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It's always a silly thing to give advice, but to give good advice is absolutely fatal.
~ Oscar Wilde

Although this paper was originally written for CEOs and founders considering the formation of an advisory

board, the principles here have equal relevance for statutory board directors. The design and operation of
an effective advisory board offer a revealing parallel to the advisory role directors play alongside their

fiduciary duties. Many of the functions described — challenging assumptions, broadening horizons, bringing

disinterested perspective — are the same qualities that distinguish a valuable director inside the boardroom.

As you read, consider how each insight might mirror and enhance your own contribution to the companies

you serve.

Executives today face unprecedented complexity: global markets shift overnight, technological advances
disrupt old models, and stakeholder expectations evolve rapidly. In this environment, many leaders find
themselves alone at the top, craving trustworthy, external perspective. An advisory board — if thoughtfully
designed — can provide invaluable insight, fresh thinking, and a trusted sounding board. But before forming
one, it’s essential to understand its true purpose, potential pitfalls, and practical considerations. Here are
some considerations to be utilized in considering, building, and operating an Advisory Board.

Designing an Advisory Board

There is a delicate objective to manage when designing and utilizing an advisory board. The design and
practice need to make serving meaningful for the advisers as well as productive for the management team.
It's critical that a carefully planned scheme be developed to make service on such an advisory board
meaningful. In the absence of purpose, the program can spiral downward. The advisers may tend to become
disenchanted, and their attitude may do more harm than good to the company from a public relations
standpoint. This may lead to limitations of the value of their advice (actual or perceived) by the management
team. Alternatively, the management may become disenchanted, and a delicate problem may then arise in
having to disband a group of distinguished outside advisory directors.

Purpose of an Advisory Board

The advisory board has no statutory or fiduciary role but offers evaluative advice or active participation as
requested. Unlike a statutory board of directors, an advisory board has no fiduciary or legal governance
duties. It exists to provide guidance, perspective, and expertise — without the binding authority to approve
or reject company actions. Advisory boards serve at the pleasure of the CEO and leadership team, offering
counsel that is independent yet deeply informed.

It is primarily a resource committee with a mandate to initiate suggestions, warnings, or criticism to improve
the effectiveness or potential of the enterprise. There are few, if any, legal requirements regarding the
functions of an advisory board or duties of an advisory director. The associated limited personal liability
plus indemnification from a company is seen as a real benefit by prospective advisory board members.

An advisory board tends to function as an open organizational device to:
e broaden horizons;
e develop new business or new thinking;
e challenge assumptions;
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help management navigate complex decisions;
improve the contacts, trade and professional relations to the corporation and do so especially in
geographic areas or in disciplinary domains where local or specific know-how is needed.

But when poorly conceived, it can devolve into a vanity project, create confusion among stakeholders, and
fail to deliver meaningful value.

The Many Roles of an Advisory Board

1.

2.

To pass on the reasonableness and propriety of the proposed corporate decision without necessarily
endorsing it as the only, the best, or the wisest decision that could be made.
To identify and evaluate alternative courses of action not foreseen by the management of the main
or a parent company board.
CEO quotes about numbers one and two:
e "I want to make consistently good decisions, but [ have no peers to talk to or tell me if
I'm headed in the wrong direction".
e "The world is getting more and more complex, I cannot see all of the problems or
opportunities, I need experienced, talented people to guide me."
e "We needed to change the way we did business, if we had not, we would have failed.
We needed outside ideas and strong coaches to push us to change."

To confirm or verify important factual data underlying a particular proposition, project, or policy
request.
To relieve some of the pressure around management and the decision-making process in times of
explosive growth or business pressure. If the advisers are expert and trustworthy, they can assist
management on key decision elements that can facilitate management decisions.
To provide independent assistance in the formulation of long-term objectives, goals and strategy
and advise on how to operate in an uncertain or foreign environment.

CEO quote:

e "We wanted to sell the business with the best terms possible. It took three years, but
the board got us there by pushing us to design an exit plan and make the tough
decisions."

To provide objective and disinterested evaluation of corporate or management performance in a
competitive or government activity (limited to certain activities).

To supplement management with needed expertise and experience not available internally.

To assist the company in resolving or reconciling serious internal differences of opinion through
the board’s objective outside judgment. These board members tend to ask the hard questions
without regard for sacred cows, personal relationships, or other organizational/industry blinders.
They engage the CEO in the critical exercise of challenging assumptions.

To provide a level of confidence to top management or a fiduciary board where there is a lack of
understanding and therefore some lack of confidence in a plan or a course of action. The advisory
board can create alignment between these constituents. The statutory board may draw comfort or
seek input from a special group of advisers who are unaffiliated, disinterested, and independent and
who are credible and outstanding in the industry involved. Conversely, the statutory board may
view the advisory board as encroaching on their duties and creating confusion regarding
governance and authority. These viewpoints need to be proactively managed and considered in the
conceptualization and the design and operation of the advisory board — an area where Lyceum
offers deep expertise.
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CEO quote about numbers eight and nine:

e "We were in total disagreement as a management team; we needed refereces we

respected."

10. To advise a company where there is a high risk of material litigation or other potentially serious

adverse consequences to the community, environment, or corporate reputation.

11. To avoid blunders of groupthink and the tendency for groupthink pathologies. This includes the
social bias of the illusion of invulnerability held by many internal decision groups. This comes with
the high-risk propensity to rationalize warning signs that should force a reassessment of current
policies. It also typically comes with the belief in the inherent morality of the decision-making
group. Other symptoms of groupthink pathologies include the pressures on members of
management to conform to accepted company or group direction, the suppression of personal

doubts, and misunderstood cognitive biases that lead to faulty conceptualization.

a. To watch for conflict-of-interest overtones (real or apparent) of a proposed transaction.
This could involve an acquisition, merger, joint venture, spinoff, stock issue or entry into

a new business.

b. Activity or societal scan that enables avoidance of groupthink pathologies. When it comes
to sensing developments in remote locations or in broad economic cultural or social trends,
it is important to tap these outside experts to avoid the groupthink pathologies that tend to

develop internally.

12. To provide introductions to potential customers, suppliers or clients help develop business and
enhance trade relations, recruit assistance for key personnel, assist in obtaining industrial property
rights, permits and licenses and offer knowledge to keep abreast of social, legal, and technical

developments in the industry, government, universities, or international locations of interest.

a. On the international topic, Lyndon B. Johnson once hankered: "I wish there were some
giant economy size aspirin tablet that would work on international headaches. But there is
not. The only cure is patience with reason mixed in." If a corporation has the time and the

patience, an advisory board can provide some of this necessary reasoning.

Advisory Board Governance — Practical Considerations
o Schedule: Meeting quarterly about one to two weeks following major reporting periods.
Term of Board Member
Term Limits
Provisions for Executive Session
Non-executive chair
Charter: Articulate the board’s scope, purpose, and expectations clearly.

Developing a Purpose Statement for the Advisory Board

These are some of the questions Lyceum answers and then features through our Role Specifications and in

our unique and innovative Search Reimagined® Audio podcast interviews of our client companies.

What is the future of the Company?
Where are you today?
What do you want to do with the business over specific time horizons?

halb ot e

5. The advisory board compensation. (Do you want to incentivize in person attendance?)

Why is this board being formed and what is the business outcome you expect to achieve from the
advisory board? (See section titled Typical Business Outcomes of Advisory Boards on Page 4.)



I"I
i LYCEUMERTE G

6. Beyond the monetary, what is the emotional compensation that you expect to accrue to the board
members? The more they exchange ideas and business solutions, the more they realize how much
they have in common and how much they can learn from one another.

7. Will you evaluate the board? Will there be a scorecard? Is the clear vision of the outcome you
expect to achieve with the board reflected in this scorecard?

From the Advisory Board Member’s Perspective
These areas need to be considered in the presentation to potential candidates. Later stage candidates will
be willing to sign NDASs if needed.

1. Benefits to being on the board
a. As stated previously, there is intrinsic satisfaction in the form of emotional and/or psychic
rewards that comes from serving with people they can influence and learn from while
seeing their involvement and advice bear fruit for the company.
b. Can effectively develop or hone their skill as professional board members through the peer
group advisory experience, including:
i. Business and personal lessons from the group experience.
ii. Collaboration and confrontation skills that will work with other CEOs.
iii. Hone ability to ask insightful questions on business and personal topics.
iv. Learn tact and approach in bringing a board network of resources to help.
v. Share, in tactful manner, skills and ideas gathered from board education sources
like the Lyceum Circle of Leaders® speakers and workshops.
vi. Develop and understanding of and appreciation for a variety of industry and
business models.
vii. Harness the deep understanding of what ownership and the corner office means,
and mentor based on that understanding.
2. Evaluation of the Company
a. They will be interested in context provided through a SWOT analysis of the business.
Including EBITDA, performance and gross margin strength or performance metrics
appropriate for your industry/sector.
i. How do you measure the value of your business today? What is that value? Is it
satisfactory?
b. Effective business disciplines.
i. Looking at say five challenges to building a sustainable value, which ones are most
difficult for you and your team today? How can you meet these challenges?
ii. What three changes could you make to build value?
iii. What is the one decision you must make that will have the biggest impact on the
future value of your company?
iv. What are the three to five most critical issues or opportunities that your company
is facing today?
1. What are the consequences of not making great decisions on these issues?
2.  What are the skills or experience that your company needs to resolve these
issues or gain from the opportunities?
a. Do you have these skills and experience in your company, or are
there gaps?
Long-term attractiveness of the markets served.
Leadership and team and a strong and effective culture.
Predictable revenues from services, regions, and customer relationships.
Exit strategy and valuation.

o Ao
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i. What is your exit strategy?
ii. At the current profit rate of your company, when would you have the freedom to
exit?
iii. Who would want to buy or invest in your company? What would they value most?

Typical Business Outcomes of Advisory Boards
As you review the list of outcomes that advisory boards deliver, which are the most valuable to you?

1. Survive. Get the professional guidance and resources needed from outside that will lead to making
the right changes quickly.

2. Gross sales and profitability. Generate innovative ideas for sales and instill financial discipline to
build sustainable value.

3. Prepare their company for sale. Identify potential buyers and ensure that the company is positioned
to be an attractive acquisition target.

4. Provide wise counsel to the CEO. Help him or her confront difficult ethical personnel or customer
issues.

5. Strengthen the organizational structure and succession plans. Assist the CEO in selecting game-
changers for key positions in designing a meaningful succession plan.

6. Raise equity capital and attract investors. Work with management to prepare the plans, design the
measurement processes, and deliver the performance that will attract outside investors. Make
introductions to the right investment partners.

7. Support and mentor the CEO. Mentor the CEO by helping them focus on what is important, coach
them on the decision-making process and enhance their leadership skills. Hold them accountable
for doing what they say they will do.

8. Mitigate shareholder/stakeholder issues. Provide unbiased counsel and coaching to the owners, the
board and the CEO.

9. Define a sustainable growth strategy. ldentify alliances and acquisitions that will augment the
growth targets.

10. Bring in breakthrough strategic thinking. Devise an innovation strategy to grow the business.

11. Build a strong culture. Some companies are moving from a lifestyle to a professionally managed
environment as they scale and/or acquire.

12. Increase accountability. Provide a reporting atmosphere for management to improve tactical and
strategic execution.

13. Results. Show positive, reproducible, predictable, and sustainable outcomes.

Contact Us

For a confidential, consultative discussion to explore whether an advisory board is right for your company
— including developing your advisory board’s purpose statement, designing the board’s experiential
composition and seat specifications, and determining attractive and fitting board member compensation —
please email me directly at thomas.linquist@I eadershipLyceum.com or call me at (312) 929-0218. 1
welcome the opportunity to discuss with you.
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