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TOP TAKEAWAYS

Governance Changes in Becoming a Public Company

1. As a company transitions from a private company to a public company, the composition of the board of directors
should also change. Private company boards often consist of investors who buy their seat at the board. During the IPO
process, a company’s board should include people familiar with the process of going public. Post-IPO, a company’s
board should include advisors who can contribute to the strategy and growth of the company.

2. Often times, a relatively small board can be most effective. It is important for management to communicate effectively
with the company’s board, and smaller boards tend to make this communication easier. Given SEC and exchange
independence and committee requirements, seven to eleven is often an optimal board size.

3. As a practical matter, most companies compensate their directors as there is a sentiment that directors participate
more and provide more valuable input (even if unintentionally) when they are compensated. However, cash should not
the primary method of compensating board members. Companies value directors who have skin in the game, and
should not seek directors whose primary motivation is a not short-term compensation.

4. When the board chairman and CEO duties are not split, companies should identify a lead independent director and
charge that director with overseeing the independent functions of the board.

5. Relationships among board members and management can be helpful. While public companies must comply with SEC
and exchange independence requirements, building strong relationships inside and outside of the board room can
make it easier to address controversial and complex issues in the board room.

6. When recruiting and recommending the retention of board members, it is important to choose individuals who have
the time and resources to provide adequate service. As a general guideline, it is unlikely most people have the time to
serve on more than two public company boards. If the person is a CEO, that individual likely does not have the time to
serve on more than one outside board. In some cases, geography can become important (e.g., international board
meeting requirements).

7. Diversity on boards is important, but diversity of experience and perspective is more important than “token” diversity.

8. Recruitment of female board members can be difficult, given that many successful women are approached by many
organizations and such individuals have time and capacity constraints. Companies should look deeper within various
organizations to recruit up-an-coming talent and directors with different skill sets.

9. Companies should socialize key issues among board members and management in advance of board votes. Obtaining
feedback from board members in advance of a board vote can improve the decision-making process.
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