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Guidance on performance evaluation

The UK Corporate Governance Code provides that the board should undertake a
formal and rigorous annual evaluation of its own performance and that of its
committees and individual 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).

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 members be appointed to the board or seeking the resignation of
directors. The board should state in the annual report how such performance
evaluation has been conducted.

It is the responsibility of the chairman to select an effective process and to act on its
outcome. The use of an external third party to conduct the evaluation will bring
objectivity to the process.

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 executive directors.

The evaluation process will be used constructively as a mechanism to improve board
effectiveness, maximise strengths and tackle weaknesses. The results of board
evaluation should be shared with the board as a whole, while the results of individual
assessments should remain confidential between the chairman and the non-
executive director concerned.

The following are some of the questions that should be considered in a performance
evaluation. They are, however, by no means definitive or exhaustive and companies
will wish to tailor the questions to suit their own needs and circumstances. The
responses to these questions and others should enable boards to assess how they
are performing and to identify how certain elements of their performance areas might
be improved.

Performance evaluation of the board

+ How well has the board performed against any performance objectives that have
been set?

¢« What has been the board’'s contribution to the testing and development of
strategy?

* What has been the board’'s contribution to ensuring robust and effective risk
management?

+ |s the composition of the board and its committees appropriate, with the right mix
of knowledge and skills to maximise performance in the light of future strategy?
Are relationships inside and outside the board working effectively?

* How has the board responded to any problems or crises that have emerged and
could or should these have been foreseen?

* Are the matters specifically reserved for the board the right ones?

* How well does the board communicate with the management team, company
employees and others? How effectively does it use mechanisms such as the
AGM and the annual report?

* |s the board as a whole up to date with latest developments in the regulatory
environment and the market?
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How effective are the board's committees? (Specific questions on the

performance of each committee should be included such as, for example, their

role, their composition and their interaction with the board.) The processes that

help underpin the board’s effectiveness should also be evaluated e.g.:

< |s appropriate, timely information of the right length and quality provided to
the board and is management responsive to requests for clarification or
amplification? Does the board provide helpful feedback to management on its
requirements?

% Are sufficient board and committee meetings of appropriate length held to
enable proper consideration of issues? Is time used effectively?

< Are board procedures conducive to effective performance and flexible enough
to deal with all eventualities?

In addition, there are some specific issues relating to the chairman which should

be included as part of an evaluation of the board’s performance e.g.:

% |s the chairman demonstrating effective leadership of the board?

% Are relationships and communications with shareholders well managed?

Are relationships and communications within the board constructive?

Are the processes for setting the agenda working? Do they enable board

members to raise issues and concerns?

< Is the company secretary being used appropriately and to maximum value?
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Performance evaluation of the non-executive director

The chairman and other board members should consider the following issues and
the individual concerned should also be asked to assess themselves. For each non-
executive director:
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How well prepared and informed are they for board meetings and is their meeting

attendance satisfactory?

Do they demonstrate a willingness to devote time and effort to understand the

company and its business and a readiness to participate in events outside the

boardroom, such as site visits?

What has been the quality and value of their contributions at board meetings?

What has been their contribution to development of strategy and to risk

management?

How successfully have they brought their knowledge and experience to bear in

the consideration of strategy?

How effectively have they probed to test information and assumptions? Where

necessary, how resolute are they in maintaining their own views and resisting

pressure from others?

How effectively and proactively have they followed up their areas of concern?

How effective and successful are their relationships with fellow board members,

the company secretary and senior management? Does their performance and

behaviour engender mutual trust and respect within the board?

How actively and successfully do they refresh their knowledge and skills and are

they up to date with:

% the latest developments in areas such as corporate governance framework
and financial reporting?

% the industry and market conditions?

How well do they communicate with fellow board members, senior management

and others, for example shareholders. Are they able to present their views

convincingly yet diplomatically and do they listen and take on board the views of

others?
Good Practice Suggestions from the Higgs Report



