Director Notes

Interim CEO

Reasonable Choice or Failed Selection?
by Matthew Semadeni, Christine H. Mooney, and Idalene F. Kesner

There are a number of reasons a company may wish to appoint an interim CEO instead
of immediately naming a permanent successor when a leadership change is announced.
However, doing so may cause uncertainty among internal and external stakeholders.
This report examines the reactions to and antecedents and consequences of interim
CEO selection to provide boards the evidence needed to make informed decisions about
the designation of an interim CEO.
One of the most important tasks under the purview of the
board of directors is the selection of the chief executive
officer (CEO) for the firm. Despite the significance of this
task, at many companies succession planning occupies a
relatively small amount of board attention. For example,
Heidrick & Struggles and Stanford University’s Rock
Center for Corporate Governance found that, on average,
boards spend a mere two hours per year discussing
succession planning.1 Data from the 2014 edition of The
Conference Board CEO Succession Practices report
also reveal that a CEO succession plan is generally only
reviewed on an annual basis, with some firms reviewing it
less than once a year (see Chart 1 on page 2).2
Selection decisions are frequently complicated further by
the fact that they are often inconvenient for the firm and

No. DN-V6N12
June 2014

Subscribe for free at www.conference-board.org/directornotes

must be made when there may be few viable candidates
available to occupy the top officer spot. In addition, succession decisions may be clouded by the poor performance
of current leadership, which can potentially constrain
the options of the board. Evidence from the 2014 CEO
Succession Practices report indicates that average CEO
tenure has been declining (Chart 2), while employee tenure
across the broader labor market has been fairly stable for
the past 25 years.3 In addition to declining CEO tenure, the
report finds that while the rate of dismissals over the past
14 years has been as high as 40 percent (in 2002) and as low
as 13 percent (in 2005), the overall average has been fairly
stable at 24.3 percent (Chart 3). (Disciplinary departures
are defined as those occurring prior to the age of 64 in
companies in which the industry-adjusted total shareholder
return is in the bottom quartile of all S&P 500 companies.)
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While there are many reasons for dismissal, the most
often cited is a decline in firm performance. A 2008 study
found that such dismissals typically occur early on in a
CEO’s tenure, when there may not be any appropriate
replacements to take the reins.4 In addition, a 2007 study
found that 20 percent of new CEOs fail within the first
18 months of their tenure, often as a result of poor firm
performance.5 There is even evidence that boards may
dismiss a CEO merely due to the potential for poor future
earnings.6 Taken together, these factors suggest that board
members often undertake succession decisions under less
than optimal conditions. Given these conditions and the
magnitude of the decision presented, boards may wish
to defer the decision to allow more time to select the best
candidate. Part of deferring the decision can involve the
naming of an interim CEO.
Chart 2
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Source: The Conference Board, based on raw data from Compustat Executive
Compensation (ExecuComp) database and company IR websites, 2014.
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Because of these pressures and the desire to defer the decision,
the board may ask, “What do we know about interim CEOs?
What are the antecedents to interim selection? What are the
reaction to and the consequences of interim CEO selection?”
The successful appointment of an interim chief executive is
dependent on understanding how to approach this relatively
new phenomenon. The number of interim CEOs increased
fourfold among top-tier companies from 2003 to 2005, and
the trend does not appear to be slowing down, as large
multinational companies like Apple, Cadence, E*Trade,
Tyson Foods, Walgreens, Yahoo! and Zale Corporation
are opting for temporary leadership.7 Little is known,
however, about the purpose of these temporary executives
and their implications for the organization. One reason
to select an interim CEO is to provide the board time to
perform a complete search for a qualified replacement
without disrupting efforts to keep the organization moving
forward.8 Interim CEOs, whether selected for a few months
or several years, are inherently short-term focused executives
with no real authority to make significant strategic goals
or plans.9 Moreover, the interim CEO’s decisions might
be subsequently rejected by successors, calling his or her
efficacy into question.10 Additionally, hiring a temporary
executive may be perceived by both internal and external
constituents as an example of the board’s failure to manage
the leadership pipeline effectively and develop a process
for selecting and grooming future CEOs.11 Given these
pressures, Gary A. Ballinger and Jeremy J. Marcel argue
that directors should view the selection of an interim CEO

as a rarely used “last resort.”12 To provide boards with the
evidence needed to make informed decisions about the
designation of an interim CEO, we study the antecedents of,
reaction to, and consequences of interim CEO selection.
Poor performance is clearly an antecedent of interim
selection. Based on analysis of both cumulative abnormal
returns (CARs) for the company’s stock and median analyst
recommendations (ranging from “strong buy” to “sell” on
a five-point scale), the worse the performance in the six
and 12 months prior to the succession announcement, the
more likely that a company would select an interim. An
interim CEO appointment is also more likely in cases of
dismissal. Interims were more likely to be selected in the
presence of an heir when the CEO was forced out compared
to when the CEO was not forced out. This suggests that the
presence of an heir alone does not decrease the likelihood
of an interim being selected, but rather that the nature of
the prior CEO’s exit will affect the board’s decision. The
findings also show that the shorter the tenure of the prior
CEO, the more likely a company was to select an interim
CEO. However, this raises the question of whether interim
selection may be disproportionately skewed toward shortertenured prior CEOs. This suspicion was confirmed when
the results showed that the likelihood of interim selection
was much higher for CEOs with very short tenures, but
that likelihood fell significantly as the length of prior CEO
tenure increased.

Methodology
To study the boundary conditions that affect interim CEO selection,
data were collected from medium-sized, publically traded manufacturing organizations (e.g., sales between $100 million and $1
billion) that underwent a CEO succession between 1998 and 2005.
The selection of an interim CEO and the subsequent selection of a
permanent CEO were measured as one succession event, resulting
in a sample of 620 organizations experiencing 240 successions.
The analyses controlled for factors such as CEO duality (the CEO is
also the chairman of the board), the average age and tenure of the
directors, the size of the board, the proportion of inside directors,
and firm size in terms of revenue.

Antecedents of interim selection First, firm performance prior to
the succession event was examined using performance windows of
12 months and six months prior to the succession announcement.
For both windows, cumulative abnormal returns (CARs) to the
company’s stock and median analyst recommendations (ranging
from “strong buy” to “sell” on a five-point scale) were examined.
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The CARs measure helps determine whether firm stock performance during the window was above, below, or the same as the
period preceding the window. The median analyst recommendation
for each firm was then assessed and weighted by the number of
analysts following the firm.
The next factor examined was whether the prior CEO was dismissed.
Articles and news outlets from around the time of the succession
were reviewed to determine the rationale for the CEO departure.
The departure was considered a dismissal if the announcement
stated that CEO resigned or was fired. Other reasons given in the
announcements included health, death, retired, or personal reasons.
Since the presence of an “heir apparent” may decrease the likelihood
of an interim selection, CEOs who were forced out where an heir
apparent was present were compared to CEOs who were not forced
out and where an heir apparent was present. 13
The final factor in the analysis was the tenure of the prior CEO.
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Market reaction to interim selection When market
reaction to the announcement of an interim selection on
the day of the succession announcement was assessed using
the CARs methodology, the reaction was more negative
for interim selections. The selection of an interim was
then compared to the selection of a permanent internal
candidate or a permanent external candidate. In 2013,
three-quarters of successions among S&P 500 companies
were internal, while about one-quarter were external.14
Our findings suggest that interim candidates are perceived
more negatively than either internal or external permanent
candidates. This might be interpreted as the market’s
disapproval of the board’s decision to select an interim
compared to any other type of candidate.
Consequences of interim selection While the market sends
an unambiguous signal about the selection of an interim
CEO, what are the actual performance implications of
interim selection? Performance for the 12 months following
the appointment of an interim CEO was examined to
determine whether the market’s sentiment was confirmed.
For this window, we used the same performance measures
to examine the performance antecedents to interim
selection: CARs and median analyst recommendation.
For the year after the announcement of an interim CEO,
the median analyst recommendation stayed negative,
indicating that analysts remained negative about the
prospects of the firms with interim CEOs relative to those
with permanent CEOs. However, the CARs showed no
performance difference between firms that had selected
interim or permanent CEOs. In other words, firms selecting
interim CEOs were not marked by market performance

This Director Notes discusses findings from
CEO Succession Practices: 2014 Edition
(RR 1544-14), a comprehensive report
on board practices in CEO succession
planning produced annually by The
Conference Board.
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Source: The Conference Board, based on data from company IR websites, 2014.

that was significantly positive or negative. Firms that
named permanent CEOs succession were then compared
to those that selected interim CEOs on several accounting
performance measures, specifically return on assets (ROA),
return on equity (ROE), and net profit margin for two
and three years after succession. That analysis revealed
no significant difference in the accounting performance
of firms that selected interim CEOs compared to those
that selected permanent CEOs, even though the firms
that chose interim CEOs experienced lower presuccession
performance. In sum, it appears that while analysts remain
pessimistic about firm performance following the selection
of an interim, analysis of multiple measures of performance
failed to find any relationship between firm performance
and the selection of an interim CEO.

circumstances of the process, as well
shareholder proposals in this area,
including two companies in which
proposals were voted.

CEO Succession Practices
2014 Edition

•

INCLUDING AN ANALYSIS OF
S&P 500 CEO TURNOVER EVENTS

categorized based on industry group
and company size.

•

An in-depth review of the disclosure
made to shareholders in corporate
succession announcements.

•

Summaries of 12 episodes of
CEO succession that highlight key
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Outsider

An appendix featuring “The Conference
Board Roadmap to CEO Succession
Planning,” intended to help directors
organize succession planning, integrate
it with existing board responsibilities,
make it transparent to all stakeholders,
and ultimately define it as an ongoing
element of business strategy.

For more information about CEO Succession
Practices: 2014 Edition, visit our website (www.
conference-board.org/ CEOsuccession2014)
or contact Melissa Aguilar (melissa.aguilar@
conference-board.org).
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It is clear that organizational instability in the form of
poor performance, CEO dismissal, and short-tenured prior
leadership all contribute to a situation where the board
may wish to pick an interim leader and take their time in
selecting a permanent CEO. The market reaction to this
pick is unequivocally negative, perhaps as a reaction to the
lingering leadership uncertainty or apprehension that the
board has failed to fulfill its responsibilities to develop and
prepare permanent CEO candidates. Despite the negative
sentiment expressed by analysts, in terms of both market
and accounting performance measures, post-succession
performance for firms that select interim CEOs is not
significantly different from those firms that immediately
select permanent CEOs.

This might include having internal interim replacements
selected a priori. Boards can also better “plan for the
unplanned” by considering scenarios beyond emergencies
that could spur a sudden succession event (e.g., initial public
offering, acquisition, turnaround management), including
how, in those contexts, executives within the organization
or from the board might serve as interims. It is an accepted
practice for boards to select an interim CEO in an emergency
context (such as illness or sudden death), often thought of as a
“plan B.” However, we believe that boards ought have a “plan
B” for unexpected, nonemergency cases that could warrant an
interim appointment while a permanent successor is sought.15
Temporary CEOs today serve a range of purposes, from
helping groom the permanent replacement to preparing
the company for an initial public offering to keeping the
organization from going out of business. In other words,
boards are tapping interim CEOs for very specific reasons
and to focus on very specific tasks. We identified six potential
roles interim CEOs may assume: “seat warmer,” “contender,”
“groomer,” “marketer,” “fixer,” and “cleaner” (see Figure 1
for definitions).16 By conceptualizing the role of interim more
broadly than simply a place holder (i.e., the seat warmer role),
boards may create opportunities for the firm to accomplish
certain goals more easily than with permanent CEOs. For
example, a board may wish to appoint a “fixer” to make
difficult cuts and drastic changes following a leadership
changes that will allow a new permanent CEO to step in and
manage without being overshadowed by such measures.

What conclusions can be drawn from these findings? Interim
succession undoubtedly creates uncertainty, which may
compound existing uncertainty from poor performance, failed
leadership, or short tenure. However, given the finding that
the selection of an interim CEO appears to have minimal
performance implications, we believe that, for a board that
needs additional time to select a suitable permanent CEO,
a temporary appointment is worth the uncertainty it may
generate. There is little evidence to support the negative
implications associated with interim succession.
Acknowledging that they might need to pursue an interim
succession at some point, boards may wish to consider
developing a plan for managing an interim succession.

Figure 1

Interim CEOs and their roles

Likely source

Typical
duration
(months)

Board

3–6

Operates as a permanent CEO would, proving to
the board s/he is a good fit

Top management
team

3–6

Groomer

Acts as the spokesperson and manages external
stakeholders while grooming the replacement

Former CEO/
founder

6–12

4

Marketer

Sets the company up for an IPO or a sale,
negotiating with potential future owners

External/
board

6–12

5

Fixer

Repairs the existing companies, whether
strategically or operationally.

Board/former CEO/
founder

12–18

6

Cleaner

Divests parts of the business or entire segments

External/
board

12–18

Role

Primary responsibility

1

Seat warmer

Manages the day-to-day operations until the
board secures an external replacement

2

Contender

3

Challenge and
complexity of
interim’s role
(months)

KEY: 0000 = Least challenging and complex; 0000 = most challenging and complex.
Source: Christine H. Mooney, Matthew Semadeni, Idalene F. Kesner, “Six Ways Companies Use Interim CEOs,” Organizational Dynamics, 41, no. 1, 2012 p. 14.

www.conferenceboard.org

Director Notes interim ceo: reasonable choice or failed selection?

5

Additionally, in a succession environment where approximately 40 percent of successions fail within the first 18
months, a board may want to take the initiative to seek
another ready successor early in the CEO’s tenure.17 For
example, in March 2013, when John Riccitello stepped down
as CEO of Electronic Arts following “shortcomings” in
the company’s financial results, the board tapped former
CEO and long-time board chair Larry Probst as executive
chairman to lead the company while it searched for a
permanent leader. After a six-month search, the company
selected insider Andrew Wilson as CEO.18
It is also noteworthy that the common (but not pervasive)
practice of having an “heir apparent” ready to take over as
CEO does not ensure an interim selection can be avoided.
The evidence indicates that if the prior CEO is dismissed,
the heir may not be a suitable candidate for the role.
However, if the prior CEO is not dismissed, the presence of
an heir apparent significantly decreases the likelihood of
an interim selection.

Directors should consider how external constituents view
interim succession and the impact of those opinions on
shareholder value. While the initial market reactions are
negative, there are no long-term performance implications.
Perhaps this results from the rationale provided by directors
as to the value of their interim choice (e.g., to conduct a
thorough candidate search or to lead turnaround efforts).
The market may correct itself as the uncertainty about this
decision is reduced and financial performance is restored.
In addition, there may be a recognition that interim CEOs
could fill immediate specific needs for the organization (e.g.,
to manage a turnaround or aid in a merger); constructing an
appropriate external and internal communications strategy
to manage an interim succession may also help reduce
additional uncertainty.19 Therefore, we encourage boards
to not only consider interim appointments as an option, but
to design strategies to manage an interim selection when
developing their succession plans.
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