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The board, its composition and evaluation of performance is central to corporate governance. Board evaluations, when undertaken properly, can identify areas of strength and weakness, leading organisations to make changes that positively impact performance and shareholder value. However, research has shown that the majority of companies are not submitting themselves to independent board performance evaluations.
In light of the changes that will be introduced when the Financial Reporting Council (FRC) announces the new UK Corporate Governance Code (Code), ICAEW hosted a round table discussion, run under the Chatham House Rule, in association with Independent Audit Limited, on 10 May 2010. 

The proposal in the Code, on a comply or explain basis, is that board evaluations should be externally facilitated at least every three years, and any other connections between external consultants and the company disclosed (Code reference B.6.2). Our round table discussion was especially timely as the Code will apply to accounting periods beginning on or after 29 June 2010 and, as a result of the new listing regime which came into force on 6 April 2010, will apply to all companies with a Premium Listing irrespective of place of incorporation.
Participants

Over 70 FTSE chairs, directors, company secretaries and corporate governance experts took part in the discussions.
The Panel

The event included a panel session, chaired by Paul George, Director of Auditing at the FRC, during which the following panellists shared their views:
· Rodney Baker-Bates, Chairman of Stobart Group Limited and Assura Group Limited, Non-executive Director Co-operative Financial Services and consultant to the Board at Hoares

· Nick Folland, Legal and Corporate Responsibility Director, Kingfisher plc, B&Q plc  

· Baroness Hogg, Chairman, 3i Group plc, Senior Independent Director, BG Group plc and Chairman, Financial Reporting Council

· Mark Hynes, Chairman of the Policy Committee, The Investor Relations Society and Managing Director, Transparency Matters 

· Guy Jubb, Investment Director, Head of Corporate Governance at Standard Life Investments.
The panellists covered issues such as: why undertake board evaluations; how board evaluations can be done; how board evaluations fit into the wider governance landscape; what needs to be done to enable people and boards to perform to maximum benefit; how best to communicate the content to investors; and what investors will look for from board evaluations.

Our poll

We polled participants on four key questions at the beginning and the end of the session. Around two thirds of the audience thought a three year cycle of externally evaluated board evaluations was a good introduction and that board evaluations should include an assessment of individual director performance. Surprisingly only half of the audience thought that a fuller report of the board evaluation would have a positive effect on investors. By the end of the session three quarters of the audience thought that an evaluation should seek the views of individuals outside of the boardroom.
1.  Do you agree with the three year cycle of externally facilitated evaluations?
	
	Start of session
	End of session

	Yes 
	74%
	77%

	No
	15%
	20%

	Undecided
	11%
	3%


       Base: respondents start of session 54
         Base: respondents end of session 60
2. Should board evaluation include assessment of individual director performance?
	
	Start of session
	End of session

	Rarely/never
	4%
	3%

	Sometimes
	25%
	20%

	Usually
	71%
	77%


       Base: respondents start of session 55
         Base: respondents end of session 60
3. Should the evaluation seek the views of individuals outside the boardroom?
	
	Start of session
	End of session

	Rarely/never
	5%
	4%

	Sometimes
	33%
	22%

	Usually
	61%
	75%


Base: respondents start of session 57
 
Base: respondents end of session 51
4. Would giving a fuller report of your board evaluation have a positive effect with your investors?
	
	Start of session
	End of session

	Rarely/never
	21%
	22%

	Sometimes
	30%
	28%

	Usually
	49%
	50%


Base: respondents start of session 53
Base: respondents end of session 55
SUMMARY OF THE PANEL’S VIEWS AND RECOMMENDATIONS
The benefits
· It is important to recognise that board evaluations have come a long way in a short number of years and that practices now are very much more productive than they ever were, with previous inhibitions and reservations of directors being, thankfully, something of the past. Invariably those involved in a board evaluation process gain much from the practice. 

· There are four main reasons for undertaking board evaluations: the need to be seen to be doing something; the need to address specific issues; the need to benchmark performance against other companies; and the need to ensure that the board is doing the best that it can.

· Each board is unique but similar themes emerge with regularity. External facilitation of a board evaluation can be successfully used as a mechanism to improve board effectiveness, maximise strengths and provide independent and impartial advice, objectivity and rigour.

· All boards can benefit from evaluations. Subsidiary and joint venture boards could be undertaken with a lighter touch but all could potentially benefit. Subsidiary boards are often training grounds for listed company boards and as such getting into good governance practices at the subsidiary level can pay dividends later on.
The process, roles and facilitation
· There are a range of options to consider when looking at the board and committee evaluation ranging from: self assessment/DIY questions through to external software solutions; facilitated self assessment through to bringing in an external third party provider to issue an independent report or undertake an independent assessment of the whole board. The options chosen will depend very much on the cycle that the company is in and what the company wants to achieve from the evaluation.      

· Board evaluation can be an ongoing process not just an annual event. High performing boards tend to devise other mechanisms in addition to the annual evaluation review to ensure ongoing performance improvement.
· The role of the chairman in the process is key to success. The chairman sets the tone from the top and plays a pivotal role in the evaluation itself. It is important to avoid conflicts of interest when engaging an external facilitator and independence is important in this area to get maximum advantage. 
· Good evaluation can be a continuous process rather than a fixed and static once a year exercise and many boards do continuously ask whether they have met objectives at each meeting. Good boards seek and work towards this continuous process but it is hard to achieve. 

· To be successful an external board facilitator needs expertise in how boards work and operate rather than industry-specific experience which helps but is not essential.

· A key challenge for all boards is how to run a board at a high level of challenge so that people feel free to disagree from time to time and put their own perspective forward even if this is contrary to ‘group think’. It is important to allow directors to work within their own character and personality and a good chairman will seek to illicit from each director how and what they are thinking on the matters being debated. In this way everyone can play their own part. One of the key learning points from some of the less successful boards was that people did not feel that they could speak up.

· There are difficulties in attempting to benchmark board evaluations not only in terms of establishing who and where the comparator peer group companies are (they may be in a different jurisdiction) but also in terms of standardising something which has to be bespoke to an individual board’s needs. One size does not fit all boards.  
· The independence of the facilitator is important. Some facilitators have greater advantage and insight but may be conflicted for other reasons. Whatever a board decides on independence, the key issue is whether the facilitator chosen is skilled at board evaluations and has a successful track record in delivering successful and effective outcomes. When contemplating an engagement with an external facilitator it should always be part of the due diligence to ask which other clients they have had and then take up references.   

· External facilitation once every three years is a good idea to gain a view on how a board is doing compared to other comparator boards: a good external facilitator can add an external perspective which a board would otherwise not be able to access. How a board compares to others and best practice are not the same thing so an external view every so often is useful for most boards. An external view can be both challenging as well as reassuring: both aspects are important to boards and directors in equal measure so external facilitation has a valid place.

· One part of the board evaluation process that companies do not always fulfil is the follow through to implement the changes highlighted as necessary or desirable. It is key that the chairman introduces follow-up items on subsequent agendas so that they are acknowledged and completed. It is also important to be clear about the outcome and to follow up on action points rigorously. Board development plans can be a successful outcome of an evaluation. 
· Executive directors taking a non-executive director role at another company is an excellent training and personal development opportunity with the cross fertilisation being beneficial to both companies. However, this has become more difficult in practice as markets have been stressed with boards less likely to want executive directors preoccupied or distracted with another board.  
Investors and disclosure

· Investors need to know if the board is an effective and functioning unit, so good corporate communication will help to convey the board’s message to investors and other stakeholders on what outcomes arise from evaluation. Outcomes are more important in this respect than merely communicating on process. Investor relations teams can be useful for this and are often the eyes and ears of the board in the market. 

· There is a need for changing patterns of disclosure in this area with a focus on good communication as well as compliance. The area of board evaluations is one where anodyne statements are the norm but one in which a lot can be gained by having a more descriptive style of disclosure. At the moment investor relations in the UK tends to be directed to the fund management side of institutional investors rather than to the governance side of the business: this may be an area for change.

· Investors and analysts see board evaluations as a valuable tool and one that has developed considerably in scope and quality in the last 10 years or so. It is important to recognise that the UK has a comply or explain regime which means that boards are free to explain reasons of non-compliance. This may be relevant to small boards which may feel that the costs of external evaluation outweigh the benefits.

· Investors are likely to be open minded about whether evaluations are internally or externally facilitated but they are likely to look at the independence of any external facilitator to ensure that they really are independent. The primary point will be the scope of the evaluation undertaken and whether it extends to board committees as these are increasingly important to overall governance within a company. Also important will be action points from previous year’s evaluations and disclosure of follow up actions taken.
· Investors are more than ever looking for increased and better quality communication with boards and are expecting to see more proactive, broader and more meaningful communication with companies. Investors look to the chairman and the senior independent director (SID) to influence the whole board evaluation process and some additional insights on this interaction would be useful especially on the chairman’s role in leading the board. Open and frank discussions on the performance of a chairman can be difficult but in a UK context it is generally well understood that engagement with investors can take place in an open and frank way.
Conclusions

The overwhelming conclusion of the meeting was that board evaluations have a vital role to play in enabling boards and directors to be more effective, but that there are challenges for all boards and directors in ensuring that they get maximum advantage from board evaluations, especially those which are externally facilitated. 
How ICAEW can help

The ICAEW works in a collaborative way with boards and their key advisers to evaluate corporate governance practices and provide facilitation and support services to a diverse range of organisations. We can provide a wide range of support related to developing corporate governance practices. These include:

· evaluating corporate governance systems and reviewing organisational board performance benchmarked against recognised best practices; 
· essential resources, events and workshops to support NED development. See icaew.com/ned
· coaching and mentoring directors and senior managers to ensure that skills are enhanced, and responsibilities are discharged effectively. As Europe’s leading accountancy body, we’ve used our position to assemble an unrivalled collection of mentors with a wealth of non-executive director experience at FTSE companies. See icaew.com/mentoring 
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