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This guide provides directors with
the framework for conducting
effective board assessments.
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Board and committee assessments are a critical
part of driving continuous improvement in board
performance. A well-executed assessment

can help provide real insights into how a board
operates and how directors work with one another.
It will include both quantitative and qualitative
aspects. And it leads to actionable takeaways that
can make a real difference.

In our 2021 Annual Corporate Directors Survey,
47% of directors indicated that at least one of their
peers should be replaced. Having a robust
assessment framework shouldn’t be viewed as a
way to get rid of underperformers. Rather, it should
be viewed as a means to provide constructive
feedback as part of the board’s continuous
improvement process. Many directors tend to view
assessments in a “check-the-box” manner and
believe it’s difficult to be frank.'

So what are the leading practices? And, how

are boards using assessments to become more
efficient, evaluate gaps in board composition and
improve their oversight of management?

What is the purpose of the

assessment?

From the start, it’s essential for directors to agree
on what they want to address in the assessment
process. Some of the most common areas of
focus include:
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e Evaluating board composition. The makeup of
the board is critical. Boards need a mix of skills,
expertise and experience to effectively oversee
the company. Understanding any gaps is the
first step to ensuring optimal board composition.
Looking at board composition also provides an
opportunity to address director
underperformance and gives the board a
perspective on where they may want to make
changes.

e Setting and monitoring board culture.
Assessments are a great opportunity to look at
board culture and dynamics. Does the culture
encourage open discussion and disagreement?
Does it promote continuous improvement, open
feedback and coaching? Does it promote
collaboration and information sharing? Or does it
have directors who dominate discussions,
closing off other points of view?

e |Improving board practices. Boards may
also use assessments to analyze the quality and
quantity of materials they receive from
management, evaluate their governance
practices or consider process changes to make
going forward. Assessments can be used to
determine if boards are using their time during
meetings on the right topics and whether their
agendas are balanced to include strategic,
compliance and tactical topics.

¢ Planning for board succession. Board
assessments can be instrumental in board
succession planning—helping to identify what
skills and backgrounds will be required based on
the company’s long-term strategy. And
assessments can encourage boards to move to
a more strategic and less reactive approach to
board succession. In fact, nearly three-quarters
(73%) of directors say conducting a full board or
committee assessment is an effective way to
promote board refreshment.?



The debate over peer assessments

Who should be assessed?

Some boards choose to have each director

The NYSE requires boards of listed companies to assess the other directors on the board. This is
conduct an annual performance assessment to done anonymously, and sometimes facilitated
“determine whether [the board] and its committees by a third party. Peer assessments can provide
are functioning effectively.”® NASDAQ does not a deeper look into how the board's culture
require the same, but many boards of NASDAQ- and performance are impacted by each of
listed companies conduct self-assessments as a the directors. But some boards are hesitant
matter of good corporate governance. Nearly all to conduct peer assessments; directors may
(98%) S&P 500 boards disclose that they conduct believe they can damage the board's dynamics

some sort of annual performance assessment.* and collegiality.

If done in a constructive way, peer assessments

can provide helpful feedback for each director.

e The full board. This allows the board to This input can help directors better understand
evaluate its overall performance, spot trends where they might not be measuring up and how
and acknowledge areas for improvement. And they can improve their individual performance. For

to determine if they are delivering value to the boards that don’t currently do peer assessments
management team but are considering doing so, a natural time to

start is when you next add new directors.

Assessments can address:

e Board committees. This provides visibility into
how the board’s committees are structured and

how they are performing against their charters.  Individual director assessments are conducted
Committee assessments can also help the by nearly half of S&P 500 boards
board monitor oversight allocation. Are
J:Esp:co;zbllltﬁs aé)ri[roprlatelﬁtallo%ated between Full board only 2 O Full board and
€ full board and its committees 6 O/ ( individual directors
e Individual directors. This provides information 0 ‘

about what each director contributes and what
value they bring to the boardroom. Individual
assessments also help gauge the director’s
participation in board and committee meetings
and whether they stay up to date on the
company’s business. Individual director
assessments might also address what directors

appreciate in their fellow directors and what )

behaviors they might like to see less of. A 45 % N 47 %
growing number of companies—47% of , Full board

S&P 500 boards—report doing some sort of Full board, committees and committees

o . and individual directors
individual director assessment.®

Source: Spencer Stuart, 2021 U.S. Spencer Stuart Board Index, October 2021.
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Reasons why boards choose not to conduct individual assessments

Our existing process is sufficient 53%

Potential negative impact on 0
board collegiality 22 /O

Our board does not feel it is appropriate -I 7cy
to evaluate the performance of individuals 0

Board members are reluctant to 0
be evaluated 1 1 AJ

Too time intensive 5%

Other 24%

Source: PwC, 2079 Annual Corporate Directors Survey, October 2019.

44

It can be helpful for boards to think about
assessments as a feedback tool, one where

directors get a continuous cycle of feedback

that can help them—and the whole board—
get better. This allows directors to get regular
snapshots of how they're measuring up.

)

— Maria Castanon Moats, Leader
PwC'’s Governance Insights Center
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What should boards assess?

Board, committee and individual assessments can help identify areas that need improvement.
They can allow boards to gauge their readiness for the future. Assessments can also reveal which
issues directors think should receive more attention. The process may also solicit feedback from
people outside the boardroom who work closely with the board or committees. For example,
someone should speak with members of the senior leadership team to understand what the
board does well from their perspective and where they need more from the board.

Board or committee performance Individual director performance

e Whether key responsibilities noted in the charter e Meeting attendance rates

were carried out .
e Degree of preparation

e \Whether the size and composition are adequate e Active participation during meetings

e \Whether directors have the appropriate degree of « Ability to communicate and express ideas
input into agenda setting
¢ Willingness to listen and acknowledge

e Adequacy of meeting time allotted and other viewpoints

meeting frequency

e Understandi f d indust
e Adequacy and timeliness of information received naerstanding of company and Incustry

from management ¢ Ability to work with directors and management

e How well directors work together, appropriateness ¢ What the director does well
of communication and discussion, degree of

, , e \What the director should do differently
consensus achieved on key issues, etc.

. . , e QOverall level of contribution
e \Whether satisfactory updates and information are

received outside of scheduled board meetings

e Qverall level of effectiveness

e \Whether management receives value from
the board

Source: PwC and The Institute of Internal Auditors Research Foundation, Board Effectiveness: What Works Best 2nd Edition.
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Who should conduct the assessment? .
Some boards use external advisors to help

Many assessments are conducted internally, by
the board chair or lead director with the support

of management. Sometimes the nominating and
governance committee oversees assessments. In
other cases, senior management or a third-party
facilitator may handle the process. Ideally, however,
the process is driven by board leadership.
Committee assessments are typically conducted
by the respective committee chairs.

Conducting effective board assessments

facilitate the assessment process. Twenety-one
percent (22%) of S&P 500 companies used a third
party to facilitate the assessment process®—a
number of which indicated they use the outside
party every two or three years. External advisors,
as neutral intermediaries, can help create a more
comfortable atmosphere that fosters openness
and honesty from directors. However, it’'s
extremely important that any external facilitator the
board selects be highly experienced.




What methods are typically used? dialogue about board performance. The
discussion is typically moderated by board

leadership or an outside facilitator. Often,
discussion topics are shared in advance and
directors are asked to suggest additional topics.

Assessments can be conducted in a number of
ways. Written questionnaires or surveys, facilitated
discussions and individual interviews (with the
board chair or a third-party advisor) can all be in e Individual interviews. Some boards use one-
the mix. on-one interviews with each board or committee
member to augment written questionnaires.

The interviewer could be the lead director, chair
of the nominating and governance committee,
or a third party. He or she may also interview
members of management.

e Questionnaires and surveys. Questionnaires
can be structured in various formats, and
usually include a number of open-ended
questions. A key benefit is that they can offer
anonymity to participants. The results are

typically summarized and reported back to the  Questions are usually open ended to allow for

full board (see Appendix for a sample board more engagement. The board typically discusses
assessment questionnaire). the results of the interview process, which are
summarized without attribution. In some cases, board
leadership will choose to meet with each individual
board member afterwards to share feedback.

e Facilitated discussions. Some boards use
facilitated discussions as a way to foster

Advantages and disadvantages of assessment approaches

Advantages Disadvantages

e Convenient, easy to use e (Can be viewed as a “check-
Written questionnaires e Can be used from year to year to the-box” exercise
or electronic surveys track changes e Multiple choice response

e (Cost-effective options may be limited

e |nterviewer can probe into e Takes time to complete
One-on-one interviews
with the board foatonfoontert * Can be diffottor

uncomfortable to conduct

chair/lead director

e Time intensive for lead director
e Facilitator can probe into responses e Takes time to complete

One-on-one interviews to get more information/context
with a third-party * Increased cost
facilitator ¢ Directors may be more forthcoming

when speaking with a third party
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What happens after the assessment?

In order to truly benefit from the assessment,

you need to have the right follow up. This is very
important in setting board culture. Effective boards
will use the information to identify an action plan.
And it is critical for board leadership to monitor
how the action plan is implemented, keeping the
full board updated on progress. Board leadership
can do this by setting aside time to go through
the results and having in-person “read-outs”

to committees. The assessment results should
also be considered when developing board and
committee succession plans.

Should the company disclose
Board assessments are prompting action information about the assessment
to shareholders?

Percentage of directors that say their board has taken

some action in response to their last assessment process . , . )
In the world of increasing transparency, disclosing

the fact that the board performs a full board,
committee or individual director assessment in
the proxy statement should be the bare minimum.
Some companies are even going beyond that
statement and providing additional insights

into the process. For more information read
Getting real value from board assessments —
Beyond “check the box”.

Source: PwC, 2021 Annual Corporate Directors Survey, October 2021. .
Concluding thoughts

Boards can start by identifying who will take
charge of this follow-up process. That person
should develop an action plan to implement any
changes that come out of the assessment. The
plan can identify changes to the agenda, new
skills needed on the board and strategies for
director education.

An effective assessment process contributes to
strong board oversight, good corporate governance
and continuous improvement for directors and
boards. And with the right process, boards

can turn assessments into something valuable.
However, this requires strong leadership to guide
the process and directors who are prepared to be
frank in their participation and appropriately follow
up on the assessment’s findings.
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How PwC can help

To have a deeper discussion about how this topic might impact your business, please contact
your engagement partner or a member of PwC’s Governance Insights Center.

Maria Castafén Moats

Leader

Governance Insights Center
maria.castanon.moats@pwc.com

Paul DeNicola

Principal

Governance Insights Center
paul.denicola@pwc.com

Stephen G. Parker

Partner

Govenance Insights Center
stephen.g.parker@pwc.com

Catie Hall

Director

Governance Insights Center
catherine.hall@pwc.com
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Appendix

Sample board assessment questionnaire

Name

Please use this scale: 1=strongly disagree, 2=disagree, 3=undecided, 4=agree, 5=strongly agree

General

Comments/Suggestions for

improvement

The board is an independent body committed to
oversight and being held accountable to shareholders
and other stakeholders for its decisions.

The board’s meeting agenda clearly reflects our strategic
plan and goals.

The board has critiqued, questioned and approved
management’s corporate strategy.

Board composition

Comments/Suggestions for

The board’s directors have a wide range of relevant
skills, expertise and occupational and personal
backgrounds and experiences.

improvement

The board has open and ongoing discussions about
director succession and the nomination and recruitment
of new directors.

Board directors adequately understand the company’s
business, operations and risks, as well as challenges
and opportunities the company may face in the future.

The board has strong but not dominant leadership
with knowledge of relevant matters and strong
leadership skills.

Board culture and meeting dynamics

Comments/Suggestions for
improvement

The board encourages a culture that promotes candid
communication and rigorous decision making.

All board members are able to contribute constructively
at board discussions without concern or difficulty.

The frequency and time allocation for meetings is
appropriate and adequate.

In agenda-setting and discussions, the board focuses
on the most critical issues and opportunities facing
the company.

Information and materials

Comments/Suggestions for
improvement

The meeting materials efficiently communicate all the
information the board needs.

The board receives materials with enough advance time.

The board has sufficient access to management and
external advisors.
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