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Board Evaluations/Board Assessments
1. UK Corporate Governance Code 2012 
The UK Corporate Governance Code provision B.6 main principle recommends:

“The Board should undertake a formal and rigorous annual evaluation of its own performance and that of its Committees and individual Directors”. 

We recommend that companies carry out external Board evaluation which will provide a fresh perspective, clarity of purpose, more productive Board meetings (as does reducing the size of Board packs), more effective decision making, better personal relationships and appreciation of individual roles, leading to a more collaborative approach within the Board and with internal and external stakeholders. It should also provide better succession planning and clarity with on-going recruitment especially Non Execs.

Supporting principle of the UK Corporate Governance Code:

“Evaluation of the Board should consider the balance of skills, experience, independence and knowledge of the Company on the Board, its diversity, including gender, how the Board works together as a unit and other factors relevant to its effectiveness.”

Supporting principle of the Code:

“The Chairman should act on the results of the performance evaluation by recognising the strengths and addressing the weaknesses of the Board and where appropriate proposing new member be appointed to the Board or seeking the resignation of Directors. Individual evaluation should aim to show whether each Director continues to contribute effectively and to demonstrate commitment to the role (including commitment of time for Board and committee meetings and any other duties).”
Code Provision B.6.1: 

“The Board should state in the Annual report how performance evaluation of the Board, its Committees and its individual Directors has been conducted”. 

Code Provision B.6.3: 

“The Non-Executive Directors, led by the Senior Independent Director, should be responsible for performance evaluation of the Chairman, taking into account the views of the Executive Directors.”

2. Why is it important to carry our Board Evaluations?

a. It is difficult to manage well what you are not measuring;
b. It is, as stated above a provision in the UK Corporate Governance Code and other Listing conditions;
c. It assists in improving the effectiveness and performance of the Board;

d. It ensures that the right skills and qualities are identified and brought in when recruiting new Non Execs;
2.1 The benefits of Board Evaluations cannot be overemphasised and is one of the most important developments in the last few years to improve Corporate Governance in companies. 
2.2 The UK Corporate Governance Code (B.6.2) states that with FTSE 350 companies the Board Evaluation should be externally facilitated. First Flight recommends that AIM Companies and large organisations should also carry out regular Board Evaluations on a smaller scale and that they should be carried out externally by a specialist Board Evaluation firm and not carried out by a Company’s Auditor or a Search firm - as they will both be conflicted. 
2.3 An external evaluation should provide a fresh perspective, clarity of purpose, more productive Board meetings, more effective decision making, better personal relationships and appreciation of individual roles; this should all lead to a more collaborative approach within the Board and with internal and external stakeholders. It will also provide better succession planning and clarity with on-going recruitment including Non Execs.
2.4 A Board evaluation should include an evaluation of the skills/competencies that a company’s Board needs to operate successfully and an evaluation of the skills/competencies/qualities that each Director including Non Execs brings and an assessment of where the gaps are which can be covered with the addition of the right Non Execs (who should be recruited for their specific skills and qualities and not because they are “prominent” people) - see page 17 of our “Chair and Non Exec Guidelines”. 
2.5 A Board evaluation should include a behavioural and personality assessment of each Director – an effective Board will have different personalities with different viewpoints; you don’t want everyone on a Board seeing things and approaching things in the same way – called “groupthink” where the group dynamics (“ingroup”) produces an "illusion of invulnerability" (an inflated certainty that the right decision has been made). An "ingroup" can significantly overrate their own abilities in decision-making, and significantly underrate the abilities of their opponents (the "outgroup") – this is overcome by a Board with a diversity of skills, competencies, personalities, age, gender, ethnicity etc.
2.6 Cranfield’s recent report on “Gender Diversity On Boards” said Non Exec candidates should be assessed “not only on their suitability for the role in terms of their skills and who they worked for but also on the basis of subjective elements such as personality, values and chemistry”. Cranfield criticise Boards and their Search firms with regard to appointing Non Execs, for frequently starting with the question: “who do we want as a Non Exec rather than what do we need?” – this is a fundamental question for good Boards to address: what are the core skills, qualities, backgrounds and viewpoints (diversity) that we need around our Boardroom table to cover all the issues that confront us as a company and enable us to debate constructively and therefore not to have a Boardroom of all like minded people. 
2.7 First Flight suggests that a Board Assessment also covers how many other roles each Non-Executive Director has, how well prepared they are and whether they have read the Board papers and whether they have the time to understand the business, add value and contribute effectively. The financial crisis and the “shareholder spring” highlighted the need for Non-Executive Directors to spend much more time on their responsibilities and require them to have fewer roles to continue the evolution/professionalization of the role of Non Execs. 
2.8 First Flight recommends companies should ensure that their Non Execs do not have too many roles which affect their ability to contribute – 4-5 roles should be the maximum.
2.9 Questions that a Company should ask: how often should they do Board Assessments/evaluations, who should facilitate it, and what are the merits of inviting a third-party specialist/facilitator into the Boardroom? What are the evaluation goals, evaluation method options, and how should the results be used?  
2.10 Boards and Board structures are always evolving and should be frequently measured against targets. 
3. Evaluation goals; there is much to gain from an effective Board Evaluation. You can get feedback on a myriad of aspects on your Board’s performance, such as:

· the effectiveness of Board meetings;

· the effectiveness of Committee meetings;

· the effectiveness of Board Packs and information (it takes 9 hours to read 288 pages which is likely to mean Directors including Non Execs don’t read them and certainly don’t do their homework) so review the quantity and quality of your Board Packs;

· the effectiveness of Board Agendas;

· measure Governance Guidelines;

· measure shareholder relations;

· measure individual Director performance – attendance record of individual Directors including Non Execs and how well prepared they are;

· company direction and leadership - assessment of performance, Board and Committee strengths and weaknesses, Board and Committee composition, Board size, quality of information and presentations received, quality of strategy sessions, CEO/senior management/board relations, views on CEO succession and the CEO evaluation process, Board compensation views, Board governance and operating guidelines and policies, Director liability and/or ethical concerns, and more.  
3.1 As you can see, there is almost no limit to the amount of information you can assess in Board Evaluations. The key is having the Board Chairman or lead Director and/or the Nominations Committee decide what the goals of the evaluation are. Then the process of structuring the evaluation can begin – a smaller company should scale back the Evaluation to suit their needs.

4. Method or process options; as one might suspect there are two different methods that can be used: internal or external. Having a clear vision for the goals of the evaluation can help dictate which method might work best and there are different options which need to be decided & agreed. 

4.1 If an internal Evaluation is to be done, one of the big decisions is to determine early on whether to do a peer-to-peer evaluation of individual Directors. There is no doubt that nothing changes Board performance more than peer-to-peer evaluation (and criticism). Many companies shy away from this option because they feel it might be too confrontational and hurt the collegiality of the Board. It is true that some people can take constructive criticism the wrong way and it can damage some already-fragile relationships, but on the flip side, it can be a good way to change negative Board behaviour. 
4.2 An external Evaluation will be more expensive but you will get an independent view.
4.3 The majority of Board Evaluations are still done as a review of the entire Board or Committee versus individual Board members. This is gradually migrating to peer-to-peer and adding assessment features as people recognize how valuable a Board Evaluation can be covering many areas. Many companies supplement what they do with Board Evaluations by giving each Director a self-evaluation that he or she is asked to complete, but not turn in. The theory here is that this self-help exercise forces a Board member to take an introspective look at his or her own Board performance and habits and make a personal commitment without having to publicly share their self-perceived strengths and weaknesses.  

4.4 Probably the most debated decision that Boards have to make is which method to use to solicit the board feedback. You can use survey forms (both paper and online) or conduct interviews or employ a combination of both. Online versions can be a problem as it is difficult to ever truly destroy the responses, which creates an issue down the road where past Board Evaluation responses will be discoverable, thus allowing good forensic investigators to recover all past responses. Written information is therefore probably best as paper-based with all surveys destroyed following any analysis as a normal procedure.  For this reason, many people prefer interview-only evaluations with nothing documented on paper and the facilitator summarising any critical issues. 
4.5 The bottom line is: get a method and facilitator that work for you and your Company and Board.  Make sure you’re getting the most out of this exercise and experience as it can and should be hugely beneficial.

5. Developing a more effective Board; once the evaluation facilitator receives the feedback, there is typically a meeting to review the findings and determine what is relevant to put in an action statement to the Board. This meeting could include the Chairman, the Chairman of the Nomination committee, and/or the CEO. This is a critical part of any Board Evaluation process because: 
a. whatever is submitted to the Board becomes part of the minutes and is clearly discoverable and 
b. if Boards have identified action items or issues they want to correct in writing, failure to implement those changes can have a major impact on how the Board is perceived to handle its affairs. 
5.1 In other words, don’t identify an action commitment to the Board unless you are certain that it will be acted upon and implemented within a reasonable time frame. Usually, many issues are discussed and questions answered at the Board meeting but the only item that ends up in the minutes is the agreed-upon action statement that expresses what the Board is committing to do to become a more effective Board.

5.2 If you reference the goals above, you quickly recognize the breadth of information that can be garnered by Board leadership if done correctly. A properly structured Board Evaluation contributes in a major way to a more effective Board. 
5.3 The following quote sums up the need for Board integrity from the late Dr. Seuss…“Be who you are and say what you feel because those who mind don't matter and those who matter don't mind.”
5.4 It is a fact that underperforming companies are often tied to underperforming Boards, and a Board Evaluation will help to identify what needs improving. 
5.5 We have on the back of our “Chair & Non Exec Guidelines” Peter Drucker’s quote: “Executives owe it to the organisation and to their fellow workers not to tolerate nonperforming individuals in important jobs” – this applies to Boards too and shareholders have an interest in making sure that “non-performing” Boards and Boards that do not comply with best practice and good Corporate Governance principles are not tolerated or more likely they won’t invest in them. 
5.6 Shareholders will be interested in the Board Evaluations of the companies they invest in so don’t keep the Board Evaluation under wraps, put it in your Annual Report, send it to major shareholders and put it on your web site – be transparent! 

6. 
First Flight’s four core skills

Corporate Governance guidelines recommend that Non Execs should outnumber the Executives on the Board and they should provide a mix of abilities/skills/qualities/competencies.

6.1 
First Flight recommends Boards should have each of these four core skills (probably two Directors for each) which we refer to as the Frame Model developed by Tony Kellett:

1. Strategy - looking at the big picture to be able to challenge and shape the future;
2. Operations – looking at the details to make sure actions and plans are consistent with the strategy and will deliver the required performance;
3. Drive – the entrepreneurial flair and accelerator to drive the organisation forward and overcome obstacles;
4. Monitoring Risk – the brake/Governance/finance to be able to identify risk areas and issues and stop the organisation doing the wrong things. 

6.2 
These four areas reflect four separate and independent dimensions of Board dynamics and they form two opposing pairs in terms of interaction: strategy-operations and drive-monitor and each of these core skills should be provided to the Board by its Directors – in larger companies at least two Directors should be strong in each of the four areas. Boards that are well represented with each of these skills will be more effective. 

7. 
The FSA
The FSA listed (CP/10/3) 6 core competencies that Boards should have for companies operating in the Financial Services sector; which are nevertheless useful to review for companies operating outside FS:

1. Strategic Management

2. Risk Management

3. Market Knowledge

4. Governance

5. Financial Management

6. Regulation

7.1 
To these can be added some “new” skills such as digital expertise, sustainability and corporate responsibility.

7.2 
Each Director on the Board should be assessed for their competencies under the above headings to identify where the gaps are.

7.3
The HR department should have up-to-date CVs for each Director, a job description & an annual assessment for both Executive and Non-Executive Directors to enable the company’s annual evaluation to assess the Board overall for its capabilities. 
7.4
A case study on BP by Cass Business School following their Texas City Refinery tragedy in 2003 and preceding the Deepwater Horizon disaster criticized BP for having no-one on the Board with any refining experience & no-one on the Board with any security experience; it is essential that companies and their Boards assess the core competencies that they require. It is not uncommon for companies to have Board members “all in their own image” and therefore lacking basic skills as was found with BP. 

8.
Behavioural Assessment

A Board Evaluation should also include an assessment of the behavioural characteristics of all the Board members both Executive and Non-Executive.
8.1
Every Board needs the right balance of types or categories of people to operate effectively and one of the simplest ways to categorise people was developed by David Kolb who categorised people in four ways: activist, pragmatist, theorist and reflector. The differences between the four categories can be illustrated by how they would learn to ride a bike:

· The activist will get on the bike and try to ride it

· The pragmatist will watch someone else ride it and then try

· The theorist will look at the principles behind riding a bike

· The reflector will think about why they might want to ride a bike

A balanced and effective Board will have a mix of all four types of people. 

Personal qualities of Directors should include:

1. Strategic perception

2. good decision making

3. commitment and persistence

4. strong analytical abilities

5. good judgement

6. intelligence

7. integrity & ethical standards
8. demonstrate good understanding of Corporate Governance

9. ability to challenge and probe

10. interpersonal skills

11. ability to listen

12. disclose any conflicts of interest

13. attend regular board meetings and come to Board meetings well prepared.
8.2
The effectiveness of Non Execs is as much to do with behavioural characteristics (soft skills) as it is to do with core skills (hard skills).

8.3
Adding appropriate Non Execs provides the greatest scope for getting the right balance of skills and personalities on a Board. In order to be able to introduce the right Non Exec first requires an understanding of the current skills and personalities that already exist on the Board. A Board Evaluation helps the company take stock of what the Board has as well as lacks so that gaps can be filled. 
8.4
Boards should have a diversity of members enabling them to represent and understand their stakeholders; 85% of products and services in the UK are bought by women so it makes sense that more of them are on Boards. Diversity is not just an end in itself and is not solely a gender issue; it is a very powerful way of getting the balance of the Board right in terms of both skills and styles.
8.5
The skills assessment does not look at behaviour so First Flight recommends that a psychometric analysis or personality profile analysis should be carried out on all Board members using DISC – Dominance, Influence, Steadiness and Compliance. An effective Board has a blend or balance of each of these four types of people – EG a Board should not have all competitive and assertive members nor all compliance specialists, it should have a balance. It is also recommended that the personality analysis of Board Members is shared with all so they appreciate why each member behaves as they do – most Boards welcome this although old stagers probably won’t! 

9.
Summary 
An annual Board Evaluation is an ideal way to audit the two main sets of criteria a Board needs to consider to enable it to operate effectively:

a. The core skills that the Board requires to cover the unique issues, opportunities, risks and challenges that the business faces.

b. The diverse behavioural attributes that are required to enable an effective Board dynamic. Each Board member needs to be able to work with the other members in a constructive but independent way that ensures there is rigorous debate with differing viewpoints whilst remaining a highly functional group. 

9.1 
A Board Evaluation enables the Board to assess how they are performing in an objective and constructive way and will highlight any shortcomings or deficiencies the Board and its members may have and where the gaps are so that they can be addressed; as you will see from the above there are very different ways of going about a Board Evaluation. 
9.2 
First Flight can recommend various specialist firms if required, who we have worked with who do Board Evaluations. Those that we recommend tend to be smaller specialist firms who will not charge anything like the major Search firms charge for this essential service.  

9.3 
First Flight recommends that a skills/competency evaluation be carried out prior to embarking on a Non Exec project; we can assist with a skills assessment as part of our Non Exec service.
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