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aetting real value from
board assessments

Beyond “check the box”

Board composition and performance continue
to be under scrutiny by various stakeholders.

(y Institutional investors are paying close attention
to the individuals representing their interests in
the boardroom, and how the board addresses

its own succession. Hedge fund activists are

of directors believe

: also watching and certainly have not been shy
someone on their board , _
about seeking change. And directors themselves

should be replaced. are increasingly vocal about the performance
of their peers. In fact, 49% of directors believe
someone on their board should be replaced,
identifying an opportunity to enhance boards’
skills; 23% believe two or more directors should.!
2 3 % They say their top reasons are because directors
overstep the boundaries of their oversight role,
are reluctant to challenge management, have a
believe two or more style of interacting that negatively affects board

dynamics and advanced age has led to diminished

directors on their board .
performance. So, how do boards use their annual

1
should be replaced. assessment process to measure effectiveness,

drive refreshment and raise performance? They

shift to a continuous improvement mindset.

1 PwC, 2019 Annual Corporate Directors Survey, October 2019.
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Most boards conduct board and committee assessments as required by
“It takes a Sti’OI’Ig chair or stock exchange listing standards. More and more boards are also conduct-
, ing individual director assessments; 44% of S&P 500 boards include some
lead director to Cha”ge form of individual director assessment, up from 22% ten years ago.2 While
the board’s culture some boards are quite good at conducting their board assessments, others
and make it one that cc.Julq sta.nd to get m(?re out ofthe exer.cise. The biggest roadblock’s?
Viewing it as a compliance exercise, using an approach that doesn't really

accepts and encourages  allow for honest feedback and failing to follow-up on the results.

continuous feedback.”

Boards and individual directors would benefit from re-envisioning their

PAULA LOOP, LEADER  assessment approach. This involves re-defining the process as one that is
PWC’S GOVERNANCE

INSIGHTS CENTER ongoing and provides real value and continuous improvement. Here are five

key actions to ramp up the board’s next annual assessment:

Lead like a lion. Board leadership is critical to making changes
happen. Without a strong leader, it doesn’t matter how mean-
ingful your assessment process is.

Change the endgame. Making the assessment process an
ongoing exercise with the goal of continuous improvement can
deliver better results. But early buy-in from all directors on the
process is critical.

Address the elephant in the room. Boards that have frank
discussions about what is holding their performance back
can excel. This involves having a way to provide honest
individual director feedback, which can be done in different
formats. A periodic independent perspective can help.

Take action to get real results. Effective boards are disciplined
about identifying and holding themselves accountable for
action items coming out of the assessment. They also integrate
assessment results into their director succession plan.

Be transparent with investors. Many boards are taking a closer
look at their disclosures around board assessments — seeking
to provide stakeholders with a greater understanding of the

process. Shareholder engagement in this area has risen, and
boards are taking steps to be more transparent.

2 Spencer Stuart, 2019 U.S. Spencer Stuart Board Index, October 2019.
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GETTING REAL VALUE FROM BOARD ASSESSMENTS: BEYOND “CHECK THE BOX”

Lead like a lion

Board leadership is critical to making any

changes happen. The board leader sets the

tone for the culture of the board, and in

many cases leads and drives the assess-
ment process. In fact, 85% of directors indicate that a
strong focus from the board chair or lead director is an
effective method to drive board refreshment.? Without a
strong leader, it doesn’t matter how meaningful your
assessment process is.

A close look at board culture and whether directors
really can be candid when providing feedback is also
needed. This involves understanding the way that direc-
tors make decisions, handle disagreements and share
information. If the board is to continue to grow and
improve, the culture has to be open to the idea of giving
— and receiving — regular feedback. And, board leader-
ship is key to ensuring this environment exists.

Change the endgame

il

high-performers. Because of the collegial nature of many

Let’s face it, the word “assessment” can
have a negative connotation. It can put
people on edge, even in a boardroom of

boards, it can sometimes be hard to deliver less than
glowing feedback about a fellow director — which can
turn the process into “something to get finished” rather
than a way to enhance board performance. So what can
boards do?

Take a fresh look at the approach: Boards can improve
the value of their assessment process by focusing on
continuous improvement and board excellence. Effective
assessments should look at ways to enhance board
dynamics, composition, oversight and practices. They
should reinforce what is working well and highlight
those obstacles that are limiting strong performance.
And, the assessment is best viewed as an ongoing
process rather than just a once a year event.

3 PwC, 2018 Annual Corporate Directors Survey, October 2018.
4 PwC, 2019 Annual Corporate Directors Survey, October 2019.
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Some boards have embraced a continuous improve-
ment mindset by adding more frequent opportunities to
discuss effectiveness as part of their agendas. Others
have instituted a formal process for providing director
feedback or coaching throughout the year. Boards can
also take a fresh look at their assessment approach and
evolve the format or ask different questions to drive a
better outcome. They may even find it valuable to dive
deeper on a few particular areas where they believe there
is potential improvement.

Get early buy-in: Before the assessment process begins,
directors should discuss the approach and decide on
any changes they wish to make. This involves engaging
directors early and giving them a chance to provide
input and voice their concerns so these items can be
addressed appropriately. The discussion should cover
the assessment’s scope and objectives, how it will be
conducted and reported back, and the need to openly
share and receive feedback. The goal is to get agreement
on what the assessment process should accomplish and
obtain commitment and support for it.

Address the elephant in the room

What holds boards back from top perfor-

mance? Board culture and interpersonal

dynamics tend to be the most common

sources of dysfunction in the boardroom.
Dysfunction can take various forms, whether it is a lack
of trust between the board and CEOQ, disruptive or disen-
gaged directors, factions in the boardroom or poor
decision-making processes. These issues, though some-
times apparent to those in the boardroom, can be the
most difficult to address.

To improve board performance, directors need to identify
and address what isn’t working, and the assessment
process can be a key way to do so. But directors need to
be frank in these discussions. And this isn’t always easy
to do — especially when collegiality on the board is
valued. Eighteen percent of directors cite collegiality as a
barrier to effective board refreshment.* Almost one-quar-
ter (24%) of directors say that they have a board leader
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Six key questions to
consider asking in
self-assessments

Boards that are committed to

self-improvement use assessments

to ask:

How effectively do we engage
with management on the
company’s strategy?

How strong is our relationship

with the C-suite and how are
we adding value to it?

How effective is our board
succession plan?

Do we have the right
mechanism for providing
individual director feedback?

What is our board culture
and how well does it align
with our strategy?

What processes are in place for

engaging with shareholders?

Source for certain questions: Spencer Stuart “Performance in the
Spotlight: Assessment and Board Effectiveness,” March 2016,

https://www.spencerstuart.com/research-and-insight/
performance-in-the-spotlight

who is unwilling to have difficult conversations.® Add to
this the fact that many boards do not have a way for direc-
tors to share feedback with their fellow directors. So what
can boards do to address the elephant in the room?

Institute mechanisms for honest director feedback:
Boards can address whether the assessment process
really allows for issues and concerns to surface and be
dealt with, particularly the ones related to individual
director performance. The process should permit the
board, its committees, and individual directors to think
critically, have meaningful discussions and identify poten-
tial areas for improvement, as well as demonstrate a
willingness to address any weaknesses. A high-perform-
ing board culture allows directors to feel comfortable
being open and candid with their concerns.

Feedback on individual directors is increasingly viewed

as a critical component of the assessment process.
Directors can use the output to improve their perfor-
mance. The format of individual director feedback can
vary. The goal shouldn’t be to grade directors, but to
provide constructive input that can improve performance.
Approached in this way, directors often welcome the
opportunity to receive feedback.

More and more boards use some type of individual direc-
tor assessment or a peer assessment process. Others may
implement a mentoring program for directors. Another
way to provide individual director feedback can be to have
each director meet periodically with the chairman/lead
director or nominating/governance committee chair.

Board leadership plays a critical role in ensuring directors
receive important feedback. Board leaders frequently get
feedback on individual directors or observe behavior in
meetings that can be improved. However, awareness of
these behaviors does not always translate into action. For
example, only 15% of directors say their board provided
counsel to one or more board members as a result of
their self-assessment.® High-performing board chairs

and lead directors will embrace this role.

5 PwC, 2019 Annual Corporate Directors Survey, October 2019.
6 PwC, 2019 Annual Corporate Directors Survey, October 2019.
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GETTING REAL VALUE FROM BOARD ASSESSMENTS: BEYOND “CHECK THE BOX”

“Boards should be open to the results of the assessment and be prepared to deal
with the findings. This involves having candid discussions about performance
issues that are raised and prioritizing what should be addressed.”

GEORGE ANDERSON
LEADER OF NORTH AMERICAN BOARD
EFFECTIVENESS SERVICES, SPENCER STUART

Consider periodically getting an independent perspec-
tive: Companies may choose to periodically engage an
independent facilitator to assess board performance.
Fourteen percent (14%) of directors say they used an
outside consultant to assess their performance in 2019.7
And, this number is likely to increase because of grow-
ing stakeholder pressure on board performance.

An independent view can be very helpful in providing
the board with perspectives on how it compares to its
peers or “measures up” to the evolving standards of
corporate governance. The third party can also conduct
interviews individually and share the collective feedback
with the director without providing attribution to help
them understand what is working well and where there
are concerns or areas for improvement. Ultimately, the
independent facilitator has the advantage of being able
to more readily identify and air difficult issues, and can
help the board reach a consensus on how to respond
effectively. While most boards wouldn’t use one every
year, many hire third-party facilitators every two to three
years or as needed in response to changing board
dynamics or emerging challenges.

Take action to get real results

\/ Committing the time to review the results of

little time — or even no time — discussing and acting

the assessment process and having an open
discussion about the findings are critical.
But boards often fall short as they spend too

upon assessment findings. This is a missed opportunity.

7 PwC, 2019 Annual Corporate Directors Survey, October 2019.

PwC

Agree on action items and develop a plan for change:
Directors should work together during the assessment
process to identify and agree on areas in which the
board would like to improve. Areas for improvement
might be to add a director with particular experience,
increase the board’s diversity, schedule a board retreat
that focuses on strategy, create more opportunities to
communicate with the CEO or hold more frequent exec-
utive sessions. At the individual level, a director may be
advised to attend an educational program to enhance
knowledge in a particular area, engage more often in
discussions or change behavior in the boardroom.

»

15%

Only 15% of directors say their
board provided counsel to one or
more board members as a result
of their self-assessment.

Source: PwC, 2019 Annual Corporate Directors Survey, October 2019.

Effecting real change requires a plan for addressing
issues raised in the assessment. Such a plan starts
with identifying a leader — often the chairman, lead
director or nominating/governance committee chair
— to drive the changes. The leader should develop an
action plan to discuss needed changes with the appro-
priate parties, as well as identify potential strategies,
options and key milestone dates. It is then important
for the leader to monitor implementation of the action
plan for additional follow-up and results, keeping the
full board updated on progress.
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GETTING REAL VALUE FROM BOARD ASSESSMENTS: BEYOND “CHECK THE BOX”

Board action on assessments

Add additional expertise to the board
Diversify the board

Change composition of board committees

Provide disclosure about the board’s
assessment process in the proxy statement

Not re-nominate a director
Provide counsel to one or more board members

We did not make any changes

Source: PwC, 2019 Annual Corporate Directors Survey, October 2019.
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Q: In response to the results of your last board/committee assessment process, did your board/committee decide to do any of the following?

Integrate assessment results into board succession
planning: As part of the action plan coming out of the
assessment process, the board should discuss whether
changes are needed to the board succession plan. The
assessment process is a natural platform for reviewing
the skills and expertise needed on the board in the con-
text of the company’s long-term strategy. Does the
board need access to deeper technological skills? Does
it need more diversity of perspective? These discussions
should filter into director succession planning, which is
often led by the nominating/governance committee.

Today, director succession planning is often performed
as a separate, distinct exercise, done on an as-needed
basis when facing an impending vacancy on the board.
But when findings from the assessment process are
integrated into succession planning, the board is more
likely to address issues in its composition and make the
changes needed to get the right people in the board-
room. If new or different skills and expertise are needed,
boards can consider them when seeking new directors.
High-performing boards evaluate composition holisti-
cally and address it over a longer period of time,
perhaps even with a five-year succession plan. Some
boards act sooner by expanding their size to accommo-
date a new director with the needed skills and expertise.
For more information, see Board composition: The road

to strategic refreshment and succession.

Be transparent with investors

Shareholders are seeking more informa-
tion about how boards address their own
performance, including whether they are
using assessments as a catalyst for
refreshing the board. Today, disclosures are increasing
in this area. Twenty-two percent (22%) of S&P 250
companies included a graphic to illustrate their evalua-
tion process in the 2019 proxy statement. Eight percent
(8%) provided results and steps in place to address
any issues.® Some companies offer more detailed
disclosures, including descriptions of the areas that
the board assessment covers, the process and the
actions the board has agreed to take following the
assessment. Investors aren’t looking for specific details
on the outcome of the assessment — they just want to
understand the process.

Benchmark disclosure on assessments and consider
voluntarily expanding it: Boards are generally doing
more than they disclose. And, with the increasing spot-
light on board performance, the time may be right to
reassess these voluntary disclosures and provide more
insight. The Council of Institutional Investors (ClI)
suggests that “[s]uch disclosure is an indication that a
board is willing to think critically about its own perfor-
mance on a regular basis and tackle any weaknesses.”®

8 Labrador Information Design, Proxy Statement Disclosure Trends and Analysis, December 2019.
9 Council of Institutional Investors, Best disclosure, Board evaluation, September 2014. www.cii.org
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Cll highlights two best practice models for disclosure.
One focuses on the mechanics of the assessment
process, illustrating the process the board uses to iden-
tify and address gaps in its skills and performance. The
other focuses on the most recent assessment, recapping
the key takeaways and plans for improvement.

Cll notes that depending on the board’s process,
disclosure may include:

« Adescription of the steps in the board
evaluation, including who is reviewed and
how reviews are conducted

- Adiscussion of continuous improvement
initiatives and the activities that directors
participated in during the past year

«  Whether the board engaged an external
adviser to conduct the board evaluation and
the role that the adviser played (for example,
interviewing board members)

« The objectives for the evaluation and how the
board will use the findings

« Follow-up discussions that occurred. For
example, some boards report having a mid-year
check-in to evaluate the progress made in
addressing areas of focus identified in the
annual evaluation

Conclusion

Boards can ask management to benchmark the
company’s disclosure about the board assessment
process with that of peer companies. They can also
ask them to draft a sample enhanced disclosure that
includes additional information on the board’s assess-
ment practices and considers insights drawn from
management’s review of other companies’ disclosures
and shareholders’ perspectives. This information can
help the board to critically evaluate whether it should
voluntarily enhance its proxy disclosures.

Be prepared for potential engagement with shareholders
on self-assessments: Direct communications between
board members and investors has grown considerably
over the last several years. Just over half of directors
now say their board has such engagement.'
Shareholders are more often meeting with nominating/
governance chairs and asking about board assessments
as part of their engagement program. One survey found
that in nearly 14% of cases, board-shareholder engage-
ment was conducted under the guidance of the nomi-
nating/governance committee chair.m If board composi-
tion is part of engagement, shareholders may want to
understand how boards are assessing their own perfor-
mance and the skills and expertise needed to oversee
the company’s long-term strategy. They also want to
understand the board’s position on director turnover,
succession planning and diversity. Some high-perform-
ing boards even conduct “opposition research” to
understand and identify what a tough critic would say
about their board’s composition to be prepared for any
potential engagement.

Board performance is being scrutinized by shareholders, the media, the public and others.

In today’s environment, boards will want to refresh their assessment process to ensure it

encourages a continuous improvement mindset and allows for candid and honest feedback.

When done well, the assessment often results in changes that allow the board to deliver greater

value to the company and its shareholders. And boards will want to tell their investors that they

critically evaluate their own performance, addressing obstacles and striving for improvement.

10 PwC, 2019 Annual Corporate Directors Survey, October 2019.

11 The Conference Board, Board-Shareholder Engagement Practices: Findings from a Survey of SEC-Registered Companies, December 2019.
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For a deeper discussion about how this topic might impact your business, please contact:
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ABOUT SPENCER STUART

PwC's Governance Insights Center supports you with the
governance knowledge to answer tough questions and
tackle complex challenges. We engage with boards of
directors, investors, and executives, offer forums on
critical current issues, share leading practices and insights,
help directors comply with evolving expectations and
regulations, and strengthen the bridges between investors,
corporate directors, and management.

Visit us on the web:
www.pwc.com/us/GovernancelnsightsCenter

Social Media @ PwC
Stay up to date on the trends and topics that
are relevant to your business and career.
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At Spencer Stuart, we know how much leadership matters.
We are trusted by organizations around the world to help
them make the senior-level leadership decisions that have
a lasting impact on their enterprises. Through our
executive search, board and leadership advisory services,
we help build and enhance high-performing teams for
select clients ranging from major multinationals to
emerging companies to nonprofit institutions.

Privately held since 1956, we focus on delivering
knowledge, insight and results through the collaborative
efforts of a team of experts — now spanning more than 70
offices, over 30 countries and more than 50 practice
specialties. Boards and leaders consistently turn to
Spencer Stuart to help address their evolving leadership
needs in areas such as senior-level executive search, board
recruitment, board effectiveness, succession planning,
in-depth senior management assessment, employee
engagement and many other facets of culture and
organizational effectiveness. For more information on
Spencer Stuart, please visit www.spencerstuart.com.

Social Media @ Spencer Stuart
Stay up to date on the trends and topics that
are relevant to your business and career.
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