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This is similar to the pattern seen in executive
compensation: Smaller firms typically are
interested in conserving cash, and as a result
offer compensation “upside” in the form of
equity, generally stock options. As firms
grow, and both survival and cash flow are no
longer a matter of life or death, cash becomes
more prevalent. Likewise, option dilution
starts to become more of a concern as firms
grow, so equity use begins to level off. In our
survey, the cash retainers paid by firms with
revenues of less than $100 million averaged
$6,650; that figure rose to $36,703 for firms
with revenues of more than $3 billion.

Most aggressive in using equity to
compensate board members were the biotech
firms, which granted board members stock
options worth an average of $149,198,
compared to an average of $102,633 in all the
industries surveyed. Why the differential? In
our analysis, the key factor was the value of
shares. Biotech firms were not hit as hard as
many other companies in the current market
downturn. As a result, though biotech firms
are only slightly ahead of other industries in
terms of the percentage of outstanding shares
granted to board members, the shares are
worth more.

This is all useful information (and if you
would like to see more, the report is
available online at www.clarkbardes.com/
humancapital/index.shtml). For companies
that are accustomed to using data like these
in setting board compensation, I have some
bad news: It appears that we’re entering a
period when the structure of board
compensation is changing. And the change
may be particularly pronounced in an

ow do technology-based companies
compensate their boards of directors?

Here are a few highlights from a study
conducted by Clark/Bardes Consulting that
looked at 224 leading companies,
representing the full range of high-tech and
life-science industries, using the latest data
available as of 31 May 2002.

Total board members compensation
averages $142,742, with the median at
$101,842. Company size has great influence
on board compensation: Companies with
revenues of less than $100 million paid board
members an average of $49,420, whereas
companies in the $1–3 billion range averaged
$155,079, and those with revenues above 
$3 billion averaged $177,825.

Stock options dominate the compensation
of board members regardless of industry or
company size. Across all companies, equity
makes up 76% of board members’
compensation — 72% in the form of
options, 4% in grants.

Cash retainer is the element of director
compensation most significantly affected by
revenue size. Smaller companies typically
use a small retainer, if they use one at all,
and the retainer grows as firm size grows.
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industry like biotech, in which a substantial
number of companies are getting closer and
closer to bringing products on the market.

It’s a bit early to document trends, but to
those of us who work closely with board
compensation, it looks like overall board
compensation will be going up in the near
future. And although stock options will
continue to play an important role, board
members are going to be receiving more of
their compensation in the form of cash.

Governance Crisis
Why should compensation patterns change
now? For an answer, you have only to pick
up the newspaper. The Enron scandal and
ongoing concerns about corporate
governance are changing the workload —
and the risk — of serving on a board.

Not long ago, a good friend of mine who
makes his living recruiting board members
for companies was complaining that the
current market for director talent is the
tightest he’s ever seen. When I asked him
why, he said, “Look at who the two best
populations are for board members.” In his
opinion, the best population for board
members is sitting CEOs or senior
executives. But they’re busy dealing with
hard economic times and increased
accountability, and they don’t have the time
to spend that they once did — especially
considering the dramatically increased time
that’s being required of boards these days
because they are under so much scrutiny.
The second-best population for board
members has been retired CEOs or

SURVIVALSURVIVALStrategiesStrategies



BioPharm International JANUARY 2003 23

the direction high tech companies will be
moving in the next few years.

What should companies do now as they
look at board compensation? I think the best
advice is to rely a little less on historical
data, and to invest a bit more energy in
examining how much time the directors —
especially audit and compensation
committee members — are spending. At
some point, you have to make a leap of
faith, but you don’t want to jump too far.
Let’s say you calculate that, based on hours
spent, you ought to be paying each audit
committee member a $125,000 cash
retainer, you probably don’t want to go that
whole way. You don’t know if this kind of
time commitment is going to continue, and
it’s tough to roll pay back once you’ve
moved it to a certain level. Although you
probably need to move forward, there’s
reason to be cautious: We don’t know 
how the world is going to look a year from
now. BPI

executives. But many of these folks are
looking at board positions and deciding that
they don’t want to take on the increased
responsibility — and risk — of being a board
member these days. Three years ago, when
the job was easy and the rewards were high,
everybody wanted to be a board member.
Today, there is an increasingly small pool of
qualified candidates for boards. 

It will be interesting to see what the tight
market does to director pay. For my part, I
believe in the law of supply and demand. We
saw how a tight market affected executive
compensation in the late 1990s, and I think
we’re going to see something similar happen
to director compensation in the early 2000s. I
think we’re going to see a market increase in
both the cash compensation and potentially
the level of options for directors. We’re
starting to see this change already, primarily
in two areas where governance changes have
had the greatest impact: audit committees
and compensation committees. Anecdotally,
many board members who serve on these
committees have told me that the time
requirements of the job have gone from 
40 or 50 hours a year to 40 or 50 hours a
month in some cases. An increase of that
magnitude probably won’t continue
indefinitely, but in the short run, it may take
more money to get board members to handle
their added responsibilities. 

More Cash
And some of that compensation will probably
have to be money. If there’s one thing that
potential board members have learned over
the past few years, it’s that stock options

don’t always translate into cash. And the
more hours they have to put in, the less
willing board members are to let virtually all
of their compensation be at risk. In practice
that means that having discussions with board
members today that would have been
unthinkable even a year ago. People who
were settling for a retainer of $10,000 are
now asking for $50,000 or $75,000. But if
you think about a key committee member
who spends even 40 or 50 hours a quarter,
and you factor in the kind of hourly rate you
would pay for an outside law firm or
accounting firm — $400 or $500 an hour —
it is easy to see how you can get up to
$50,000, $75,000, or more.

The increased use of cash in
compensating boards might be a good thing
for companies. Although it is valuable to
link board members to shareholders through
stock options, it’s important not to overlook
long-term value. But if board members have
to invest a great deal of time in a company,
and their compensation is all at risk, and all
unavailable for four or five years, does they
really have an incentive to take the long
view? 

We won’t ever move completely away
from options, but it would not be a surprise if
high-tech companies and life science
companies start to pay their boards a bit more
like companies in other industries. A study of
the top 200 director compensation by
Clark/Bardes Consulting’s Pearl Meyer and
Partners found that board remuneration in top
companies was 63% equity, compared to 76%
in technology and life sciences companies.
The difference partly reflects a difference in
company size, but it probably also represents

All Companiesa �100a $100–250a 250–500a 500a–1b 1–3b �3b

Stock option award 102,633 31,907 76,338 111,902 124,846 113,304 111,440

Stock retainer 5,748 850 0 2,654 2,984 6,240 12,788

Board retainer and fees 27,669 12,425 18,300 15,909 24,806 28,704 44,515

Committee retainer and fees 6,639 4,238 2,779 6,901 5,460 7,461 9,082

ain U.S. million dollars
bin U.S. billion dollars

Table 1. There are four major components of board remuneration: stock options, stock retainers, board retainers and fees, and
committee ratiners and fees. The size of the company affects all four components. (Source: Clark/Bardes Consulting).


