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Taking a Long-Term
Approach to Board
Composition

Despite a fast-changing operating environment, companies should
take a long-term approach to board composition, ensuring that the
board has critical core competencies for long-term performance
regardless of the challenges of the day.

Trusted Insights for What’s Ahead™

e Crucial director qualifications, such as business strategy experience,
should not give way to or be underreported because of a focus on
functional expertise in ESG and other areas, such as climate and
cybersecurity. The reported percentage of directors with business strategy
experience continues to decline, which may reflect both a shift in director
recruitment and underreporting of core business experience—either put the
company at risk for decreased board performance and increased
shareholder activism.

e New directors in particular may become targets of shareholder
activism. While activists have traditionally targeted longer-serving directors,
new directors may now also be vulnerable. Activists usually highlight the
relevant business background of their slate, which makes the stark decline in
strategic experience among new directors an area of concern.

e To avoid being accused of “greenwashing” the board, companies
should ensure that their directors’ self-disclosed qualifications can be
substantiated. Amid increasing regulatory and investor pressure to
demonstrate board fluency in specific areas, companies should validate that
directors have significant—and preferably recent—experience in those areas.
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o Board refreshment can benefit from long-term (and “depersonalized”)
succession planning. Instead of recruiting directors only as vacancies
arise, companies should look ahead several years for potential vacancies as
well as the evolving needs of the company and the board. This can help both
to “depersonalize” succession planning and ensure that the board is able to
evolve to meet the company’s needs.

e CEOs may want to seek input from key members of the C-Suite when
the board is recruiting new directors. A majority of surveyed CFOs, CLOs,
and CHROs favor replacing two or more directors; CEOs should ask such
key executives for their insights and where they may see gaps in expertise
on the board.

e Companies should take a fresh look at their board size to ensure it
allows for the needed range of experience, skills, and perspectives. As
board responsibilities continue to grow over the long term, companies should
ensure that the board strikes the right balance between diversity of
experience and thought, and efficient decision-making—and consider
modestly increasing their size, as appropriate, to meet this balance.

Experience

Independent director qualifications and skills

While business strategy is the most commonly cited experience for directors, the
share of board members whom companies report as having such expertise
continues to decline. In the S&P 500, the percentage of directors with such experience—
as reported in the proxy statement or other disclosure documents—declined from 70
percent in 2018 to 59 percent in 2023. In the Russell 3000, the decline was even more
pronounced, from 68 percent in 2018 to 55 percent in 2023.

>> Decreased business strategy experience on boards is a worrisome trend, as
approving the overall strategic direction of the company is a core responsibility of
boards. Having such shared experience enables directors to “speak the same
language” and collaborate effectively. Having a strategic lens for assessing business
opportunities and risks as they arise also enables boards to maintain a steady course
despite a changing environment and—often conflicting—demands.

By contrast, functional experience in ESG and other areas has increased in recent years.
For example, in the S&P 500, directors with reported experience went up in governance (from
23 percent in 2018 to 38 percent in 2023), environment/climate (from 0 to 10 percent), ESG
(from 0 to 13 percent), human capital (from 17 to 34 percent), and cybersecurity (from 8 to 20
percent). In the Russell 3000, experience also grew—albeit less sharply—in governance (from
17 percent in 2018 to 29 percent in 2023), environment/climate (from 0 to 5 percent), ESG (from
0 to 8 percent), human capital (from 11 to 23 percent), and cybersecurity (from 4 to 12 percent).
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>> While having directors with functional experience in ESG areas can be beneficial, it
should not be a substitute for core business competence. Directors who have
strategic business acumen and a deep understanding of the board's various
responsibilities will be more effective in helping make the connection between the
company’s business and key ESG risks and opportunities.

Technology experience also continues to increase. In the S&P 500, the share of directors
with such experience went up from 21 percent in 2021 to 25 percent in 2023. In the Russell
3000, it increased from 15 to 18 percent.

>> While many boards may not need directors who are “tech experts,” there is a
widespread need for greater fluency in how technology affects the company’s
business. In a recent survey, “Board effectiveness: A Survey of the C-Suite,” half of
the respondents said their boards do not have a strong understanding of the impact of
technology on their companies. Rather than focus on narrow technology expertise,
boards may wish to seek out directors who have experience at companies in adjacent
industries that have undergone, or are undergoing, a technological transformation.

Director qualifications and skills (S&P 500)
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Director qualifications and skills (Russell 3000)
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The decline in the percentage of directors with strategic experience is greater for new
directors than for all directors. In the S&P 500, the percentage of new directors with such
experience declined by 19 percentage points from 66 percent in 2018 to 47 percent in 2023. In
the Russell 3000, it declined by 18 percentage points, from 65 to 47 percent. Moreover,
compared to all directors, new directors are reporting higher levels of experience in
environment/climate (12 percent of new S&P 500 directors and 6 percent of new Russell 3000
directors), ESG (15 and 11 percent), and human capital (38 and 24 percent).

>> Some of the decline in strategic experience may reflect the process that
companies typically use to decide what skills and experience to disclose. The process
generally begins with directors self-identifying their capabilities, based on a menu
provided by the company. The company may also limit the number of areas that it will
disclose for each director, sometimes as few as three or four. This can result in
disclosures relating to new directors that emphasize experience in current hot-button
areas, rather than core areas that are of equal, if not greater, importance. Based on
our discussions with major institutional investors, this can expose directors as targets
for shareholder activism, especially if investors are not familiar with those directors
from other board or executive roles.
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Strategic experience is most cited in directors at the largest and the smallest companies.
As of August 2023, 66 percent of directors at the largest companies (with annual revenues of
$50 billion and over) and 62 percent of directors at the smallest companies (with annual
revenues under $100 million) reported having strategic experience—exceeding all other
revenue categories.!

>> Management in the largest and smallest companies may benefit the most from
having directors with strategic experience. While all companies can benefit from a
board with broad and deep experience in business strategy, the largest companies
often face the most complex and multifaceted challenges due to their scale and
scope, and the smallest companies with smaller internal strategic planning
departments may routinely rely on the board for strategic advice.

Functional background

As boards look to diversify their compaosition, the percentage of directors who are active
or former CEOs has decreased from 42 percent in 2018 to 41 percent in 2023 in the S&P 500,
and from 37 to 34 percent in the Russell 3000. At the same time, the percentage of directors
who are active/former C-Suite executives other than the CEO has increased from 14 percent in
2018 to 19 percent in 2023 in the S&P 500, and from 17 to 21 percent in the Russell 3000.
Directors from a level below the C-Suite have also become more common, increasing from 11
to 16 percent in the S&P 500, and from 16 to 21 percent in the Russell 3000.

>> CEOs bring a unique breadth of experience to the board, but directors with C-Suite
or near C-Suite-level experience can also provide advantages. They bring deeper
experience in key disciplines (finance, human capital, legal/regulatory) as well as
current experience and perspectives gained from what it means to work within, and
not at the top, of an organization.

1 Company-size data in this report are not captured in the charts and apply to manufacturing and nonfinancial services
companies. They exclude companies in the financial and real estate sectors as those tend to report on asset value instead
of annual revenue. Our live, interactive online dashboard allows you to access and visualize practices and trends from
2018 to date by market index, business sector, and company size, including asset value.
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Director functional background (S&P 500)
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Director functional background (Russell 3000)
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Company size correlates with the presence of directors with CEO backgrounds. Larger
companies tend to have a higher proportion of CEO directors, whereas smaller
companies typically have the smallest. As of August 2023, 47 percent of directors at the
largest companies (with annual revenues of $50 billion and over) are current or former CEOs,
compared to 30 percent at smaller companies (with annual revenues under $1 billion).
Conversely, smaller companies are more likely to attract directors coming from a level below the
C-Suite. Such directors make up 23 percent of boards at the smallest companies and 13
percent at the largest companies.

>> Larger companies often have more resources (and recognition and appeal) to
attract and retain CEOs as board members. Rather than looking for CEOs, smaller
companies may want to target C-Suite executives with strategic experience and broad
business acumen and who have (or recently had) significant exposure to the board at
their companies.

Board Refreshment

Retirement policies and practices

Larger companies continue to be much more likely than smaller firms to have a policy for
mandatory retirement age that permits exceptions, while smaller companies are more
likely to have no policy at all. One-third of S&P 500 companies have a mandatory retirement
policy that allows no exceptions); 34 percent of S&P firms allow the board or nominating and
governance committee to make exceptions to the retirement policy (down from 35 percent
2022); and 33 percent have no policy (the same as 2022). The approach to retirement policies
at Russell 3000 companies is starkly different. Sixty-three percent of Russell 3000 companies
do not have an age-based retirement policy (up from 62 percent in 2022). Just 18 percent of
companies have a retirement policy that doesn’t allow exceptions, and 20 percent allow
exceptions (no changes compared to 2022).

>> Just as smaller companies face a greater challenge in attracting CEOs to their
boards, they may also be more concerned about their ability to replace directors who
are required to leave because of an age-based retirement policy. At the same time,
most “Big A” shareholder activism (which seeks to change the direction, board, or
management of a company) is focused on smaller companies. Therefore, smaller
firms—Iike their larger counterparts—may want to consider tools that at least
encourage—rather than force—board refreshment, including mechanisms that prompt
a discussion of turnover. A growing number of investors are explicitly requesting more
robust board and director evaluation practices, in large part due to a desire to have
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boards rigorously assess whether each scarce board seat is being utilized most
effectively. In addition to enhanced evaluation procedures, companies can also
encourage refreshment with guidelines on average board tenure, policies requiring
directors to submit their resignation upon a change in their primary professional
occupation, and overboarding policies.

Mandatory director retirement policy based on age
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Mandatory director retirement policy based on age
(Russell 3000)
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Despite the increase in the mandatory retirement age at companies that have such a
policy, the average director age is holding fairly steady. In the S&P 500, it has increased
from 63.2 years in 2018 to 63.5 years in 2023, and in the Russell 3000, it went from 62.3 years
in 2018 to 62 years in 2023. Not surprisingly, the average age for new directors continues to be
lower than for all directors (58.2 years in the S&P 500 and 57 years in the Russell 3000).

>> Given the average age of new directors, they could conceivably serve on the board
for nearly 20 years before reaching a mandatory retirement age. In both the
interviewing and onboarding process for new directors, it can be helpful to set the
expectation that the company’s goal is to have board composition that evolves over
time to keep pace with the company’s and board’s needs with no expectation that
directors will either serve until the mandatory retirement age or that their service will
be ended because of a need to meet some arbitrary target.

Policies and Practices for Term Limits

The percentage of companies establishing director term limits (mandatory retirement
policies based on tenure) is growing, albeit very slowly, but it remains an uncommon
practice as companies prefer to have flexibility to retain valuable directors. In the S&P
500, the share of companies with a retirement policy based on tenure grew from 5 percent in
2018 to 8 percent in 2023. In the Russell 3000, the percentage grew from 3 to 5 percent.

The largest firms are most likely to adopt term limits; the smallest firms least likely.
Thirteen percent of companies with annual revenues of $50 billion and over disclose a policy
that sets a maximum tenure. Conversely, only 0.4 percent of the smallest companies with
annual revenues under $100 million have such a policy. This is consistent with large companies
also having a stricter approach to age-based retirement policies.

The most prevalent term limit for companies that have a mandatory retirement policy
based on tenure is 15 years, followed by 12 years. In the S&P 500, 56 percent of companies
with such a policy require board members to step down after 15 years of service, and 25
percent set the term limit at 12 years. By comparison, 44 percent of Russell 3000 companies
set the term limit at 15 years and 25 percent at 12 years.

Director Term Limits (S&P 500)
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Director Term Limits (Russell 3000)
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Sitting director tenure is declining, which indicates that factors other than retirement are
driving refreshment. In the S&P 500, sitting director tenure declined from 8.9 years in 2018 to
8.3 years in 2023. In the Russell 3000, the decline was even more pronounced, from 8.6 to 7.7
years.

>> With the average mandatory retirement age increasing, the decline in sitting
director tenure could be due to various factors other than retirement, including
companies diversifying their board and adding new directors.

Departing director tenure is also declining. In the S&P 500, departing director tenure
declined from 12.6 years in 2021 to 11.4 years in 2023. In the Russell 3000, it declined from
10.4 years in 2021 to 9.7 years in 2023.

>> Given that most sitting directors were not serving on boards at times of prolonged
economic uncertainty or geopolitical instability that are comparable to what we are
experiencing today, it is important for boards to ensure that they have access to
management and external resources that can supplement the board’s own
experience. The need for boards to have a long-term perspective is applicable not
only to the future but also to the past.
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Board Size

Average board size has barely increased in recent years, which is notable considering
the ever-expanding range of topics that boards are expected to oversee as well as the
growing demands to diversify the board room. In the S&P 500, average board size has
stayed steady at 10.8 directors since 2018. In the Russell 3000, the average went up only
slightly, from 9 directors in 2018 to 9.2 directors in 2023. There is a direct correlation between
company size and board size, with the largest companies having the largest boards. For
example, companies with annual revenues of $50 billion and over have an average board size
of 11.4 directors. By comparison, companies with an annual revenue under $100 million have
an average board size of 7.9 directors.

>> As board responsibilities grow, boards need to ensure that their size is—and will
be—sufficient to accommodate the needed range of skills, experience, and
perspectives without becoming unmanageable.

Board Size (S&P 500)
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Board Size (Russell 3000)
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About This Report

The Conference Board, in collaboration with ESG data analytics firm
ESGAUGE, is keeping track of disclosures made by US public
companies with respect to their board composition, director
demographics, and governance practices. Our live, interactive online
dashboard allows you to access and visualize practices and trends
from 2018 to date by market index, business sector, and company size.
The dashboard is organized in six parts: 1) board organization; 2) board
leadership; 3) board composition; 4) new directors; 5) director election
and removal; and 6) other board policies.

The data relied on for the conclusions presented in this report were
derived from the database on August 15, 2023, and reflect practices in
place as of the most recent SEC filings or corporate documents
(including 2023 proxy statements, Forms 8-K and 10-K, committee
charters, etc.). The report also presents key insights gained during a
Focus Group discussion with in-house governance leaders, held under
Chatham House Rule, in which we discussed their views on current
trends in corporate boardrooms.
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About the Knowledge Partners

Debevoise
&Plimpton

Debevoise & Plimpton LLP is a premier law firm with market-leading
practices, a global perspective, and strong New York roots. We deliver
effective solutions to our clients’ most important legal challenges,
applying clear commercial judgment and a distinctively collaborative
approach. Our Corporate Governance Practice includes lawyers from
our Capital Markets, Mergers & Acquisitions, Executive Compensation,
Commercial Litigation and White Collar and Regulatory Defense
teams—all with decades of experience counseling and representing
boards and senior managers. www.debevoise.com

ESGAUGE
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ESGAUGE is a data mining and analytics firm uniquely designed for the
corporate practitioner and the professional service firm seeking
customized information on US public companies. It focuses on
disclosure of environmental, social, and governance (ESG) practices
such as executive and director compensation, board practices, CEO
and NEO profiles, proxy voting and shareholder activism, and
CSR/sustainability disclosure. Our clients include business corporations,
asset management firms, compensation consultants, law firms,
accounting and audit firms, and investment companies. We also partner
on research projects with think tanks, academic institutions, and the
media. www.esgauge.com

The KPMG Board Leadership Center (BLC) champions outstanding
corporate governance to drive long-term value and enhance stakeholder
confidence. Through an array of insights, perspectives, and programs,
the BLC—which includes the KPMG Audit Committee Institute and close
collaboration with other leading director organizations—promotes
continuous education and improvement of public and private company
governance. BLC engages with directors and business leaders on the
critical issues driving board agendas—from strategy, risk, talent, and
ESG, to data governance, audit quality, proxy trends, and more. Learn
more at www.kpmg.com/us/blc.
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Russell
Reynolds

ASSOCIATES

Russell Reynolds Associates is a global leadership advisory firm. Our
600+ consultants in 47 offices work with public, private, and nonprofit
organizations across all industries and regions. We help our clients build
teams of transformational leaders who can meet today’s challenges and
anticipate the digital, economic, sustainability, and political trends that
are reshaping the global business environment. From helping boards
with their structure, culture, and effectiveness to identifying, assessing,
and defining the best leadership for organizations, our teams bring their
decades of expertise to help clients address their most complex
leadership issues. We exist to improve the way the world is led.
www.russellreynolds.com

UNIVERSITY OF DELAWARE
WEINBERG CENTER FOR
CORPORATE GOVERNANCE

The John L. Weinberg Center for Corporate Governance was
established in 2000 at the University of Delaware and is part of the
Lerner College of Business and Economics. It is one of the longest-
standing corporate governance centers in academia, and the first and
only corporate governance center in the State of Delaware, the legal
home for a maijority of the nation’s public corporations. The Center’s
mission is to provide a forum for business leaders, members of
corporate boards, stockholders, the judiciary, the legal community,
academics, students, and others interested in corporate governance
issues to interact, learn and teach, with the goal of positively impacting
and improving the field of corporate governance and the capital
markets. The Center is recognized as a thought leader in the corporate
governance field. www.weinberg.udel.edu
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