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Why Every Private Company Needs a Board of
Directors

While private companies are not legally required to have a Board of Directors (BoD),
establishing one can be transformative for their growth and success. A well-structured board
provides strategic guidance, governance, and accountability that can propel a company toward
its goals. Here's why every private company should consider forming a board.

1. Strategic Oversight
A Board of Directors brings seasoned professionals with diverse perspectives who can guide the
company’s strategic direction.

Example:
A private healthtech startup leveraged its board’s expertise to pivot from a direct-to-consumer
model to a B2B approach, unlocking new revenue streams.

Best Practice:
Select board members with varied experiences who can challenge assumptions and offer
insights tailored to the company’s stage and industry.

2. Enhanced Credibility with Stakeholders
Having a formal board boosts credibility with investors, lenders, partners, and customers. It
signals that the company values governance and is committed to long-term success.

Example:
A fintech company secured funding from a major VC firm after demonstrating it had an active
and capable board in place.

Best Practice:
Highlight the qualifications and achievements of your board members in discussions with
stakeholders.

3. Better Decision-Making
Boards provide a forum for evaluating critical decisions, ensuring they are thoroughly analyzed
from multiple angles.

Example:

A board prevented a costly acquisition by identifying risks that the executive team had
overlooked.
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Best Practice:
Encourage robust, data-driven discussions during board meetings to make well-informed
decisions.

4. Access to Networks and Opportunities
Board members often have extensive networks that can help private companies find strategic
partners, hire top talent, or explore new markets.

Example:
A retail startup entered international markets with the help of introductions made by a board
member with global connections.

Best Practice:
Seek board members with networks that align with your company’s goals, whether in financing,
industry-specific expertise, or geographic reach.

5. Risk Management and Compliance
Boards help ensure that companies remain compliant with laws and regulations, protecting
them from legal and reputational risks.

Example:
A private agrotech company avoided penalties by implementing governance practices
recommended by its board.

Best Practice:
Incorporate compliance and risk assessment as regular agenda items in board meetings.

6. CEO Support and Evaluation
Boards provide CEOs with mentorship, support, and performance evaluations, helping them
navigate challenges and stay accountable.

Example:
The CEO of an early-stage SaaS company credited the board’s advice during a cash flow crisis
with keeping the business afloat.

Best Practice:
Foster a productive relationship between the CEO and the board by establishing clear
communication channels and expectations.

7. Readiness for Future Growth

Private companies with a board are better positioned for IPOs, mergers, or acquisitions. Boards
lay the foundation for governance practices expected in public markets.
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Example:
A biotech firm’s strong board governance expedited its IPO process, building investor
confidence.

Best Practice:
Introduce board-level committees, such as audit or compensation committees, to prepare for
future growth milestones.

When Should a Private Company Form a Board?
The timing varies, but companies typically benefit from forming a board when:

e They seek external funding.
e They face complex strategic challenges.
e They aim for rapid scaling or market expansion.

How to Build an Effective Board of Directors

1. Identify Needs: Determine the skills and expertise your board requires.

Start Small: Initially, a board with 3—-5 members can be effective.

3. Combine Internal and External Members: Include company leaders and independent
directors for balance.

4. Focus on Alignment: Ensure board members share the company’s vision and values.
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Conclusion

A Board of Directors is more than a governance body—it’s a catalyst for growth, innovation,
and sustainability. By establishing a board, private companies can gain strategic advantages
that drive long-term success.

To learn more about forming and managing a board, join our 1:1 coaching sessions or attend
our Board-readiness Mastermind events. Visit TheBoardDirector.com for expert resources and
actionable insights tailored to board governance.
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