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Introduction

In the wake of the corporate governance failingshe early 2000s, policy in many
countries has pushed for corporations to condugtlae and systematic reviews of the
performance of their boards of directors. Many cames complied: some boards conducted
self- and peer-evaluation; at others the chair gotetl more or less formal appraisal of
fellow directors and the board as a whole. Follgnvhe financial crisis later that decade,
and with renewed vigour, the emphasis has swungrtisithe use of external facilitators to
bring impartiality and expertise to the process.

The idea has a long and wide pedigree. The TorStdok Exchange recommended the
evaluations for listed company boards as far back4 (Cadbury, 1999). The New York
Stock Exchange requires annual, internally condubi@ard and committee evaluations as
part of its corporate governance guidelines (NY3E&L4). Professional advisory firms in a
variety of countries recommend it (e.g., in Indsee Deloitte, 2014). Board evaluation
became policy in the UK with publication of the si@n of the Combined Code (FRC, 2003)
that followed the Higgs Review (2003). Initiallyetitode urged annual evaluations in some
form, and later (FRC, 2010) came a recommendatiat éxternal facilitators lead the
process at least every three years, rather thayngelonly on internally conducted
evaluations.

Directors acknowledge the value of evaluationsugjfiowith reservations. A survey by
the accountancy firm PricewaterhouseCoopers (PWC42found that 91% of directors felt
their self-evaluation programmes were at least sdme effective, though 70% said they
had trouble being frank.

Despite this wide interest from practitioners aradiggmakers, empirical research in
board evaluation is still quite limited. The sendiy of the subject matter, combined with
much discussed problems of penetrating the “blamk’ lof corporate boards (Zona and
Zattoni, 2007), mean that access to both the psoard outcomes of board evaluations is
difficult.

This paper lifts that veil a little higher by exglyg in-depth the attitudes of directors
who have undergone the process of evaluation. @ucezrn is in understanding what
participants in the process find to be the relatisgantages and drawback of self-evaluation
techniques and those when an external advisor kb&dgrocess. In doing so we illuminate
guestions concerning the purposes, timing and anbstof each type and develop ideas for

further research to substantiate these tentatidiys.
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Our study contributes to our knowledge of boardiat#ons in the following ways: It
shows acceptance, sometimes grudging, among diseittat external evaluation of boards
can add value by picking up on interpersonal dyearthat self-evaluation exercises seem to
overlook. This acceptance validates that broadccpalirection in codes and listing rules, in
the UK and elsewhere, to mandate at least occdsumeaof external facilitators in larger
firms. Acknowledgement of that value, even amongganies that are not bound by such
institutional or policy pressure, also points &hkdemand for services, highlighting a need
for a professionalisation of service providers, dod research to develop a better
understanding of the overlaps, complementarities] Bmitations of both board self-
evaluation and exercises facilitated by outsiders.

The balance of the paper is organised as followsséel the scene, we sketch the market
and institutional context in which calls for boagsialuation became so strong. We then
review the growing but still modest literature ooabd evaluation, differentiating between
normative and empirical studies to identify theitations of current knowledge of the field.
After a discussion of methods, we then report darurews with 17 directors of a variety of
companies operating broadly under the guidance wofisB law and regulation. All
respondents are seasoned directors, most with pleuldiirectorships totalling nearly 200
listed, private and subsidiary companies, and mamyertook evaluations of both broad
styles. We then discuss the implications of thaaws for the process of evaluation,
identifying different functions the two types camnge and different processes they might
follow, as well as avenues for further research.

Despite the limitations of this small-scale stuilpffers reasons to question some of the
well-intended policy prescriptions in recent yeaasd to build evidence for future
policymaking. In so doing, it provides a basis tbinking that boards might use more
extensively the discretion they have under the ‘fglyror-explain” provisions of codes like
the UK Corporate Governance Code to experiment wither approaches to board

evaluation.

Market and institutional context

Poor board performance has long been mooted asotlvee of corporate governance
lapses. Agency theorists identified lax controlssenior management as contributing to both
the rises in executive pay and the lack of conegiotn of shareholder value in the 1970s,
especially in the United States (Eisenhardt, 1989 1980;Ross, 1973). This theorising
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led to normative conclusions including stronger amafe independent boards of directors
and greater shareholder scrutiny (Roe, 1994;BebeahdkFried, 2003). Professional bodies,
including the National Association of Corporate dators in the US (NACD, 2001), and
stock exchanges like Toronto recommended some fafrhoard appraisal to safeguard
against lazy directors (Leblanc, 2002). Nonethelessh urging met with considerable
resistance among directors (Ingley and van der \VZ8Qa2).

The collapse of major corporations, particularlyt bot exclusively in the US, in the
2000-2002 period led to policy demands for actlora widely copied initiative in the UK,
the government-sponsored Higgs Review (2003) recemaled annual, formal evaluations
of the board as a whole, committees, and individiiedctors, adding that using outside
facilitators “can bring objectivity” (2003). As incporated in a new version of the Combined
Code (FRC, 2003), the recommendation became oranmfial evaluations but the main
body of the code did not mention external faciitat These provisions were subject to the
voluntary “comply-or-explain” regime in UK corpogatgovernance. Uptake was initially
tentative.

That changed, however, after the financial cri§i2@®7-2009, in which one small bank
was nationalised and two large ones part-natios@li®ne of the large ones, the Royal Bank
of Scotland, had transformed itself through aggvessational and international acquisitions
into the largest bank in the world. Its failure sk@olicymakers into actions (FSA, 2011)
which included a new UK Corporate Governance CdeéR(Q, 2010) that urged annual
evaluations and externally-led ones at least onvegyethree years. Acceptance of these
provisions grew steadily (cf. Grant Thornton, 202016).

The UK policy move caught the spirit of the timadaauthorities in many jurisdictions
put pressure on corporate boards to undertake sammeof self-assessment or use external
consultants to examine the performance of boamisnttees and individual directors. In
contrast to the widespread interest in practiceolity, the subject has received relatively

little scholarly attention and even less empirreglearch.

Board evaluation theory and evidence

Boards work as groups, and, despite the effortiirettors to keep their deliberations as
rational as possible, emotions often get involM@ddplica and Spraggon, 2011;Brundin and
Nordqgvist, 2008). Issues of group psychology arisegluding groupthink (Janis,
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1972;Maharaj, 2008), which can cast doubt oventiadity of self-perception and awareness
(Bollich, Rogers and Vazire, 2015;Church, 1997;Dwaral Lalwani, 1999).

Moreover, boards are notoriously difficult to resda They deal with confidential
material, often of a commercially sensitive natufbey are populated by business elites
more accustomed to giving rather than receivingrapals, let alone having researchers
examine them in the process. The “black box” oflibardroom is a phrase used in studies
(Huse, 2005;Leblanc and Schwartz, 2007;Rost andrldkt 2010;Zona and Zattoni, 2007)
to explain why more rigorous information collectiismot possible.

As a result, and despite the importance of thectapipractice and public policy, the
literature on board evaluation is still at an eatgge of developmehtEven now much of
what we find in academic journals is practical adyirather than detailed analysis or
theorising.

One of the earliest publications came from Congergegold and Lawler (1998), who
argued in the practitioner-orientéthrvard Business Reviethat appraising the board can
improve board/management relations. Their assert@ase from interviews with directors
at a dozen companies they termed pioneers of tHutige.

An early scholarly analysis came from van der Wald Ingley (2000), who identified
differences in approach in New Zealand betweerd@sexecutive directors and external,
non-executives, examining factors they saw as itaporn assessing board effectiveness.
Ingley and van der Walt (2002) went on to identfig political aspects of board evaluation,
including why some boards undertook evaluationsdisib reasons for their resistance to
evaluation processes. Among their concerns waaratie process would upset the cohesion
and trust needed for the board to function welhe®fer (2002) analysed how executives and
non-executives came to very different interpretatiof the same events, with executives
more likely to attribute business setbacks to emwirental forces than non-executives.
While not explicitly a study of board evaluationr e, the distinction they found in the
views of the two director-types draws attentiordieector bias, one of the arguments made
for externally led evaluations.

Minichilli, Gabrielsson and Huse (2007) developesthema for the evaluation process,
including identifying four “building blocks” of aystem, comprising who conducted the
evaluation; what its content should be; to whois addressed, that is, whether it is focused
on internal improvements or had external audienees] how the process unfolds in

practical terms. This logical schema is helpful saoggesting ways practitioners can
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undertake the process, though it stops short oVigiray an evidence base about the
effectiveness of the approach.

A broad overview of the topic by Nicholson, Kielda@unny (2012) shows wide
institutional support in Asia, Europe and North Aroa for board evaluation, mainly
through codes of corporate governance, most anpnaatl some “regularly”. At the time of
their data collection, the UK was the only counlisted that specifically recommended
external facilitation; this has now grown to mohlar 15 countries. Their book chapter
shows wide practitioner interest in the practicghwa list of tools and checklists for board
evaluation in use as early as 1991.

They also note that a “major criticism of extermaliews is that they rely on the
published statements of companies” (Nicholson gt24112). While it is clear that some
companies commission reviews from corporate govemmaratings firms as “external”
sources, our experience of the practice in the UK @ther territories that have followed its
lead is that most consider external facilitation itovolve a consultant involved in
interviewing directors and observing board and cates meetings. These interventions are
relatively expensive, which, as we will see, canabeoncern to directors, and can produce
reports containing much sensitive, qualitative iinfation.

Such overview studies highlight a range of optitmbe considered in designing board
evaluation processes. Another stream of the lilegattakes a normative stance, arguing for
certain variations and against others. In theirdgtwf board effectiveness and team
production in small firms, Machold, Huse, Minichiknd Nordqvist (2011) suggest that
board evaluations can be powerful tools for boadetbpment. But that is an assertion, not
a direct outcome of their empirical work. Long (B)Odraws on her experience as a
practitioner of externally led evaluations to prasa rounded view of the process options
that highlight circumstances in which an outsideilitator can be helpful. Kiel and
Nicholson (2005) provide a practical guide to boawvdluation and a framework for doing it.

The literature also shows anecdotal evidence actbrs’ scepticism that consultants
hired as external facilitators will have the ingdgjhecessary to understand the business or to
get behind the facade the directors and boards ecoagtruct. In a provocative analysis,
Wiersema and Zhang (2011) view board evaluatioouiin a sideways study examining the
disciplinary role that analyst interventions playGCEO dismissals. Based on those results,
they argue that investment analysts, rather thamahnuresources specialists or board

consultants, may be better external evaluator@afdand executive performance.

Self or other 6 Booth & Nordberg



Direct empirical work in the field is limited. Wieila handful of studies view board
evaluation in narrow context, including sustaindpibactions (Aly and Mansour, 2017),
family business (Vandebeek, Voordeckers, Lambrecatsl Huybrechts, 2016), or
assessment of board committees (Martinov-Bennib, &a Tweedie, 2015), none of these
documents the benefits and drawbacks of internglijded and externally facilitated
evaluations, as seen from the point of view ofdoes themselves.

In terms of outcomes, Dulewicz and Herbert (200&)artook a survey involving 29
company secretaries from among the top 350 compdisteed in the UK (FTSE350),
finding that among the outcomes of the processlead to significant changes of board
personnel. Evaluations contributed to the resigmabf directors in nearly a third of the
cases, while gaps identified influences appointsi@htnew directors even more frequently
(cited in Nicholson et al., 2012).

Rasmussen (2015) went further in a multiple casdysanalysis that raises questions
whether board evaluation can measure the effedsgras it sets out to do. Her study shows
evidence of the internal politics cited by Inglegdavan der Walt (2002) and Schaffer
(2002). It also calls attention to externally foedgpurposes of evaluation; while meant to
enhance board accountability, evaluation can leagotitical behaviour during evaluation
and reporting about it.

The literature we reviewed is also largely silentaiher aspects of the circumstances
under which evaluations take place. The policyatiite in the UK in particular seeks annual
evaluations and externally facilitated ones attleasry three years. But that would seem to
lead to a schedule of appraisal based on arbitiraigg, rather than on the circumstances of
the company and the nature of decisions a boardtnigge. Boards might well schedule
appraisals for quiet times, when the chance oflehgé and heated debate is low and the
chance of dysfunctional behaviour is limited. Therature also gives little insight about the
conduct of evaluation — where it takes place, usutgit methods of data collection for
which types of insights.

This review of the literature points, thereforeattarge number of questions that need to
be addressed to achieve the evidence-base redairagdpropriate corporate decisions about
when, how and why to conduct appraisals. It alssepagquestions about how well suited
regulation and public policy recommendations are¢ht issues they seek to address. This
study makes an inroad in these questions by exygjaifie experiences and attitudes of
directors of a range of companies working in juggdns broadly under the umbrella of UK

institutions and practices: Britain itself and t@&annel Islands territories where much
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financial services activity takes place and whéaee duthorities have been keen to press for
high standards of corporate governance. We disttuisssample and other methodological

considerations next before presenting the findofghis inquiry.

Methods

To uncover attitudes towards board evaluation angbdrticular towards the use of
external facilitators, our research involved a ¢hséage process. In the first phase, we
identified a range of individuals capable of prongl insight into the processes of board
evaluation. The sample was derived from amongstctrdacts of the lead researcher, a
professional working in the financial services istty in the British Channel Islands whose
role brought contact with directors, particularty the finance sector. These contacts were
sent a questionnaire that set the scene of thg atudl primed respondents to consider issues
of board evaluation as well as establishing thellemd range of experience they had with
the process. The process identified 17 individualls experience as non-executive directors
ranging from two years to 40 years. Together theld 50 listed company directorship
appointments, either as chair, committee chairooreéxecutive and almost 200 in a range of
company-types within the finance sector from inwesit companies to banking. They
divided into two groups: Those with experience xtieenal facilitation and those who had
undergone only board self-evaluation exercisegsh®fl7 individuals, all had participated in
annual self-evaluation process in varying formghehad experienced external evaluation
and between them had undertaken 20 such exertiseg, while serving as directors of
FTSE350 companies.

The second-phase involved semi-structured interwiesnducted by the lead researcher
of each of the 17 individuals ranging from 60 mewito 90 minutes in length, using the
guestionnaire to prompt the line of enquiry. Theelimiewees were encouraged to discuss
their considerations as to strengths and weaknegdbg processes of each self-evaluation
and external evaluation. Where individuals had mectl experience of external evaluations
their thoughts towards the process were not digeouas these contributed to the overall
understanding of policy implementation. The intews were recorded and transcribed, and
after iterative reading of the transcriptions, s of the texts were categorised as positive
and negative attitudes towards both evaluationgu®es.

The categories chosen in the first instance indudescriptive terms drawn from the

literature, including director attitudes towardsthg concept of and policy emphasis on
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board evaluation, b) the benefits and shortcomafgaternally orchestrated and externally
facilitated evaluations, and c) the outcomes of pinecesses. In a second iteration of
analysis, we assessed another theme that emergad the interviews, d) the frequency of
evaluation.

The third phase involved boardroom observation e fstock exchange-listed
companies on which the 17 directors are appoiritedr of these involved the annual self-
evaluation; the fifth was for a company undergaemx¢ernal evaluation process. Each of the
four company boards undertook the same self-evalugtrocess with a questionnaire
completed individually by each of the board memizerd the results collated into a report
and discussed in a boardroom setting. The extavaluation process included individual
interviews between the external evaluation fadditathe directors and the company
secretary, a review of board packs, and boardrdasereation. The process culminated with
a report on results, which was then discussed éyttard. This board report was provided to
us for this study. Implementation of suggested gkarwas then discussed between the lead
researcher and the chairman.

Whilst the size of this exploratory study is tooashto form the basis for generalisation,
the study provides insight into the use of poliayhwm the finance sector and contributes to
understanding of the implementation and applicatodnthe safe-guarding measure of
evaluation adopted by the regulator as a respomseotporate failings. None of the
companies involved is part of the FTSE350, whighsarbject to the recommendation of the
UK Corporate Governance Code. Nonetheless, theggenop board evaluations as a matter
of best practice, a sign of the growing practidghsicance of the process and how the

policy has spread its influence to wider sectioinhe corporate landscape.

Findings

Central to issue of evaluation is directors’ attés towards the process and the policy,
which will help to understand reasons for committm@nor resistance against the policy
direction. We then look specifically at the emeggpolicy approach by considering attitudes
towards self-assessment and external facilitati@fore considering views of the outcomes
of the process. Because of concern in UK policg alsewhere, about the frequency and
scheduling of externally facilitated evaluationse wnclude a section on this theme in
presenting our findings.
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Attitudes towards evaluation and policy

Since its revision in 2010, the UK Corporate Goasce Code has recommended that
boards of large listed companies (i.e., the FTSE88plement the annual board evaluation,
and that external facilitators conduct them attleasry three years. A quotation reflects the
view of many of the participants:

Director 14: Reassessment is imperative.... If tie@r# evaluation ... then
there's a risk you end up repeating mistakes dimgginto bad habits and
we know in business also that can result in tHeraiof the business
especially at the board level.

The directors in our study were not bound by thiglgnce, but in general they recognised
the importance of the process. Nonetheless, tweheffive companies had voluntarily
implemented the above and a further company woeldrzertaking an external evaluation
in the near future. The value placed on the opthaundertake an evaluation with an external
consultant was explained as:

Director 6: The external board evaluator [is] thesean outside
professional as you would use a lawyer or an ademtin.. And it's good
from time to time to have somebody say: “Well alijugou could do a bit
better if you did it that way.” Everybody can impeo

Most felt that the external evaluation prescribiaedrtg in the UK Corporate Governance
code of every three years was acceptable evennalles companies, outside of the
FTSE350; however, some felt the cost implicatios webhibitive for their smaller boards.

For each method available to the boards to gatieequalitative data for understanding
their performance, weaknesses and strengths, kaingally through a questionnaire or
through an external consultant, we reviewed thegiliag and pertinent perceptions of the

participants to identify benefits and disadvantagfesach method.

Sdf-evaluation vs external facilitation

When undertaking self-evaluation, each board engulog questionnaire covering a
range of topics: board composition, meeting prgcessrd information, training, board
dynamics, accountability, and effectiveness, asl wsl an evaluation of the leadership
gualities of the chair. The questionnaires askediirectors to rate one to three on the topics
under review, with the lowest number relating te thrector considering that improvement
was required and the highest that no improvemestmvegessary. The majority of questions
resulted in the directors scoring the highest samith no lowest scores given. Where
directors did provide an average score commentg waguested and some provided as to
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why they considered more improvement was requitdidresults were put into a report to
form the basis of the boardroom discussion.

Some of the directors worried, however, that the osa questionnaire format might
lead to responses that were less than open andthone

Director 5: You don't have to give sufficient jdistation for your
reasoning in the scoring exercise, so you don’bsgpyourself to actually
showing deficiencies.... We've done our job, we dam'triticised too
much, we're ok, we've thought about it, now move on

Director 6: [You] can have situations when peopknd particularly
honest and they want to duck the issue ... [whichnoake self-
evaluation] a complete waste of time.

Director 10: Board members are not necessarilygtursay precisely
what they think.

This negative attitude towards honesty in the eetfluation process was particularly
associated with providing criticism of fellow ditecs: One of the directors explained it in
these terms:

Director 13: We tend to be defensive and we'll tend. look for people
to reinforce our own belief of our competence thatually criticise.

However, the directors considered that the proceskl be improved with the application of
open and honest responses to the questionnaire seribus approach to the process:

Director 8: [Self-]Jevaluation has the capacityp®very helpful, but
obviously it's very reliant on how seriously peotzke it.

Director 11: [We need] a board that will say whahinks as opposed to
what it thinks it ought to say.

Where directors did not consider the self-evalumpoocess of benefit, it was mostly when
they felt there were no issues that needed toibedaOne explained that:

Director 10: It's a pain in the neck.... If you havboard that works well
together it's very easy to do, but it's always @dhiteonal burden on the
board.

Where directors were engaged with the processptbedominant benefit was that of
providing time to consider their contribution toethboard, the use of their skills in the
boardroom, to allow for board composition consitlerss with a balance of skills and
knowledge and as a group the weaknesses and behahch needed improvement:

Director 1: A board that conducts proper evaluatsomore confident in its
behaviour and in its discharging of its duties.
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Director 3: Without the process, you've got no wajormally identifying
weaknesses.

The need for open and honest evaluation was acledgetl as existing not only for the
improvement of the performance of the board andpaom but also at a personal level for
the directors. The poor performance of the boardisentified through evaluation could
ultimately lead to company failure or regulatorguss for which the individual board
director would be culpable under their fiduciaryydu

Director 8: Very few people see it as constructiug, the people who've
looked at it as constructive tend to be a certgme bf person who really
understands the risk they're personally taking.

The directors suggested that to increase the ltlee self-evaluation process the design of
the evaluation questionnaire needed to focus onpaos specific attributes and events as
well as general questions for the directors to ictans

The directors also suggested performance appmiighe board from management and
the company secretary, a variation on the then60fdegree appraisals that have become
increasingly common in human resources managemeoce she 1990s (Atwater and
Waldman, 1998), though not without controversy (dvi@n, Atwater and Antonioni, 1998).
Each of the boards in our study discussed theteestitheir self-evaluation in a boardroom
setting with no others present other than the coiypgacretary.

In all evaluation results, no criticism towards fhexformance of the board or chair was
recorded, and in the open discussions no directisidosed any inter-relational dynamics
issues or board culture or environment changes deeyned necessary. The reluctance to
include any comments in the self-evaluations doapgtear to be specific to the boardroom
observations as part of the study, evidenced with:

Director 9: These evaluations have not really tesul.in [a] change in
behaviour, individually and collectively, but itaid.

Director 12: Bringing problems out into the open t& a double-edged
sword. You can fix them sometimes but you can afeate animosity
which doesn't go away.

The boardroom discussions mainly focused on exteetationships to the board itself,
calling for information flow to the board to be reased in relation to their oversight role,
for example, to monitor the actions of the managersto be kept up-to-date with regulatory
changes. The chair or the company secretary agi@eidnplement the improvements

required.
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Mostly the process of self-evaluation was valueddeol for improvement when the
process was working well and engagement from akctihrs was apparent. Where the
directors that tended to consider that their setleasment was working well or for a few
where they felt they were experienced board membittle requirement for an external
evaluator was seen:

Director 3: When you've got the vast experiencewaitild be total overkill
to do it.

Although it was more recognised that the externalllator can assist to obtain in-depth
opinions and valuable information more so thanseléevaluation:

Director 5: [The external evaluator] might get dotwrthe truth in more
detail.

Director 9: If we have a good questionnaire, anchaxe honest
participants and constructive answers, as farasxkrcise of asking the
questions and getting the answers, internal oreateloesn’t make much
difference.....but where the external board evaluedorprovide a more
robust assessment would be where they might dagoih more.

Some directors stated that they would not wanpteak openly with the evaluator about
issues they see as only relevant for the boardair to deal with and also would not wait
until an evaluation to do so:

Director 12: There are issues that | would rathiergoup directly with the
board and not involve a third party.

Director 6: | think it'd be far more likely if ther...were really bad
dynamics... individuals involved would speak to theaic...rather than
waiting for board evaluation.

In contrast, there may be issues that only candmisised with an independent third party:

Director 2: In the case of boards that may be datenh by one
person...outside influence might be useful.

Although there were directors who had no experieoteexternal evaluation, they
contributed to the attitudes towards the procebsygenerally felt that they would be more
open and honest with an external evaluator thary thveuld in a self-evaluation
guestionnaire.

To obtain the honesty necessary for valid dateecttn, respondents said the external
evaluator needs a) to be independent from the coynpader review, b) to be in possession
of the necessary skills and experience to deemethdts reliable, and c) to be trustworthy

and discreet:
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Director 8: If there is any hint that they are dsicreet then people are not
going to speak to them openly and therefore thegg®won’t be valuable.

The evaluator also needs d) to know how to deligedback to the board with a degree of
diplomacy, whilst also being in possession of tleeassary influence and impact for the
board members to respect their evaluation resDit® director suggested that the only way
some boards would give respect to outsiders’ sugyssfor changes to their boardroom
processes was if the evaluator acquired a stanikasito that of a regulator:

Director 14: They [the board] are top of the tne@lp’s going to have an
impact and influence over the individuals on thard@ In finance only the
regulator can perform that.

One of the largest concerns for the directors & the evaluator would not understand
the company, the history of the relational dynamwtsin the board, or misinterpret one-off
observation either in or outside of the boardroe@mwithin interviews conducted by the
evaluator. One director explained the misinterpi@teof social interaction as follows:

Director 13: The reviewer came ... to the normardalinner [and
reported the board as] a bit too friendly [and cea§rwhether you could be
confrontational with your fellow board members atgb civil over a
dinner table.

The directors were also concerned that the metbggdhey had experienced, in which
the evaluator observed only one board meeting, dvowit provide a true picture of the
dynamics within the boardroom. The modificatiorbehaviour that took place whilst being
observed was explained as:

Director 4: They [the other directors] felt theydhita say something
because they were being marked.

There may also be a possibility that the directansld be dominated and forced by the
chair to perform for the evaluator, evidenced as:

Director 14: Just before the [evaluator] was invitgo the room, [the
chair] says, Look, I'll say a few things and I'nistkort of person, | expect
this, | don’t expect this and | just want to remywali....

Where directors have been involved in external weatédn, positive secondary
consequences were experienced. They felt resulteeoexternal evaluation informed the
next annual self-evaluation and improved the pracatso, the act of deciding to allow an
external consultant to evaluate the board led foravements in board processes ahead of
beginning the evaluation:
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Director 4: [We] look at ourselves with our ownfsgvaluation and
decide, do we think we could stand up to someongrgpin and looking
at us from the outside.

The substance of this quote points to the nexeisgiconcern. If board evaluations are
not just window-dressing, that is, not just desdybe comply with a reporting requirement,
then what matters at least as much as processeioutcomes of the evaluation, and
whatever differential there may be between thoselgoted internally or with an external

facilitator.

Outcomes of board evaluations

The directors in our study generally thought therere benefits to the external
evaluation over self-evaluation. The results were,general, found to be useful and
interesting. Those that had been through the psofsdsthe peer comparison to ascertain
advice on best practice, made possible by the itioit’'s detachment, was of high
importance:

Director 15: Evaluation adds enormous value becthesecan benchmark
the board against other boards.

Director 4: Someone else coming in with fresh efresh thoughts, whose
seen other companies operating ... can see thattg good but have you
thought of ...

Some experienced validation of the boards exigtragesses and performance which
provide for increased confidence on the board:

Director 6: It's not all criticism.... It is an exdeht exercise which can
really show you that the board is being run propgdnd] that you are
considering the right things.

Both groups of directors — those who had and hadeen through the external evaluation
process — said they placed greater value on thd{sed the external evaluation than that of
the self-evaluation. It was felt the externally gexted outcomes were taken more seriously.
They were not only the advice from an expert, lrdause the advice had been sought and
being paid for, the recommendations would be agpemh:

Director 7: If you have an external report the loldaas to do something
about it because it is a formal document ... you wdake it more
seriously ... as a more balanced view.

Director 15: If you're paying someone to provideeavice then it focuses
your mind on actually achieving something in rettanthat investment.
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The directors wanted to receive in their reportenithe external evaluator not only the
results of the observation and the interviews dets and pointers as to how to improve
their performance:

Director 6: When it's an external evaluation, themald be a list of tasks
that we should do.

Director 10: If they can identify things that aréssing and map against
the [corporate governance] code and come up wdpesrsuggestions, |
think that can be quite helpful.

In contrast some felt the suggestions for improvantlieat had been received were not of
significance, evidenced by this comment:

Director 13: Didn’t give us any concrete pointchange the board, there
were a few comments we took on board, but it reditin’t help.

The directors considered that there was beneétiploying an external evaluator, if the
evaluator had the experience and approached tleegg®o obtain significant suggestions for
change that were at both the board and at an ohdavilevel to understand the board and the
directors contribution:

Director 15: Are there behaviours that you as alividual are
introducing...is the company successful despite yatwaviour rather than
because of it?

Frequency of reviews

In relation to the use of an external facilitatar board evaluation, directors were
willing to extend the code’s recommendation of exaevaluators beyond the FTSE350:

Director 17: [External evaluation is] a source efbpractice that even
smaller companies should aspire to, so on thas basouldn't see any
reason to remove something just because the comg@npig enough for
FTSE350.
The frequency in the code was largely considerdzbtoorrect at three years, even for
smaller companies, though with some reservations:

Director 14: Reassessment is imperative ... if thearé evaluation ... then
there's a risk you end up repeating mistakes dimgeinto bad habits and
we know in business also that can result in tHaraiof the business
especially at the board level.

Director 14: If you're just in a constant cycle.ofassessment ... you'll
never anything done.

However, there was a concern over cost to meatdtde when the board considered the

necessity as not there:
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Director 11: The question | have is whether orthetcost is justified.
There is a view that it should be done every tlareed I've spoken to
investors and they get quite upset of the facthdl feel that the Board is
doing a good job, why should they have to couglamyihing from
GBP10,000 to GBP15,000 every three years whenrinégtally happy.

The flexibility of the code provides the ability,twhere there were issues identified, the
frequency of external evaluation could be reconsed@nd evaluations conducted more as
needs dictated, rather than according to a fixeedule:

Director 17: When specific issues have been idedt#nd there is room
for improvement there shouldn’t be any reason wieyd shouldn't be a
follow-up with a further evaluation the next year.

But the frequency did need to be carefully congideand not just applied to meet the code
with a suggestion that shareholders be invitedbinevas to whether they would agree to the
board being externally evaluated, which would alfowincreased shareholder engagement
and inversely shareholder accountability:

Director 11: | wonder whether or not it would beegpriate if a circular to
all investors was done prior to an external Boaaeation and the cost
incurred?

Discussion

The literature suggests that directors were imjtigdluctant to recognise the importance
of evaluation, even though it had been identified policy post-Enron, examined in
theorising by Ingley and van der Walt (2002), adsdazated for practice by Long (2006).
Our inquiry, however, indicates that 10 years atteronset of the financial crisis, and after
even firmer policy direction, directors’ attituddsve transformed. They accept that
evaluations have an important role in enhancingdparformance. This acceptance has the
indirect but important benefit of contributing tocaensuring company continuity beyond the
current directors’ tenure. Our research also vadglan observation in Rebeiz (2016) that the
benefits of evaluation depend on the commitmetitegorocess by their fellow directors.

This shift to accept evaluation could be attribi¢alo two main factors: high profile
corporate governance failures and longevity of enmntation. In the 2008 failure of the
UK banking group HBOS Plc, investigation by the ulegor uncovered boardroom
behavioural dynamics that demonstrated that boaadsons and behaviours can directly
affect company performance (Bank of England, 201t5s worth noting that our research
found little evidence that behavioural dynamics aiecussed during a board’s self-

evaluation process, but external evaluators wersitbee to them.
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The second factor contributing to the attitude tsmby be due to the longevity and
frequency of the application of the requirementseiealuation under the UK code. The UK
acceptance of evaluation is in contrast to a simstiady of Norwegian corporate governance
abiding companies by Rasmussen (2015), which mayatbédutable to the evaluation
requirements of the Norwegian corporate governack not specifying the frequency or
necessity of annual or external evaluations. Itddoe interesting to look into the attitudes
of different boards abiding to different corporgtevernance codes with differing evaluation
guidance to ascertain whether this link betweemirements and acceptance is general and
valid.

Our respondents’ attitudes towards evaluation edrout by an external consultant
seemed to be shifting; they acknowledge the impogaof their role, but acceptance is not
universal. Directors in our study remained reluttaraccept that outsiders could understand
the specific boardroom environment and identify amake valid suggestions for improved
board performance. There was agreement that graateptance of the professionalism of
the sector would be obtained with a code of pracfRitcher, 2014). Such a draft exists;
however, there is no regulatory backing and stahsiation of the approach to evaluation
practitioners has not yet been achieved.

The research uncovered difficulties in the proadsself-evaluation as well. These were
identified as lack of defined purpose ahead of cememg the evaluation; inability to
identify dysfunctional behavioural dynamics; ladkimdependence to remain impartial and
reluctance to voice concerns; and an inabilitydseas against peers. These deficits mean the
results of self-evaluation are not a true reflecta the board environment. Importantly,
evaluation results were not acted upon and very #aggestions for change were
implemented.

Difficulties identified during self-evaluation mape overcome by employing an
evaluation practitioner who has increased skilld @xperience that an internal reviewer may
not possess (Kiel and Nicholson, 2005). Howevers tstudy suggests that process
facilitators can contribute their own difficultiesltilising an external evaluator brings a
degree of independence and objectivity, but theirkwis still subjective and interpretivist, as
in other ethnographic research.

This study shows that the self-evaluation processesexamined did not involve the
initial purpose and extent of the evaluation, atistg point deemed relevant to add validity
(Minichilli et al., 2007). This is in contrast tdvé examples of external evaluation our

respondents described. As with other engagemenimadéssional consultants, mandates
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given to external evaluators defined the purpose extent of the exercise. Doing so
provided relevancy to the results.

To overcome the difficulties in self-evaluation,etiresults suggest that external
evaluators need the ability to identify and clasdiehavioural dynamics, the decision-
making culture (Bailey and Peck, 2013;Huse, 200®y&a-redericks, 2000), group
psychology processes (Merchant and Pick, 2010), twed emotional energies in the
boardroom (Brundin and Nordqvist, 2008). Thesefacéors not generally included in self-
evaluation; and, as Bollich et al. (2015) explaimgy are difficult to detect by those directly
involved.

In our research, directors said they had receivedndividual feedback during self-
evaluations of boards, though in the cases of eyepl@ppraisals and group activities the
human resources literature shows such individu&ateon leads to improved performance
(Church, 1997;Duval and Lalwani, 1999;London, Larsend Thisted, 1999). Through
interviews and boardroom observation, an extervaluator may be better placed to build a
picture of the current performance of a board amdividual directors, and to provide
feedback on issue that need to be addressed. dilbpandence afforded to them ensures that
they are less inclined than in self-evaluation &fgrm errors of omission (Caputo and
Dunning, 2005).

These results can form objectives for the followyegr (Conger et al., 1998;Rasmussen,
2015), which our research discovered were not away outcome of the self-evaluation
process but arose in particular where an extenauation process had been undertaken.
The evaluator can also assist the chair to famlithe changes considered as necessary for a
better functioning board, as part of the developmadefunction of evaluation (Rasmussen,
2015).

The identified internal and external evaluation kresss that the processes do not hold
the board accountable for implementing the charthey consider to be relevant and
necessary. Our findings also chime with researolwsty that board and group culture tends
to come from the chair (McNulty, Pettigrew, Joboamel Morris, 2011;Neubauer, 1997) and
where change was necessary the directors would toothe chair for implementation
(Reicher, Haslam and Hopkins, 2005;Leblanc, 200Bjs suggests that external facilitators
can grow into somewhat larger roles that can erdhaémeir understanding of the company
and its special circumstances. With such increaseolvement comes the risk they will
gradually become insiders. If their role has théditslto influence change on the board much

in the way a regulator can, as Director 14 suggksthen increasing involvement in
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implementation might increase the risk of a newrfasf regulatory capture (cf. Baxter,
2011).

Should boards be given greater flexibility over timaing of board evaluations, even
more than the comply-or-exchange regime permitsitdso might make them less tied to
the reporting and less hostage to the tick-box aleyt(FRC, 2012) that has become
attached to the UK Corporate Governance Code iergérnand to similar regimes in other
countries. This study suggests, however, that tireavelcome the prescribed frequency of
once every three years because it reduces sulifeetnd helps them overcome the priorities
of their chair, especially when a domineering cbiaholds the role. This level of comfort
of prescribed external evaluation extends to sludelns insofar as an account of the
evaluation is published in the accounts, allowihg shareholders to look beyond the
company results and into the workings of the boAtthough not part of this study, current
reporting on evaluation is generally consideredyvbasic and further research into

evaluation disclosure to shareholders and stakeh®obuld be undertaken.

Limitations and implications for research

This is a small study of boards of mainly smallempanies, which makes it difficult to
generalise the findings across the wide range ohpamies now engaging in board
evaluation. However, the nascent literature on fieisl needs studies like this to frame the
issues, understand the attitudes of directors, smedhow those attitudes develop as they
become increasingly familiar with the task. Thebsawvations suggest a variety of avenues
for future exploratory and confirmatory researchhilp us stay abreast of the evolving
practice and to inform further public policy iniiiles.

Because research into board evaluation is at dy stge, we are still in need of
identifying the right questions to ask before wa cevelop theories to explain how the
process works and how it differs, for example, fremployee performance management or
the psychology of workgroups and project teams. Sudy has detected some of the
practices, but its scale is too small to suggeshaxe any more than scratched the surface of
the full variety of ways in which boards conductisactivities.

We have seen evidence of questionnaire-based iaf@mmgathering, of interviews and
board observations that feed into the evaluation.N&ve seen evidence of group meetings
to discuss the outcomes, and we heard of findiedfs undiscussed and unacted upon.

Practice-level research, examining the artefactsranals of board evaluation, would give
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us better insights into how the process embed¥, itsed what leads the process towards
successful discovery or down the path to stal@meut

The literature suggests board evaluation is seen@sverful and also a neglected tool
in the quest for improved board and firm performeanthe literature we reviewed provides
much advice about conducting board evaluations litil evidence. And just as the links
between effectiveness and performance are compkex;orbes and Milliken (1999) and
those that followed it have described, the linksMeen evaluation and effectiveness need
exploration as well, so we can understand whaofachatter.

The study gives us some pointers, however. Marthefantecedents, process elements,
and outcomes that contribute to board effectivereegs coming to be understood, and
enhanced disclosure is making data available o &&dess, for example, the effort norms of
boards and the balance of knowledge and skillshenbbards. But the evaluation process,
and the board evaluators themselves, gives insights the interpersonal relations of
directors, and to the characteristics of directtramselves, their traits and biases. Do
directors exhibit, for example, the persuasiveriras Leblanc and Gillies (2005) associate
with directors of successful boards, or the cultunelligence (Earley, 2002) and sensitivity
to other directors it seems to imply (Charas, 2013hderstanding these factors might help
boards and directors cope with the tensions betweegnitive conflict and board
cohesiveness that Forbes and Milliken (1999) hgdttlilt is difficult to gain access to study
such matters in corporate boards, to be sure. ¥et jgroxy, research might be conducted,
confidentially and with great discretion, in pub$iector boards, where a greater inclination

towards openness to external scrutiny is likely.

Implications for practice and policy

Our study also has implications for the practicéodrds and evaluators, and for policy
and regulation. We spoke with directors of maintyal companies, smaller than those at
whom the policy of external evaluation is direct€éey generally found something valuable
in the process, in particular when an external iatar was present and when that person
was sufficiently grounded in the company’s busingssunderstand the nuances. This
suggests something about the character and slaégded by board evaluators. Given the
direction of travel in policy, the number of boahluators seems set to rise.

The knowledge and skills of evaluators that seemadoed now may already be rather

scarce, suggesting a need to develop new gregiabitiies of evaluators as well as more
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capacity for board evaluation. Anecdotal evidenaggests that many large company boards
have resisted the entreaties of large managemergultancies, accountancy firms, and
headhunters to fill the gap, preferring instead e of boutique board evaluation firms.
The practices they follow are less than fully usti®nd, so understanding their approach to
evaluation as well as boards may be important. Safntiee suggestions in this study point to
a role for a professional body to certify evaluatand thus provide the trust identified
directors require. This acceptance by boards oéxperience and qualification of evaluators
would then lead to acceptance of the evaluationlteand implementation of improvement
suggestions. In the meantime, even our modest stsulygests a need for the
professionalisation of practice, and with it soreditication, if not perhaps standardisation.
There is a danger — evident in the literature af a® in the undercurrent of our
directors’ thinking — that the routinisation of lbdaevaluation may induce what Westphal
and Zajac (1998) call theymbolic managemeirt corporate relations with the shareholders,
that is, the manipulation of compliance tasks amgtldsure to misrepresent activities
undertaken. Corporate governance ratings firmsadyréarget board evaluation reporting as
an element in their compliance rankings. Such methave worked their way into the
portfolio management exercises of asset managefiters® and into the interrogation of
directors by investment analysts and those engagexnitoring environmental, social, and
governance (ESG) issues. The impact for public @aaadbility for private conversations
looms large in this field, and we understood, as ge little about it. The chances for
unintended consequences from policy decisions nesreéful thought. Would further
disclosure on the inner workings of the board leadmaller, currently out-of-scope firms
choosing not to implement what is starting to bensas best practice? And if so would they
be missing out on the opportunity to obtain prafess advice as to become more effective

decision-making groups?

Conclusions

Board evaluation is clearly an important topic, hwitvalue for practitioners,
policymakers, and researchers. But it is also bageis difficult to research empirically. This
study contributes to our understanding by exploting attitudes of directors who have
undertaken multiple board evaluations and expee@rbe benefits from having done so. It
suggests sometimes grudging acceptance of the wvélaeternally facilitated exercises, in

particular for their ability to detect the dynamafsdirector interactions to achieve increased
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performance to which self-evaluation seems stradiublind. The directors in our study
acknowledged both social sensitivity and industayxd firm-specific understanding as
important criteria to generate value from the eserand trust in the evaluator.

Further research is needed, therefore, to understhat parts of the process are largely
independent of such industry- and firm-level knalge to add value. Doing so would help
practitioners develop the skills needed to meefgtlosving demand for external facilitation
that seems inevitable from the policy direction.isThktudy points us towards developing
greater understanding of the interplay betweensth®al characteristics of directors, the
dynamics of the boardroom that result from thend how those dynamics contribute to
board effectiveness, that is, to open the black bokrack. Given the difficulties of
conducting board research, the developing pradideoard evaluation may shed light on
that darkness.

! After a more general search for literature on ba@waluation and related terms using
Google and EBSCO Business Source Complete, we tonttes targeted search of the
Scopus database for the phrases “board evaluairdittoard apprais” or “board assessm” in
title, abstracts or keywords of articles, confeeepapers and book chapters in business and
management. These three terms have come to b&atigasd ones used in academic
discussion of the practice. It yielded just 40 papthe first in 1987 and running until the
end of 2016. After filtering for relevance, only @8pers remained, the earliest from 1997,
and just 13 were empirically based, whether quatnte or qualitative in approach. This
paper draws upon those and our wider searchesltamother key studies, articles in
professional journals and papers by consultingditmachieve a more rounded view.
Nonetheless the narrowness of the literature detradas the limited scholarly attention
board evaluation has received to date.
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