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TOP TAKEAWAYS

Board Composition Challenges and Solutions

A. Board Composition

1. Assembling a Board. Whose job is it to properly assemble a board? The Chairman/CEO? The Non-Executive
Chairman? The board at large? The nominating committee? The best process may be to obtain the input of all
independent directors meeting in executive session, before commencing the search at the committee level, to
ensure that candidates with the proper skill sets are found.

2. Board Chemistry. Can a board be effective if there is a lack of chemistry among directors? How can a board build
chemistry among its directors? Chemistry among board members is key, although having good chemistry does not
mean having a “rubber-stamp” board. Directors can express dissent or disagreement, but maintaining an
atmosphere of respect is critical in order to have a well-functioning board. Put another way, effective directors are
those who know how to disagree without being disagreeable.

3. Finding Qualified Candidates. What credentials or experience should a nominee have? How can companies find
talented individuals that do not have prior board experience? There is no substitute for deep industry knowledge.
There is some concern that boards are currently trending away from nominees with industry experience toward
nominees with specialized skill sets who lack industry knowledge. Boards tend to find their nominees from the
circle of contacts of their collective board members. This is why board candidacy is a “Catch 22”: To be a serious
board candidate, it is best to be known by incumbent directors through service on another board. Executive officers
who are potential CEO successors are often assisted in finding outside board seats. Boards’ desire to find diverse
nominees and nominees with technology backgrounds are helping talented individuals gain their first board seats.

B. Board Member Diversity

1. Definition of Diversity. Boards usually approach the issue of diversity from the perspective that additional
viewpoints lead to sound business decisions. Diversity can be found in gender, race, age, ethnicity, experience,
skills and backgrounds.

2. Building a High-Performance Diverse Board. The selection process should involve a wide search, rather than
looking only at individuals known to the incumbent directors. Be clear about the perspective or expertise that a
board is looking to gain.

C. Board Tenure and Turnover

1. Board Turnover. Only 291 new directors were elected to S&P 500 boards in 2012, the smallest number of new
appointees since 2001. Average tenure for S&P 500 boards in 2012 was 8.6 years.i Boards need to refresh their
skill sets as historical expertise can become stale over time. Periodic addition to a board is better for maintaining
board chemistry than is the need to replace large blocks of retiring directors. The drop in the number of new
directors may be due to a confluence of factors: boards preoccupied with issues related to the recession may not
have maintained their focus on adding new directors; perception of increased time commitments and liability risks
may have deterred some potential nominees.

2. Mandatory Retirement. In 2012, 73% of S&P 500 boards had a mandatory retirement age (with 85% of such
policies at age 73 or older). The average age of independent directors on such boards in 2012 was 62.6.ii If there



©2013 Foley & Lardner LLP • Attorney Advertisement • Prior results do not guarantee a similar outcome • 321 North Clark Street, Chicago, IL 60654 • 312.832.4500

is an issue here, it is not one of competence but rather freshness. That is, the concern is that older, long-serving
directors may become stale. Boards should consider adopting retirement plans and succession plans for their
members.

D. Board Orientation and Education

1. Is Enough Being Done? Reporting on a global survey of 1,597 corporate directors: (i) 64% had less than a complete
understanding of their company’s financial position; (ii) 79% had less than a complete understanding of their
company’s strategy; (iii) 86% had less than a complete understanding of the risks their company faces; and (iv)
90% had less than a complete understanding of the dynamics in their company’s industry.iii Again, there is no
substitute for industry knowledge.

2. Are Evaluations Being Used to Improve Effectiveness? If done effectively, board evaluations can provide an
opportunity for boards to identify issues, improve performance and highlight best practices. Evaluations can be
used to ensure that the board as a whole has the knowledge, experience and skills to properly guide the company.
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i Statistics from 2012 Spencer Stuart Board Index.
ii Statistics from 2012 Spencer Stuart Board Index.
iii Statistics from McKinsey Quarterly (July, 2011).


