because of their strong personalities, if 
you have too many members on your board, the more assertive members often 
dominate the debates, depr iving you of the contr ibutions the quieter me mbers  
may have made.  
 
Lack of CEO communication. Withholding company information or not regularly  
communicating w ith the me mbers of your  board of advisors destroys trust and 
effectiveness. Regular communication betw een meetings is essential to 
maintaining an effective board.  
Inadequate compensation. As I mentioned, you do not w ant compensation to be 
the determining factor in a candidates membership on your advisory board, 
how ever successful indiv iduals of the caliber you seek expect to be fairly  
compensated for their time and know ledge.  
 
Keys to Board Effectiveness  
 
If you build it, use it. Ow ners and CEOs w ho invest the time and money in 
creating a board should be committed to soliciting and us ing its  adv ice on 
important issues and dec isions.  
 
Value their  input, even w hen they disagree w ith w hat you w ant to do. 
Sometimes a board is at it ’s most valuable w hen it recommends against a 
course of action the CEO w ants to take. If you recruit a good board, often they  
have already been dow n the path you are on, and their experience (and past 
failures) can help you to avoid costly  mistakes.  
 



Communicate w ith your  adv isors. Keep the me mbers  of your  board informed 
about w hat is happening in your company and industry. Counsel w ith indiv idual 
members on the phone at least monthly and send them information w ell in 
advance of your meetings, to help them prepare and keep the meetings  
productive.  
 
Hold regular meetings. Most boards meet once per quarter. How ever, boards  
should meet more often during times of rapid grow th or if company needs mer it 
additional overs ight and guidance.  
 
Have an objective for each meeting. Your board me mbers are busy people and 
their time is valuable. Make the most out of your meetings w ith them, by hav ing 
a clear agenda and objec tives for each meeting. Make sure to cover the most 
important items of business first, in case the discussions take longer than 
planned or some members have to leave ear ly.  
 
Annual assessment of board performance. Per iodically assessing the board’s  
effectiveness is  a critical fac tor  in ensuring a good return on investment. Each 
year  the board should set performance goals  and define their criteria for  
success . At the end of the year the CEO and the board should assess it’s  
performance, compared to its goals and criter ia for success.  
 
Over 80 percent of all private companies are operating w ithout a board of 
advisors or board of directors. Odds are your competitors do not have one. 
Because of this, developing a board of adv isors can give your company a 
distinct advantage over your competition. This is particular ly true for start-ups  
and family run bus inesses.  
 
There is tremendous value in receiv ing objective, know ledgeable adv ice from a 
board of adv isors w ho share in the financ ial and equity grow th of your business. 
I encourage you to begin recruiting your  advisory  board today! 
 
 
 
Major Duties of Board of  Directors 
 
Brenda Hanlon, in “ In Boards  We Trust” , suggests the follow ing duties  (as  
slightly modified by  Carter McNa mara to be "nonprofit/for-profit neutral"). 
 
1. Prov ide continuity for  the organization by setting up a corporation or legal 
existence, and to represent the organization's point of view  through 
interpretation of its products and services, and advocacy for them 
 
2. Select and appoint a chief executive to w hom respons ibility for the 
adminis tration of the organization is delegated, including: 
 
- to review  and evaluate his/her performance regular ly on the bas is of a specific  
job descr iption, inc luding executive relations w ith the board, leadership in the 
organization, in program planning and implementation, and in management of 
the organization and its personnel 



 
- to offer administrative guidance and determine w hether to retain or dismiss  the 
executive 
 
3. Govern the organization by broad policies and objectives, formulated and 
agreed upon by  the chief executive and employees, inc luding to assign prior ities  
and ensure the organization's capac ity to carry out programs by continually  
review ing its w ork 
 
4. Acquire sufficient resources for the organization's operations and to finance 
the products and serv ices adequately 
 
5. Account to the public for the products and services of the organization and 
expenditures of its  funds, inc luding: 
 
- to prov ide for fiscal accountability, approve the budget, and formulate polic ies  
related to contracts from public or pr ivate resources 
 
- to accept respons ibility for all conditions and policies attached to new , 
innovative, or experimental programs. 
 
 
Major Responsibilit ies of Board of Directors 
 
BoardSource, in their booklet "Ten Basic  Responsibilities of Nonprofit Boards", 
itemize the follow ing 10 responsibilit ies for nonprofit boards. (How ever, these 
responsibilit ies are also relevant to for-profit boards.) 
 
1. Determine the Organization's  Mission and Purpose 
 
2. Selec t the Executive 
 
3. Support the Executive and Review  His or Her Performance 
 
4. Ensure Effective Organizational Planning 
 
5. Ensure Adequate Resources 
 
6. Manage Resources Effectively 
 
7. Determine and Monitor  the Organization's Programs and Services 
 
8. Enhance the Organization's Public Image 
 
9. Serve as a Court of Appeal 
 
10. Assess Its Ow n Performance 
 
 
 



Evaluating The Board Of Directors 
November 19, 2003 | By Rick Wayman 
 
 
Overv iew  
In theory, the board is respons ible to the shareholders and is supposed to 
govern a company's management. In reality, the board has become a servant of 
the CEO, w ho is typically also the chairman of the board. But the role of the 
board of directors has come under scrutiny in light of the excesses of Enron, 
Wor ldCo m, Healthsouth and their ilk. Since the passage of the Sarbanes-Ox ley  
Act increased the risk of litigation and cr iminal charges, boards have become 
more concerned about their roles and composition.  
 
The Checklist 
There is a checklist that inves tors can use to evaluate the objec tiv ity and 
effectiveness of a board. This list w as developed from a study done by the 
Corporate Library ("the study") and w as reported in the Oct 27, 2003, edition of 
the Wall Street Journal (page R7). 
 
1. Size of the Board 
A large board is a sign that me mbership is a payback of some kind, a "thank 
you" for good serv ice or for  getting the CEO on another board. On the other  
hand, a small board could be jus t as ineffective if it is stacked w ith sycophants. 
According to the Corporate Library's study , the average board s ize is  9.2 
members, ranging from 3 to 31 members. 
 
As an analyst, I think the ideal size is seven, and here is w hy. There are tw o 
critical board committees that must be comprised of independent members : the 
compensation committee and the audit committee. Based upon our research, 
the minimu m number for each committee is three. This means a minimum of six 
board members is needed so that no one is on more than one committee - 
having me mbers doing double duty  may compromise the important w all 
betw een audit and compensation, w hich should help avoid any conflicts of 
interest. Furthermore, if members are serving on a number of other boards it 
may increase the r isk that the members cannot devote adequate time to their  
responsibilit ies. 
 
Rounding out the ideal board is the seventh member, the chairperson of the 
board. It's the responsibility of the chairperson to make sure the board is  
functioning properly and the CEO is fulfilling his or her duty and follow ing the 
directives of the board. Obviously , if the CEO is also the chairperson of the 
board, a conflic t of interes t is created. 
 
Tw o or three additional people may be necessary to staff any additional 
committees , such as nominating or governance, but more than nine me mbers  
makes the board too big to function effectively.  
 
2. Ins ider /Outs ider (Degree of Independence) 
A key attribute of an effective board is  that it is comprised of independent 
outsiders. An outs ider is someone w ho has never  w orked at the company, is  not 



related to any of the key employees and does not/did not w ork for a major  
supplier or customer. The WSJ study found that independent outsiders  
comprised 66% of all boards  and 72% of S&P boards. 
 
While this definition of independent outs iders seems clear enough, you'd be 
surpr ised at the number of times it is misapplied. Too often, the 'outs ider' label 
is given to the retired CEO or  a relative, w hen they are in fac t ins iders w ith 
material conflicts of interest.  
 
3. Co mmittees 
There are three important committees that each board should have: audit, 
compensation and nominating. There may be more committees depending on 
corporate philosophy (w hich is determined by an ethics committee) or if the 
company w ants to combat current negative headlines . Let's take a closer look at 
the three main committees: 
 
The Audit Committee 
The audit committee is  charged w ith w orking w ith the auditors to make sure that 
the books are correc t and that there are no conflicts  of interest betw een the 
auditors and the other consulting firms employed by the company. Ideally, the 
chair of the audit committee is a CPA. But too often there is not a CPA 
anyw here on the audit committee, let alone on the board. The NYSE requires  
that the audit committee include a financial expert, but this qualification is  
typically met by  a retired banker, even though that person's ability to catch fraud 
may be questionable. The audit committee should meet at leas t four times a 
year  in order to review  the most recent audit. An additional meeting should be 
held if there are other issues that need to be addressed. 
 
The Compensation Committee 
The compensation committee is respons ible for setting the pay of top 
executives. While it seems obv ious that the CEO (or other people w ith conflicts  
of interes t) should not be on this committee, you'd be surpr ised at the number of 
companies that allow  just that. Because of the 'I' ll scratch your back if you 
scratch mine' conflict of interest, it is important to check to see if the members of 
the compensation board are also on the compensation committees of other  
firms. Also, the compensation committee should meet at least tw ice a year: one 
meeting is a s ign that the committee meets just to approve a pay package that 
w as created by the CEO or a consultant w ithout much debate. 
 
The Nominating Committee 
This committee is respons ible for nominating people to the board. The 
nomination process should aim to br ing on people w ith independence and a skill 
set currently  lacking on the board.   
 
4. Other  Commitments/Time Constraints 
A key consideration in determining the effectiveness of a board member is  the 
number of other boards and committees they are on.  
 
The follow ing char t from the survey show s the time commitments of board 
members of the 1,700 largest U.S. public companies . This indicates that the 



major ity of board me mbers sit on no more than three boards. What this data 
does not indicate is the number of committees that these people are on. 
 
You'll often find that the key board me mbers (the independent ones) serve on 
both the audit and the compensation committees and are also on three or more 
other boards. You have to w onder how  much time a board me mber can devote 
to a company's business  if he or she is on multiple boards . This situation also 
raises questions about the supply of independent outs ide directors . Are these 
people pulling double duty  because there's a lack of qualified outs iders? 
 
 
5. Paybacks 
The apparent shortage of independent outs iders also makes one w onder if a 
board seat is not a form of corporate w elfare for retired CEOs - espec ially w hen 
you cons ider that the board member usually  gets paid for each meeting and 
may receive an annual salary  as  w ell as  stock options. You have to question the 
rationale of having a board composed of CEOs of other companies and 70 year  
olds w ho are also on several other boards.  
 
6. Related Transactions 
Companies must disc lose any transactions w ith executives and directors in a 
footnote entitled "Related Transactions". This can prove to be very enlightening 
reading because it discloses some actions that cause conflicts of interes t, such 
as doing business w ith a direc tor's company or hav ing the CEO's w ife on the 
payroll. 
 
Conc lus ion - the Bottom Line 
The composition of the board of directors says a lot about corporate 
management and governance. A company loses credibility if its board is  
stacked w ith insiders  that rubber stamp accounting and compensation issues 
that w ere decided by the CEO.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



http://www 10.amer icanexpress.com/sif/cda/page/0,1641,5287,00.asp 
 Choosing a Board of  Directors  
 
If you have chosen to organize your company as a corporation, you are legally  
required to have a board of directors. Whereas your  management ( i.e. CEO and 
pres ident) oversees the daily decision making of your company, your board 
guides the overall direction of your company.  
The s ize of the board you must have varies by state, but the number of direc tors  
on the board cannot exceed the number of corporate shareholders, and in many 
states a board must be comprised of no few er than three people. The CEO and 
pres ident of a small business report to the board of directors, w ho can, in some 
cases, vote them out of the company or overr ide their  decisions. In many cases, 
how ever, the pres ident or CEO ow ns a bulk of the company 's stock, limiting the 
pow er of the board to override their dec isions.  
 
Large, public companies pay  directors for their membership, but small 
companies  are more likely to prov ide board members w ith an interest in the 
company or jus t a free lunch or dinner  w hen the board meets.  
 
When you are creating a board of directors, you must dec ide on an "ins ide" or  
"outs ide" board. An inside board is comprised of friends, family , and contacts  
you trust, and is w hat most small business ow ners form first. An outs ide board 
is made up of people you recruit based on their skills  because you need them to 
expand your business. If your company is looking for an acquisition, or thinking 
about an Initial Public Offering ( IPO), you may need talent that you can only get 
from an outside board of directors.  
 
If your business is not incorporated, you may w ant to form a board of advisors. 
An advisory board is more informal than a board of directors in that it generally  
does not have regular meetings, and even in larger companies adv isory  board 
members are often not compensated for their serv ices. An advisory board is  
also not usually authorized to ous t a CEO and is created pr imarily to prov ide 
business  advice to a company.  
  
 Tips on putting together  a board of directors  
 
Create a board that complements ex isting management 
Look for people w ho bring new  areas of exper tise to your company. For  
example, if you ow n a small technology company but don't have any marketing 
background, search for board members w ho can provide the marketing 
exper ience you need.  
Chart your management needs 
Create a chart to determine the kind of talent needed to move your company 
ahead. List the skills your management possesses. You can then make a list of 
the skills sets you need to acquire and the people w ho possess those skills.  
 
Use a headhunter 
Some executive recruitment companies specialize in recruiting directors and 
management profess ionals /executives . For a fee they w ill locate board of 
director candidates for you. If you choose this route, keep in mind that the 



search firm must have a good understanding of you, your company, and the 
talents you seek in order to be able to recruit effectively  for you.  
 
Use your netw ork of colleagues and friends 
A w ell-rounded board of directors can be formed from your former school 
mates, vendors , professional service prov iders and social acquaintances. Make 
a lis t of candidates from this field and then v igorous ly scrutinize the list to 
ensure you are choos ing the right talent for your company, not just people you 
like.  
 
Keep board size manageable 
The smaller your board, the more efficiently it is likely to operate. Unlike large 
companies that recruit high-profile board members to enhance corporate image, 
the board of a small company is usually a w orking board. The exception to this  
rule is if your small company is going public and needs a larger board to guide 
you through the process.  
 
Make sure the CEO contacts  board prospects 
Once you have identified board me mber prospects, the CEO should call those 
individuals. If you are the CEO, you should explain w ho you are, prov ide details  
of the corporation, how  the indiv idual's name came to your attention, and s tate 
that you w ould like to have an appointment to talk about poss ible partic ipation 
on the board.  
 
Look for  people w ho know  how  to raise capital 
Even if your company does not need to raise capital now , it most likely w ill at 
some stage. Board me mbers w ho have a strong financ ial background and 
know ledge of how  to raise money are alw ays an asset.  
  
 
http://www.greatboards.org/faq/index.asp?topic=9#20 
How  does a board determine the competencies it needs? 
To begin, rev iew  the organization's  miss ion, values, v ision and strategic  
direction as w ell as a position descr iption describing the responsibilit ies of a 
director. Then, discuss three questions: 
 
What are the personal attr ibutes every member should br ing to board w ork? 
Examples are: a demonstrated commitment to community service, support for  
the miss ion and values, personal integrity and an understanding of the 
difference betw een the role of management and governance.  
What are professional and technical backgrounds and the skill sets board 
members need to understand the organization and execute its responsibilit ies? 
Exper tise in finance and bus iness management are the most commonly needed 
backgrounds, but a board also may need members know ledgeable about 
community needs, information technology, quality management, ethics and 
values, political relations, marketing, law  and real estate, among other areas. 
Also consider skill sets involving leadership, communications, consensus 
building and the ability to "think strategically outs ide the box." Some boards look 
for a few  senior executives in large, regional corporations and changing 



industries to join local bus iness and community leaders. No one person has all 
the competencies needed; a board is a team combining many strengths.  
How  does the makeup of the community compare to the board? Would the 
board benefit from a richer diversity of cultures, gender and generations among 
its members? Look for members w ho bring a needed competency or skill and 
also add to board diversity. 
 
http://www.microsoft.com/smallbusiness/resources/management/leadership_trai
ning/hir ing_a_board_of_direc tors_8_tips.mspx 
 
Hiring a board of directors : 8 tips 
By Jeff Wuorio 
The ow ner of a grow ing small business has a great deal on her mind. A  board 
of directors  may not necessar ily be one of her most pressing issues. 
It should be. As a bus iness expands and matures, so does its need for involved 
direction and experienced guidance — elements that a board of directors can 
prov ide. 
Here are eight issues to bear in mind w hen considering a board of directors: 
 
1. Do you really need one? Question number one isn't alw ays easy to answ er. 
It's essential that you think about the areas in your business w here you may 
need help or input — such as finance, management or other areas. Target 
potential problem areas and conceptualize how  a board may help. 
Cons ider, too, w hat the presence of a board may mean for your company's  
image. "Hav ing independent directors on a company is generally cons idered 
beneficial to prospective investors," says Ft. Lauderdale attorney Greg Balder. 
"Independent directors can oversee auditing and can be beneficial in preventing 
management abuse and corporate fraud." An exception: Corporations are 
required by law  to have a board of directors, although, in many states, one 
director — often the ow ner — is all that's required.  
  
2. What sort of board is best? How  binding do you w ant your board's role to be? 
Many small bus inesses maintain advisory boards for feedback only. That may 
be adequate for some businesses, but a formal board of directors carr ies  
greater c lout. If it's  a legally-formed board, it assumes a fiduc iary responsibility  
for how  the company is run. That can boost a sense of responsibility to board 
members, but it has a dow nside: "Formal boards can out vote you on key  
decis ions," says John Reddish, a Drexel Hill, Pa. consultant. "As pr incipal 
shareholder , you can often override them, but that w ill only cause the best 
directors to res ign. Go w ith an adv isory board if you w ant advice but don't w ant 
it mandated." 
  
3. Whom do you choose? Another  question w ithout a s ingle defining answ er is 
w hom do you choose to serve on your company 's board? One company's  
needs differ from the next. Here are a few  things to consider: If you aim for  
divers ity on your board — from gender and political preferences to profess ional 
exper ience — you w ill help to ensure a diverse set of skills, exper tise and 
feedback. Cons ider  a broad range of people, inc luding attorneys, CPAs, fellow  
executives, educators and even directors from other boards. Look for  expertise 
in the kind of business you operate. 



  
4. Avoid mirror images. Unless  your approach to business mirror's New  York 
Yankees baseball team ow ner George Steinbrenner's, the last thing you w ant in 
your  board is a cow ering mass of 'yes' droids . An effective board is compr ised 
of people of diverse backgrounds and view points that can differ from yours. This  
board shouldn't be the least bit afraid about offering guidance and feedback that 
may be disconcerting. 
 
A solid board of directors is comprised of "people w ho don't think like you and 
w ho are not afraid about standing up to anyone w ith their ideas," says Dr. Ted 
Sun, a Columbus, Ohio consultant. "You need strong-w illed people w ith a great 
deal of experience." 
  
5. How will the board function? Once you've dec ided on a board, you need to 
address the mechanics of its activ ities . Figure out the areas of your business  
that need a board's involvement. Are they company audits? Help w ith rais ing 
outside capital for a project? Or management dec isions? "Create an 
accountability struc ture betw een the executive team and the board of directors," 
says Sun. "Each needs to be accountable about implementing w hat's  
discussed. The w orst thing is  to let your board meet and talk, but nothing 
actually happens." 
  
6. How often w ill the board meet? The frequency of board meetings w ill differ 
from one company to the next. Although the average is every quarter , structure 
your  board's schedule to address your needs. If issues are regularly  occurr ing 
that require the board's attention then monthly meetings may be appropriate. 
No matter how  often, take the time to prepare for each meeting. 
 
It's also cr itical to set up a thoughtful agenda for the board to hit issues that 
w arrant attention, but to avoid gatherings that melt into a college dorm bull 
session — great give and take, but litt le to show  for the effort. 
  
7. How  long should they serve? Experts suggest that terms for board me mbers  
(or the boards themselves) only run from one to three years. Reddish also 
suggests term and age limits for board members: "That can be a blessing w hen 
a friend should leave but you're afraid to ask or if someone just becomes too 
disinterested." Additionally, stagger terms so that you don't have too many 
board members leaving on the same year . 
  
8. How  much do you pay board members? Again, size, frequency and other  
variables  dictate how  much you should pay your board of directors. But at the 
very least, look to pay your directors a per meeting fee of several hundred 
dollars plus some sort of annual retainer. Rule of thumb: The bigger  the 
company, the greater the importance of a board me mber's role so you'll have to 
pay them more. Even relatively-small companies w hich ask a fair amount of 
their  board members can expect to pay  upw ards of $30,000 a year per member. 
Of course, advisory board members w ithout legal respons ibilit ies can expect to 
receive a good deal less. 
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How  to effectively use your board of directors 
 
One of the most useful w ays to build and manage your  company is  through your  
board of directors. Like any  tool, you get the most from it by using it correctly. 
The follow ing do’s and don’ts , based on w orking w ith small, medium, and large 
public  and private companies , should help.  
What to do to engage and empow er your board 
Design your board w ith skills that strengthen senior management. As good as  
your  senior team may be, it w on’t be perfect. Your board members should 
possess vital skills to augment yours and those of your senior managers. 
Prepare your board. Deliver board packages to your directors pr ior to meetings  
so they may prepare to par tic ipate. To effectively operate as a contr ibuting 
board member requires a minimum commitment of 200 hours a year. 
 
Encourage your board to challenge you constructively. You w ant people on the 
board w ho are smarter than you, w ho can identify issues you may not see, to 
help guide the company. 
 
Engage your board to think about how  your business w ill achieve long term 
plans under different operating assumptions. As  an exercise, put your  heads 
together to env ision how  the company could have gotten to w here it is today 
had certain key  factors been different. 
 
Discuss w ith your board w hether the company is fulfilling its or iginal miss ion. 
Adher ing to the company ’s original mission may be a w ay to s tay  focused in a 
rapidly changing w orld — or it may be a s ign of stubborn resistance to an 
evolv ing marketplace.  
 
Make sure the board understands and lives up to its fiduciary responsibility. 
While senior management is hired to ensure compliance w ith law s and 
regulations relating to financial repor ting and disclosure, the board should 
prov ide active oversight in this area. 
 
Empow er your board members to make a difference. Why else w ould they w ant 
to be there? Board me mbers w ho give direction w ill keep you out of trouble and, 
more importantly, help the company grow . 
 
Ask the board to endorse a w ritten code of ethics . The Sarbanes-Ox ley law  
requires this of public companies, but all organizations should have one. This  
statement explains in c lear terms how  the company w ill function and solve 
problems. Institute a w histle blow er policy.  
 
Missteps  to avoid w ith your board 
Don’t put friends on the board. Rare is the friend w ho w ill have the skills your  
board needs, and rarer still be w illing to contes t and challenge you w hen 
needed, especially  if he or  she w ants to remain your friend. 
Don’t put celebrity names on the board. Well know n names may have a 
satisfying r ing to them, but these people frequently are very busy and therefore 
less likely to give the attention your company needs from its direc tors . 



 
Don’t set the bar too low . Every board me mber should be selected because he 
or she can offer advice in key operational areas, develop strategic relationships, 
or raise f unds. Make sure they understand w hat is expected of them before they  
join. 
 
Don’t neglec t non-financ ial matters . One cannot overemphasize the importance 
of the board’s financial overs ight role, but your company is more than a set of 
financ ial statements. It has a vision of the future, w hich your board should help 
to nurture. 
 
Don’t bog dow n meetings w ith minutiae. Board meetings are for making 
decis ions, not for transferring data.  
 
Don’t let the board focus exclus ively on w here the company is today. While it’s  
essential that the board unders tand current conditions, its greater role is also to 
prov ide long-term guidance. 
  
 
 


