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Taking It Onboard
by Dr Iain McCormick

Board evaluation leads
to improvements in
boards’ focus, strategic
planning, efficiency
and time management.
But how does a board
undergo evaluation?

D

irector
and
board
evaluation
involves
board
members
undertaking
a
constructive but critical
review of their own performance,
identifying strengths, weaknesses and
then implementing plans for further
professional development.
There was a time when directors were
reluctant to pass any critical comment
about fellow directors. They were
uncomfortable with peer evaluations
because of concerns of damaging
boardroom harmony. But over the
past few years boards have become
more concerned about demonstrating
accountability and good governance.
Concerns about the need to maintain
a degree of harmony and collegiality
in the evaluation process are easily
addressed. This is achieved because
the reviews are typically positive in
nature and ask questions such as how
can the directors do better, rather than
focusing on what they may have been
doing wrong.
Director evaluations have become
increasingly recognised as important
with organisations such as the New
York Stock Exchange now saying that
listed companies must perform annual
performance evaluations of the entire
board and its key committees.
In a US survey of more than 1,100
directors from 2,000 large public
companies which was conducted by
Corporate Board Member magazine
and
PricewaterhouseCoopers,
77
percent agreed that individual directors
should be evaluated regularly on their
performance.
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According to Anthony Griffiths, the
2006 Hong Kong Director Of The Year
Awards winner in the Non Executive
Director category: “Director and board
evaluation is now being recognised as
increasingly important for Hong Kong
boards as they see the value that can be
gained from a constructive review of
corporate governance.”

Director evaluation typically involves
‘multi-rater feedback’. This simply
means that more than one person
undertakes ratings to provide the
feedback for directors. Multi-rater
feedback allows directors get input
from a range of people. This often
makes it easier to understand the
complete picture, to fill in the gaps that
can exist between how an individual
sees him or herself and how others see
him or her. The purpose of the feedback
is to gain a clearer understanding of
how we as directors, and others, see
our performance and, secondly, to
reinforce and accelerate the need for
continuous professional development.
There are two main types of board
evaluation. The first involves a face-toface consulting approach. A suitably
qualified consultant is selected and this
person will take the time to understand
the unique factors in the organisation,

interview the board members and
then present a report on the findings.
Typically the interview and report will
be based around a well recognised best
practice governance model such as
the Hong Kong Institute of Directors
reference book Guidelines for Directors
or the London Stock Exchange’s
publication Good Governance - A Practical
Guide.
Having recently completed a consulting
based board evaluation, Vincent
Lo Hong Sui, Chairman of Shui On
Construction and Materials Ltd, said:
“The process was very helpful and
provided a structured and balanced
approach to evaluation of the whole
board as well as individual directors.
The unique governance environment
in Hong Kong was clearly understood
by the consultant and this produced
a very positive result.” Mr Lo is a
past Awardee of the Directors Of The

Year Awards in the category of Listed
Company Executive Director.
The second approach involves using
a web–based evaluation system. The
company registers for the service,
the directors then complete online
questionnaires and the system collates
the data and generates a report. Again,
the best systems base their questions
on a recognised best practice model.
A full range of questionnaires can be
used including:
1. A Full Board Evaluation
2. Chairman Evaluation
3. The
Non-Executive
Director
Evaluation
4. The Executive Director Evaluation
5. Chief Executive Officer Evaluation
6. Management’s Feedback to the
Board
7. The Audit Committee Evaluation.
The online service saves a great deal
of administrative time and typically
provides a simple and cost effective
approach for a board.
There are many benefits to be gained
from director evaluation. The process
identifies areas for skill development
and also strengths that can be built
upon. Evaluation enhances board
relationships,
encouraging
open
communication
amongst
board
members and management. It
increases performance by clarifying
roles and responsibilities and through
facilitating goal setting.
Increased performance leads to
increased board productivity and this
has been validated by a survey of 3,000
of the largest US companies by the
search firm Heidrick & Struggles and
The Corporate Board magazine. Nine
out of ten companies who undertook
director evaluation said that evaluation
made their boards more productive.
Board
evaluation
leads
to
improvements in boards’ focus,
strategic planning, efficiency and time
management. For individual directors
benefits include better leadership,
role clarity, teamwork, accountability,
decision making, communication and
board operations.
Director evaluation can enhance the
quality of the board, which has >
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become an increasingly important
factor for investors. It demonstrates
commitment to effective governance
and to enhancing integrity and
accountability.
The importance of director evaluation
can be seen in a recent Wall Street
Journal article that quoted Dennis
Johnson, senior portfolio manager for
corporate governance at the California
Public Employees’ Retirement System,
who said that boards should be able to
“articulate” how their review processes
work and give examples of the actions
taken in response to the evaluations. If
they are unable to do so, “there will be
hesitancy on the part of shareholders
about how rigorous and effective any
evaluation process is,” he said.
Clearly director evaluation will only
become an increasingly important part
of good governance.
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