Director Notes

Retaining Former CEOs on the Board
by Jason D. Schloetzer

What are the costs and benefits of retaining the former CEO on the
board? Corporate boards frequently debate this question as part of the
CEO succession process. Like many governance issues, empirical evidence
indicates that a number of factors are involved in and may drive this
on-going boardroom debate. Research shows that the decision as to whether
the departing CEO should be offered board membership may ultimately
depend on a number of factors, including the former CEO’s age and whether
he or she was a founder of the firm, as well as the characteristics of the
incoming CEO and the company’s stock price performance.
Some directors believe that the first and perhaps most
difficult step in a well-functioning CEO succession
process is deciding whether or not to invite the departing CEO to continue to serve on the board and participate
in overseeing the successor’s performance. The practice is
less common than in the past, as boards continue to move
toward a composition model based on principles of independence and expertise diversification.1 However, research
on U.S. public company board practices conducted by The
Conference Board in 2010 shows that, to this day, across
industries, at least 35 percent of corporations commonly
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invite the departing CEO to remain as a director. (See “The
Conference Board’s 2010 Survey of Board Practices” on p. 3.)
For an example of the consequences that may arise from
retaining the former CEO on the board, consider the following: In 2001, Michael Ruettgers exited the CEO position
at EMC, a leading information storage firm. He remained
as chairman of the board while Joseph Tucci, former CEO
of Wang Laboratories, took the reins as CEO. Publicly,
Mr. Tucci described Mr. Ruettgers as “a great friend
and a great mentor,” and after the transition of power,

Mr. Ruettgers indicated he would be less involved in routine EMC operations.2 However, after several months, Mr.
Ruettgers remained a fixture at weekly EMC operations
meetings and required Mr. Tucci to consult him on key
decisions. Further, former EMC executives told reporters
and stock analysts that Mr. Tucci sought to move fast to cut
costs, make acquisitions, and introduce new products but
Mr. Ruettgers had slowed the pace of change. When asked
by a reporter to evaluate Mr. Tucci’s job performance, Mr.
Ruettgers rated Mr. Tucci’s performance in the press as “A”
for innovation but “F” for financial management and stock
price performance.3 There were rumors that Mr. Tucci’s
job was in jeopardy after hardly a year as chief executive.
Ultimately, the board was forced to intervene; they supported Mr. Tucci, who remained CEO of EMC, yet Mr.
Ruettgers served as board chairman until early 2006, nearly
five years after relinquishing his CEO duties.
The CEO succession process itself is fraught with peril and
the subsequent public strife between the newly selected
CEO (e.g., Mr. Tucci) and the former CEO board chairman
(e.g., Mr. Ruettgers) increases the pressure on directors
to capably guide the firm through transition risks. The
board is not always up to this task: G. Richard Thoman’s
brief tenure as CEO at Xerox was attributable in no small
measure to the retention of its former CEO, Paul A. Allaire,
as board chair and the board’s failure to intervene when
conflicts arose.4
There are contrasting points of view regarding the decision
to retain a departing CEO on the board for an extended
period of time. The following arguments are usually raised
in the debate on this issue.
The human capital argument The firm is likely to benefit
from retaining the former CEO’s human capital, particularly his or her unique monitoring and advisory ability.
This benefit arises because the firm continues to retain the
former CEO’s unique ability for an extended period of time,
but now as a board member rather than as chief executive.5
There is little question that Mr. Ruettgers understood the
complexity and inner-workings of EMC more than any
other top executive in the firm. Watching this knowledge
base simply walk out the door could create anxiety among
board members, large shareholders, and stock analysts.
The balance-of-incentives argument A retention policy
potentially provides desirable economic incentives for the
CEO during the final stages of his or her career. Research
shows that retaining former CEOs on the board can help
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mitigate the inclination of departing chief executives to
increase short-term earnings at the expense of longer-term
projects (e.g., by cutting investments in research and development to boost current-period earnings performance.)6
Similarly, studies have found that better firm performance
in the years prior to the departure of a CEO is associated
with the likelihood that the former CEO will be offered
directorships in both his or her own firm and other firms.7
Thus, the potential for continued board service could
create an incentive for departing CEOs to implement
value-creating decisions and increase shareholder value.
The entrenchment argument Notwithstanding these
positive features, another widely held perspective regarding board retention argues that the firm can experience
unfavorable consequences if the former CEO exploits his
or her board position for personal benefits or to inhibit
value-maximizing strategies. A large survey of U.S. corporate directors concluded that “it is very difficult to discuss
steps that may reverse a course of action with a board that
includes the person who made the original decision and
which is comprised substantially of directors whom that
individual has appointed.”8 This view is consistent with
the conflict between Mr. Tucci and Mr. Ruettgers. For
example, in an effort to quickly reduce costs, Mr. Tucci
sought to streamline EMC’s new product testing procedures, which reportedly required a full 28 days of quality
checks. However, Mr. Ruettgers was a staunch supporter
of the existing testing process and required Mr. Tucci to
demonstrate that it could be effectively streamlined. After
six months of delay, Mr. Tucci finally won approval and the
streamlined process reduced product-testing costs in half.9
The governance argument Some directors may argue that
retaining the former CEO as board chairman represent
a governance improvement, by separating the positions
of chairman and CEO and eliminating CEO duality. An
increasing number of governance experts and activists have
been supporting the view that the appointment of a nonexecutive chairman offers directors and shareholders important benefits, including:

•

curbing conflicts of interest;

•

promoting oversight of risk;

•

facilitating a relationship between the board and the CEO;

•

providing impartial communication to shareholders; and

•

representing an important step in the development of an
independent board.10
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The Conference Board 2010 Survey of Board Practices
The Conference Board conducts an annual survey of board
practices, which includes questions on CEO succession planning and the leadership transition role of corporate directors.
The 2010 edition of the survey covers data from 279 participating companies. The final report provides a breakdown
based on different industry categories and revenue groups.

based on principles of independence and expertise diversification. The continued involvement of the retired CEO also poses
the concrete risk of undermining the new leadership since the
new CEO could be constrained by an overzealous predecessor.
However, to this day, at least 35 percent of respondents across
industries indicate either that they have a formal policy of this
type or that, despite the absence of a written internal rule, it
is common practice for the CEO to be invited to remain as a
director. As many as 37 percent of companies in non-financial
services reported such an approach to CEO succession.

Survey findings show that the practice of retaining the departing CEO as a board member, while common in the past, has
become less prevalent over the last couple of decades, as
companies have moved toward a board composition model

Table 1: Board Retention Practices for Former CEOs by Industry

Does your
company
have a policy
on continued
tenure on the
board for a
retired CEO?

Yes
No
No formal policy on
continued board tenure,
but the retiring CEO might
be invited to remain as a
board member for a short
period and help smooth the
leadership transition

Manufacturing
Count
%
16
15.2%
63
60.0

26

Financial Services
Count
%
6
14.6%
26
63.4

24.8

9

Services
Count
%
20
18.5%
58
53.7

22.0

30

27.8

Table 2: Board Retention Practices for Former CEOs by Company Size

Does your
company
have a policy
on continued
tenure on the
board for a
retired CEO?

Does your
company
have a policy
on continued
tenure on the
board for a
retired CEO?

Yes
No
No formal policy on
continued board tenure,
but the retiring CEO might
be invited to remain as a
board member for a short
period and help smooth the
leadership transition

Yes
No
No formal policy on
continued board tenure,
but the retiring CEO might
be invited to remain as a
board member for a short
period and help smooth the
leadership transition

Under $100
million
Count
%
0
0%
11
68.8

5

31.3

Under
$1 billion
Count
%
2
33.3%
4
66.7

0

0

$100-499
million
Count
%
2
8.3%
17
70.8

5

20.8

Revenues
$500-999
million
Count
%
3
16.7%
13
72.2

2

11.1

Assets
$1 to 9.9
$10 to 99
billion
billion
Count
%
Count
%
0
0%
2
18.2%
10
62.5
8
72.7

6

37.5

1

9.1

$1 to
4.9 billion
Count
%
11
14.3%
45
58.4

21

27.3

$5 billion
and over
Count
%
20
25.6%
35
44.9

23

29.5

$100 billion
and over
Count
%
2
28.6%
3
42.9

2

28.6

Source: Matteo Tonello and Judit Torok, The 2010 Director Compensation and Board Practices Report, The Conference Board, Research Report 1467, 2010 (forthcoming).
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While these benefits may certainly exist, it is important
for directors to remember that such public-policy discussions generally center on the appointment of an independent
chairman. It is unlikely that appointing the former CEO as
chairman will ensure the level of independence that yields
corporate governance benefits; on the contrary, the situation may result in an ambiguous chain of command.
To see why, consider the following perspectives:

•

“They [former CEOs] could dominate the board agenda and
decisions… many, if not all, inside directors may owe their
jobs to the old CEO, and would be reluctant to contradict his
views out of a sense of loyalty and/or fear: CEOs continue to
exercise enormous power even after their retirement.”11

•

“…[I]t is very difficult to discuss steps that may reverse a
course of action with a board that includes the person who
made the original decision and which is comprised substantially of directors whom that individual has appointed.”12

•

Former CEOs can hardly “contribute constructively to board
discussions without being concerned that they will undercut
the effectiveness of their successors.”13

•

“What you have now is a CEO who is neither gone nor
forgotten.”14

•

“Former CEOs make excellent directors—of other
companies.”15

The Driving Factors
This report discusses findings from an analysis of the
determinants of the company’s decision to offer board
membership to the departing CEO. The analysis extended
to numerous details surrounding 358 CEO turnovers (for
reasons other than mergers, reorganizations, spin-offs, or
chief executive deaths) that took place in S&P 1500 firms
from 1998 through 2001.16 Information collected as part
of the study included whether or not the departing CEO
remained on the board, the length of his or her continued
board service, the characteristics of the incoming CEO,
and the firm’s subsequent stock price performance.
The analysis led to the following conclusion: board retention
frequently involves powerful, aging CEOs who have achieved
a less-distinguished record of firm financial performance in
the years leading up to their departure compared with CEOs
who remain in their position. Further, retention as a board
member has important consequences for subsequent board
decisions and post-turnover firm financial performance, as
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there is indication that delayed departures may restrain the
maximization of shareholder value.
For these reasons, it appears to be important for directors
to carefully consider the role of the departing CEO on the
board as part of their fiduciary duties regarding CEO succession planning and leadership transition oversight.
Frequency and length of retention Board retention of
former CEOs occurs rather frequently. The analysis documented that former CEOs remained on the board for at
least two years in 130 of 358 turnovers, or 36 percent of the
turnover sample. Of these 130 cases of board retention, as
of the end of 2008, 37 CEOs were still serving as directors
of the company they once ran, while the remaining 93—one
of whom was Mr. Ruettgers—served on the board for an
average of five years after leaving the CEO position. These
numbers suggest that retained CEOs remained on the
board long enough to exert influence over both the incoming CEO and future board decisions.
Board retention of former CEO and retirement age The
study also highlights how board retention is a complex
phenomenon and not simply a standard outcome of the
CEO reaching retirement age (defined to be age 65 or older)
or exiting the CEO position voluntarily.17 This can be seen
in two ways by referring to the distribution of the examined
CEO turnovers in the sample (Table 3).
1

First, combining the first two rows of Table 3 shows
that of the 189 departures of CEOs who either reached
retirement age or exited voluntarily prior to retirement age, only 47 percent (88/189) remained on the
board. Further, of the 130 cases of board retention in
the sample, only 39 (30 percent) were CEOs who had
reached retirement age. Hence, while board retention
is likely when the CEO reaches retirement age, it is not
an automatic consequence of reaching retirement age
or leaving the CEO position voluntarily.

2

Second, the third row of Table 3 shows that of the
169 departures of CEOs that took place involuntarily
before retirement age, 25 percent (42/169) nevertheless continued to serve on the corporate board. Thus,
approximately one-third of all retained former CEOs
(42/130) did exit the CEO position involuntarily. Hence,
understanding the causes and consequences of board
retention necessitates analyzing more than just CEOs
who have reached retirement age.
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Table 3

Distribution of CEO Exits by Retirement Age and Voluntary/Involuntary Departure
Board Retention
(row percentage)
Normal Retirement
Voluntary Departure
Involuntary Departure
Total

39
(83.0)
49
(34.5)
42
(24.9)
130

Complete Exit
(row percentage)

Total
(row percentage)

8
(17.0)
93
(65.5)
127
(75.1)
228

47
(100.0)
142
(100.0)
169
(100.0)
358

Source: John Harry Evans, III, Nandu J. Nagarajan, and Jason D. Schloetzer, “CEO Turnover and Retention Light: Retaining Former CEOs on
the Board,” Journal of Accounting Research, 2010, forthcoming.

Board retention of former CEO and pre-succession stock
performance With respect to the causes of board retention, the analysis shows that retained former CEOs deliver
relatively better pre-turnover stock returns in the two years
prior to departing the CEO position compared with those
CEOs who severed all ties with the firm. Specifically, Table
4 reports that industry-adjusted stock returns were significantly higher for former CEOs who are retained on the
board versus former CEOs who exit the firm upon departure (−1.2 percent return compared with a −18.5 percent
return, respectively). Assuming that CEOs who deliver
relatively better stock returns to shareholders possess an
ability to provide quality advice to his or her successor,
this evidence would suggest that the decision enables the
company to continue to avail itself of a skilled individual,
this time in a director capacity.
However, Table 4 also shows that retained former CEOs
deliver relatively lower industry-adjusted stock returns
compared with the 2,733 firm-year observations for CEOs
who continue in their chief executive position (−1.2 percent
return compared with a 3.4 percent return, respectively). In
addition, stock return performance becomes less important
once CEOs reach retirement age.
Board retention of former CEO and attributes of CEO
power Instead, attributes of CEO power influence the
company’s retention decision. Specifically, the analysis
identified the following attributes, summarized in Table 4,
as relevant for the purpose of the retention decision:

•

CEO owning a larger fraction of the firm’s stock (4.7 percent
for retention versus 1.4 percent for exit);

•

CEO jointly holding the board chairman position (76 percent
for retention versus 61 percent for exit);
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•

board members engaged in interlocking relationships (as
reported in the company’s proxy filings; 9.2 percent for retention versus 3.9 percent for exit); and

•

the presence of fewer independent directors on the board
(58.1 percent for retention versus 65.5 percent for exit).

Candidates for board retention appear to be powerful,
aging CEOs who have achieved a relatively less distinguished record of pre-turnover financial performance.
The decision to retain the former CEO as a board member
could have benign consequences. In fact, the retained CEO
may be satisfied to continue interacting with his or her
long-time colleagues a few times each year during board
meetings and executive retreats. However, the analysis
indicates this is not necessarily the case. News coverage
surrounding board retentions of former CEOs suggests that
these CEOs frequently maintain a high profile and continue
to have significant involvement within the firm. In addition
to the aforementioned situations at EMC and Xerox, the
following are meaningful examples—summarized from a
variety of publicly available news sources—of the turmoil
some directors faced after retaining the departing CEO on
the board:

•

Wayne Hockmeyer Departs CEO position at MedImmune
in 2000, at the time of a major strategic shift, and a new
CFO and CEO are hired. In 2002, he starts a biotech venture
capital fund using $100m in seed money from MedImmune.18
By 2004, he reportedly remains a key decision-maker in the
firm and talks frequently with his successor CEO.19 In April
2007, Carl Icahn states that MedImmune has “very lackluster
management” and threatens to nominate a slate of opposing directors if MedImmune does not put itself up for sale.20
Within months, MedImmune is acquired by AstraZeneca.
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Hockmeyer is not retained by AstraZeneca as a board member and reportedly receives up to $59.7 million to sever all
ties with the firm.21

•

Manny Fernandez Departs CEO position at Gartner in 1998.
Within a few months, he moves his venture capital fund, SI
Ventures, into a Gartner office in Florida. In interviews, he discusses how his fund relies heavily on Gartner’s researchers to
identify investments, and claims Gartner provides funding for
SI Ventures.22 He negotiates the sale of two companies from
his venture capital investment portfolio to be sold to Gartner.
He directed nearly $1 million in donations from Gartner to
University of Florida, his alma mater, which gives him several
awards. While serving as Gartner’s chairman, he also serves
on the boards of Brunswick Corp, Black & Decker, Net Numbers, Healnix, techies.com, eAngler.com, Click Commerce,
WarrantyCheck.com, among other philanthropic activities. He
is forced to resign from Gartner as chairman in October 2001.

•

Robert DiRomualdo Departs CEO position at Borders Group
in 1998. Successor CEO resigns after five months, with
DiRomualdo stepping in as interim CEO. Reportedly, the
key reason for the successor’s short tenure was an ongoing
power struggle between DiRomualdo and his successor.23
Employees indicate that DiRomualdo continued to attend
internal meetings,24 and Wall Street analysts speculate that
DiRomualdo and his successor were adversaries.25 Borders
Group appoints its second incoming CEO in November 1999,
and DiRomualdo continues as chairman. In December 2000,
shareholders challenge DiRomualdo’s employment contract,
as he remains one of the top five paid executives but does
not have an operational role in the firm.26 DiRomualdo resigns
from the board in early 2002.

Board retention of former CEO and choice of CEO
successor More importantly, the empirical analysis
indicates that the retention decision is associated with the
choice of a successor CEO. The analysis included the characteristics of successor CEOs for all 358 CEO turnovers
in the sample. Table 4 reports that, compared to instances
in which the departing CEO severs all ties with the firm,
firms that opted for the retention of the CEO are more
likely to select a new CEO who is younger (49.6 years of age
for retention versus 51.7 years of age for exit), is less likely
to be an outsider (26.2 percent for retention versus 39.5
percent for exit), is less likely to have prior CEO experience
(10.8 percent for retention versus 22.5 percent for exit), and
is more likely to have family ties to the former CEO (10.0
percent for retention versus 1.7 percent for exit). Overall,
such successors possess relatively less power vis-à-vis the
successors appointed in other firms (i.e., older, outsiders
with prior experience).
This evidence indicates that retention is associated with the
executive succession decisions made by the board in a way
that enables the former CEO to retain a relatively powerful
bargaining position within the firm. The public interactions between Mr. Ruettgers/Mr. Tucci of EMC and Mr.
Allaire/Mr. Thoman of Xerox both show that the former
CEO-chairman is capable of applying considerable pressure on his or her successor. It appears that the retention
decision and the subsequent choice of successor are linked,
with the former CEO wielding sufficient power to influence
at least one board decision.

Table 4

Departing CEO/CEO Successor Characteristics
Retention
on Board
(N = 130)
Mean
Departing CEO Characteristics
Pre-succession Stock Return (%)
Ownership stake (% of firm)
CEO/Chairman (%)
Interlocked (%)
Independent Board Members (%)
CEO Successor Characteristics
CEO Age (years)
CEO is Outsider (% / #)
Prior CEO Experience (% / #)
Family Member (% / #)

Exit Firm
(N = 228)
Mean

-1.2
4.7
76.0
9.2
58.1

-18.5
1.4
61.0
3.9
65.5

49.6
26.2 (34)
10.8 (14)
10.0 (13)

51.7
39.5 (90)
22.5 (51)
1.7 (4)

Retain as
CEO
(N = 2,733)
Mean
3.4
---------

Source: John Harry Evans, III, Nandu J. Nagarajan, and Jason D. Schloetzer, “CEO Turnover and Retention Light: Retaining Former CEOs
on the Board,” Journal of Accounting Research, 2010, forthcoming.
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It is therefore understandable why some firms and incoming CEOs explicitly acknowledge the problems that can
arise from retaining a former CEO on the board and take
action to stem prevent future difficulties. For example, the
governance guidelines outlined in Qwest Communications’
2007 proxy statement includes, “Our CEO must resign as a
director when he ceases to be CEO.” Jeffrey Bewkes, who
replaced Richard Parsons in 2007 as CEO of Time Warner
Inc., reportedly had a clause in his employment agreement
that allowed him to resign if the former CEO (Mr. Parsons)
remains on the board for more than one year.27
Board retention of former CEO and post-succession
stock performance Determining whether the retention
situation is good or bad for shareholders’ fortunes remains
an open empirical question. For this reason, the analysis
finally focused on whether retention decisions are related
to the firm’s stock returns during the two-year period
following the CEO turnover. Consistent with much of the
academic research on governance,28 it is difficult to determine causality because governance choices are likely to be
simultaneously determined. While the study takes measures to address this issue, it is nevertheless cautious about
interpreting results. With this caution in mind, it was found
that the performance effects of the former CEO’s retention
on the board differ depending on the attributes of the former CEO. In particular, there is a negative association with
post-turnover stock returns when the retention involves a
CEO who was not a founder of the firm and whose retention is more associated with the CEO’s power. In contrast,
no significant association was found between retention
and post-turnover stock returns when the retained CEO
was a founder of the firm. We interpret the negative results
for non-founders as indicative of a powerful former CEO
holding the influential chairman position but lacking the
pecuniary and non-pecuniary attachment to the firm that
founder CEOs typically possess.
Board retention of former CEO and founder attribute
There appears to be a difference between retaining, for
example, Bill Gates (who served as chairman of Microsoft
for nearly eight years after departing the CEO role),
Howard Schultz (who departed as Starbuck’s CEO in 2000
and served as chairman for eight years before re-assuming
the CEO role in 2008) or Michael Dell (who departed as
Dell’s CEO in 2004 and served as chairman for three years
before re-assuming the CEO role in 2007) and retaining a
CEO who was not the firm’s founder.
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However, even in these cases, directors found themselves
confronting serious and widely publicized management conflicts. Steve Ballmer, Gates’ successor, and Bill
Gates clashed on numerous occasions when Mr. Gates,
as chairman, frequently attended meetings presided over
by Mr. Ballmer.29 In February 2007, Howard Schultz, in
his capacity as Starbucks’ chairman, bypassed then-CEO
Jim Donald by sending an ominous memo directly to
senior Starbuck executives, warning that the firm needed
to eliminate automatic espresso machines, change store
designs, and eliminate in-store grinding, because these are
eroding the brand’s virtues and commoditizing the brand.
(Starbuck’s stock price slid over 20 percent in the months
following the leaked memo.) Upon his return to the CEO
position at Dell after the ouster of then-CEO Keith Rollins,
Michael Dell stated, “I recommended to our board that I
become the CEO.”30 Dell added, “I’m not hiring a COO or
a CEO. I’m going to be the CEO for the next several years.
Period, full stop.”31
Even though the empirical evidence does not indicate that
retaining former CEOs who were also the firm’s founder
is associated with statistically lower post-turnover stock
returns, directors still faced an on-going need to monitor
and manage the relationship between a former CEO and his
or her successor.

Conclusion and guidelines for directors
Directors are naturally concerned about the CEO succession process, because it is a high-profile event that is
difficult to accomplish, and the consequences of selecting the wrong successor are numerous. In addition,
The Conference Board series “The Role of the Board in
Turbulent Times” discusses many policy-related reasons for
directors to enhance the board’s role in developing a wellfunctioning CEO succession process.32 This report highlights how a precursor to the CEO succession discussion
is determining what to do with the departing CEO. The
analysis suggests several questions for directors to consider
when debating the decision as to whether they should offer
board membership to the departing CEO:
1

Are we offering the departing CEO continued board service because of solid pre-departure performance, or is
it due to his or her power and influence over the board?

2

Will the departing CEO adversely influence our successor selection process? Will retaining the departing CEO
on the board alter the quality and characteristics of
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3

4

prospective successors? Should it be the successor’s
responsibility to define his or her relationship with the
former CEO, or should we as directors decide?

10. See “Chairing the Board: The Case for Independent Leadership in
Corporate North America,” Policy Briefing no. 4, Millstein Center for
Corporate Governance and Performance, Yale School of Management,
March 2009.

If we retain the departing CEO as board chairman,
are we prepared to take action should conflict arise
between the former CEO and his or her successor? If
so, what actions will we take to manage a widely publicized conflict?

11. Howard D. Sherman, “Catch 22: The Retired CEO as Company
Director,” Institutional Shareholder Services, 1991.

Instead of offering the departing CEO continued board
service, are there other means for achieving our goals?
Could we engage in informal communication when
questions arise, or retain access to the departing CEO
via a well-defined short-term consultation agreement?
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