
P rivate and family-owned busi-
nesses are interesting clients.
As these businesses evolve,
their needs change in a well-

known pattern. In their early years,
they focus on survival; then comes
an emphasis on growth, and as they
mature, the worry about continu-
ity sets in. The first generation own-
ers are likely strong-willed entre-
preneurs; the second generation is
more diverse in their skills and
motivation. They each have a
unique personality. 

Non-public businesses tend to
be challenged by a lack of capital
or a lack of talent. If they are able
to overcome these issues, they
grow and prosper. For the most
part, if the bank is happy and the
business pays its taxes, the own-
ers can do as they please. This
independence usually provides
great satisfaction to the owners
and is often a driving motivation
for why they work as hard as they
do. They tend to eschew consult-
ants and outsiders if they can avoid

them. Who else knows their busi-
ness as well as they do? 

But as the business grows and gets
more complex, the owners may start
to sense their own limitations. They
may seek perspective or want to hear
how others have dealt with their
pressing issues. When this happens,
leaders tend to look outside for help.
After all, who can the owner or CEO
talk to safely regarding existential
issues? His or her job is to antici-
pate the future and plan for it. 

The primary benefits for a pri-
vate company in engaging outside
directors is to deal with the exis-
tential issues the owners are not

able to successfully resolve them-
selves. After all, even the best entre-
preneurs have limitations. In this
regard, outside directors can pro-
vide the following key benefits:

1. Perspective—provide a differ-
ent point of view. 

2. Experience—share domain
expertise. 

3. Relationships—introduce
important counterparties. 

4. Compensation—assist with
compensation plans. 

5. Succession planning—assure
executive continuity. 

6. Oversight—protect minority
investors and stakeholders. 

7. Conflict resolution—private
intervention. 

Experience suggests that own-
ers start to seek help when they deal
with decisions where they may hold
conflicting thoughts. This is like-
ly because they bear up to three sets
of responsibilities: as owners, board
members, and management. These
are different roles, with distinct
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duties and priorities. In private and
family businesses, the same people
frequently hold these same three
roles. If each role requires an indi-
vidual to wear a hat, how does one
know which hat to wear when?
What should someone do when the
answers conflict? A quick sum-
mary of board roles and responsi-
bilities is shown in Exhibit 1. 

To get a better understanding of
how roles may conflict for indi-
viduals, consider using a Venn dia-
gram to visually demonstrate the
conflicts. To do this, draw three cir-
cles on a piece of paper, such that
all three circles overlap in one area,
while each pair of circles also over-
laps. Next, label one circle each for
Owner, Board, and Management.
Then write the names of individu-
als in each circle according to their
position. This should identify how
many hats each person is wear-
ing. This is the first step to identi-
fy who should be making decisions
for different issues. 

The more conflict there is, the
more likely the client should con-
sider outside directors. If an advi-
sor believes he or she should rec-
ommend that a client bring in
outside directors, how should the
process proceed? 

Where to start
Even if the need for outside direc-
tors is compelling, inertia is a pow-
erful force. Just because there is a
clear and substantial need does not
mean it will be met. The best way to
overcome inertia is with education. 

Understand the marketplace. As
with many products and services,
there is a market for individuals
who serve as professional directors.
In addition to the directors, there
are consultants, search firms, and
trade associations that support
directors. This is a highly frag-
mented marketplace, with diverse
offerings and price points. 

Each of these market participants
positions itself for commercial suc-
cess, has a target client profile, pro-
motes its competitive advantage,
and has a pricing model. Exhibit 2
presents some guidelines deduced
from observation. Understanding
the marketplace puts an individual
in a position to ask critical ques-
tions. These questions need to be
asked of, and answered by the con-
trolling ownership parties. Venture
capital or private equity portfolio
companies are in a different mar-
ketplace than what is described here. 

Define the board’s mandate
For clients considering their initial
board, it may be best to start by
writing a board charter. A board
charter is different from an entity’s
by-laws or operating agreement.
The charter explains the reason the
board exists, what it is expected to
accomplish, and how it should
function. A typical charter would
cover these topics: 

• Purpose and scope. 
• Structure (e.g., number 

of seats, term of office, 

committees, and nominating
processes). 

• Meeting schedules and time
commitments. 

• Director qualifications. 
• Director duties and responsi-

bilities. 
• Compensation, expenses, indem-

nifications, and insurance. 
• Board and director perform-

ance evaluations. 

Public company boards are driv-
en by regulatory and exchange
requirements. Private companies
may craft their board charters more
specifically to their needs. Boards
of family-owned companies are
often driven by the soft issues that
test a family’s interpersonal rela-
tionships. Succession planning,
compensation, and individual per-
formance are usually high priori-
ties for discussion. Financial acu-
men and accountability tend to
follow in priority. 

Whether the board is advisory
or fiduciary, the directors should
recognize that they likely still bear
liability. Owners should be aware
of risks they are asking an outsider
to accept. Family-owned business-
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EXHIBIT 1
Board Roles and Responsibilities

Group Frequency Key Issues and Mandate
Ownership Annual What business are we in?

Who represents my interests?
How is the business funded?
What results do I expect?

Board Quarterly Elected by the owners
Hire & fire management
Approves budgets
Major strategy decisions
Oversight & accountability

Management Daily Report to the board
Runs the business



es tend to be looking for advice,
and may feel more comfortable
with strangers not having a legal
vote on key issues. Some family
businesses start with a board of
advisors and later evaluate if they
should transition to a fiduciary
board over time. 

Some private companies take the
opposite view. They demand fidu-
ciary responsibility so that the out-
siders have “skin in the game” to
hold their attention. As an exam-
ple, a 95-year-old family business
formed a fiduciary board because
the next generation wanted to own
the business, but not run the busi-
ness. Members of the next gener-
ation were active professionals liv-
ing in distant parts of the country.
The current leadership understood
that they needed outside fiduciar-
ies to hold future professional man-
agers accountable to the family. Sig-
nificant wealth was involved, and

the current leaders did not want to
leave it to chance that their heirs
could handle that responsibility
without assistance. This is essen-
tially the same reason public com-
panies have outside directors. 

When considering the size of the
board and committees, the analy-
sis needs to go deeper. Consider
these questions: 

• What are the performance
deliverables and how is 
success measured? 

• What skills, experiences, and
relationships does the board
need to perform well? Most
new boards are designed with
each seat slotted to a specific
skill set. Common slots
include specific expertise in
marketing, sales, e-commerce,
finance, and industry or regu-
latory expertise. Especially
when succession is an issue,
some boards will have a seat

slotted for a director with
expertise in family succession. 

The on-boarding process re-
quires forethought. Good practices
include site visits, key employee
interviews, financial reviews, and
corporate history and culture tuto-
rials. Seeing the company’s prod-
uct in use is a high priority. 

It is important to consider if the
client needs facilitation in this
process. If so, who is best suited to
help? A large body of knowledge
is available to help with planning
a new board. Also, an active con-
sulting industry caters to this need.
The National Association of Cor-
porate Directors is the trade asso-
ciation that focuses on public com-
pany boards and has an extensive
library to draw upon. The Private
Directors Association services only
private and family-owned busi-
nesses, and may be a better resource
for non-public companies. 
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EXHIBIT 2
Board Industry Market View: Typical Scenarios

Fiduciary
Company or Recruiting Talent Committee Time
Revenue Advisory Style Method Sourcing Compensation Work Commitment*

< $20M Advisory Informal Networking Friends, family Gratis or No A few days per year
day-rate

$20M – $50M Advisory Semi-formal Mix Friends, Gratis Unlikely 4 – 6 days per year
consultants or day-rate

$50M – $150M Both Mix Mix Consultants, Annual Mix 4 – 10 days per year
recruiters rate with

expenses
$20,000 –
$50,000
per year

$150M – $500M Fiduciary Formal Traditional Consultants, Annual Yes 8 – 16 days per year
recruiters rate with

expenses
$25,000 –
$75,000
per year

* Depends on 
committees

Notes:
1 For private and family-owned businesses.
2 Excludes start-ups, venture capital, and private equity backed entities.



Once the planning is done and
the client has committed to pro-
ceed, a communications plan needs
to be considered to address these
concerns: 

• Are all owners involved in the
decision to proceed? If not,
when do they find out? 

• What about spouses of family
executives? 

• When and how are key
employees involved? 

The interview process attracts
the attention of management and
employees: Who are these strangers
and what are they doing here? How
will it affect my job? The nature
and timing of communications
should be planned in advance,
because the owners will want to
manage the message and minimize
gossipy chatter. 

Consider the cost/benefit analysis
Because bringing in outside direc-
tors is a sensitive topic for some
clients, it is worthwhile to under-
stand the costs and benefits before
making a recommendation. The
typical concerns are (1) money, 
(2) time, (3) interpersonal dynam-
ics, and (4) interference with the
business and ownership. 

What does this mean to a busi-
ness looking to bring in three out-
side directors? Common practice
is to hire a consultant to facilitate
this process. The cost to hire a con-
sultant, form the board, and oper-
ate it for one year, assuming four
on-site meetings plus travel, may
be $100,000 to $250,000 depend-
ing on a variety of assumptions.
Those costs will get attention. Then
compare this cost with the bene-
fits of having a high-performing
board rather than current business
operations. Relevant factors
include the following: 

• Does the client have a succes-
sion plan? 

• Are the business owners able
to resolve conflict successful-
ly? 

• Does their compensation sys-
tem drive performance? 

• Do they have a culture of
accountability? 

If the answer to any of those
questions is “no,” what is the cost
of those consequences? Is the client
likely to fix those issues without
outside intervention? While man-
aging this expense is easier at a larg-
er company, smaller companies can
find ways to initiate a board with
less expense. 

The time commitment to recruit
and run an effective board is also
significant. Assume the consultant
will solicit resumes, run phone
interviews, and bring forward 
ten finalists for three seats. Each
finalist is likely to have a one-
hour phone interview with an
owner, maybe five finalists have
a full-day on-site interview, and
then there may be a one-hour call
with three or four of the final-
ists. The next step is to have inter-
nal meetings to evaluate and select
candidates. 

This summarizes the time spent
facing candidates. To get a sense of
the total time required, use the con-
sultant’s rule of thumb—double the
time facing the client to get the total
work time required. 

This quickly starts to look like
an additional three to six weeks
of effort to get the board seated.
The board work itself could be one

to three weeks of work, spread over
a year. The chairperson will devote
more effort to managing offline dis-
cussions, in addition to preparing
for and running the meetings. 

Lastly, and most importantly, how
does introducing outsiders change
the interpersonal dynamics of the
owners and key executives? How
does this impact how they do their
jobs today? How well will they work
together? The purpose of bringing
in outside directors is to effect sub-
stantial change on existential issues.
This is where an understanding of
the client’s personality and business
culture is critical. 

There is the risk of perceived
winners and losers. Some owners
and executives will want advocates
to help their cause; others may feel
threatened. If the outsiders do their
job, they will quickly identify sen-
sitive issues and force them to be
constructively addressed. One com-
mon reason for an outside board is
to help hold the insiders account-
able, for their own benefit. 

Knowing the clients’ personali-
ties is central to a cost/benefit
analysis. They should be fully com-
mitted to the process before start-
ing. Clients are more likely to
accept the time commitment and
expense when they realize they need
a solution and have no other way
to deal with the issue. 

Getting commitment 
and creating momentum
Owners and executives already have
full-time jobs and busy lives, and
this can be viewed as just “one more
thing to do.” So the fact they may
agree with the need to take action
does not mean it will happen. 

Working through the cost/ben-
efit analysis with the client is like-
ly the major decision-making step
in the process. Owners may accept
the results intellectually, but until
they demonstrate action, they have
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Experience
suggests that
owners start to
seek help when
they deal with
decisions where
they may hold
conflicting
thoughts.



not fully committed to creating and
seating an effective board. 

Starting a board should be seen
as a one- to three-year effort. Like
any investment, money and effort
are expended in the beginning, but
time is needed for the investment
to mature and return both princi-
pal and profit. New boards need
time to become effective. New
board members need to build rela-
tionships between themselves, own-
ers, and management. If they work
together only four-plus days per
year, not much time is available
to build good working relation-
ships. By design, boards grapple
with existential issues, which
should not be snap decisions. Some
decisions will take years to bear
fruit. If the board is dealing with
cultural change, it may take even
longer to know if the right decision
was made. 

The recruiting process will like-
ly take three to six months, if well
managed. Once candidates are
committed, the on-boarding
process should be short and intense,
to get them up to speed. Good
directors are bright, articulate,
questioning, and eager to absorb
new information. They accept the
position to have an impact, and that
requires them to be knowledgeable
and empowered. 

Thus, a client who is interested
in starting a board should expect

to spend six to 12 months of effort
before holding the first formal
board meeting. This reinforces the
logic that the client needs to be
committed to the endeavor before
starting. 

As with all talent, director and
board performance management
are required once the board is seat-
ed. What if a wrong person was
chosen, or circumstances change
after the board is seated? Several
tools are available to help with both
director and board performance. A
healthy board has a collegial envi-
ronment, where difficult or divi-
sive issues can be discussed can-
didly. Performance is no different.
As with most investments, they
need to be attended to for best
results. 

Conclusion
Determining whether to recom-
mend that a client form a board
with outside directors is not a sim-
ple matter. In assessing what is
in the client’s best interests, the

attorney needs to take a broad
view to understand the implica-
tions. 

There is a marketplace for out-
side directors, as well as an active
market for the various support serv-
ices that the industry uses. Know-
ing the basics of the industry, and
how the service providers operate,
is an important step in assessing the
impact outside directors may have
on a client. 

Companies start and maintain
boards with independent directors
to deal with their most important
issues. Boards need to be effective
because they are expensive, con-
sume substantial executive time,
and affect the most sensitive mat-
ters. Choosing to avoid outside
directors is one way to bury diffi-
cult or unpleasant topics, but the
issues do not go away. 

Achieving a high performing
board with outside directors in a
private company is not a simple
matter. It is likely the result of a
thoughtful needs assessment, a
carefully crafted board mandate,
meticulous recruiting and on board-
ing, and an unrelenting focus on
director and board performance.
This is a well-traveled path. Like
most other subjects in business,
good results depend on exempla-
ry planning, in addition to careful
execution. ■
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One common
reason for an
outside board 
is to help hold 
the insiders
accountable, for
their own benefit.


