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Il FOREWORD

On behalf of Deloitte Luxembourg and the Institut Luxembourgeois des Administrateurs (ILA], we are pleased
to introduce our inaugural Board evaluation effectiveness survey.

In this, our first edition, we garnered the insights of 82 Investment Funds, Management Companies, Banks,
Insurance Companies and Non-Profit Organisations in Luxembourg.

Our aim, in peparing this survey, is to provide boards with insights as to current best practices and to further
strengthen the overall board evaluation framework in Luxembourg.

Wherever boards are on the spectrum from no board evaluations or thinking about having a board evaluation
through regular periodic evaluations to externally facilitated evaluations, there is always scope for a next
step (or further improvement).

From the simple and basic question "How are we doing?” through the formal annual or periodic evalua-
tion process to the externally facilitated triennial board evaluation, board assessments ensure that boards
of directors - collectively and individually - continue to fulfil their missions, goals and objectives in the best
possible cooperative and forward-thinking environment.

We would like to thank all the respondents who have participated in this survey, the members of the [LA
Board Organisation and Effectiveness Committee who devoted a significant amount of time and effort to de-
sign the survey and analyse its results, as well as staff from Deloitte Luxembourg who provided their support.

This survey report should be read in conjunction with the publication by ILA on Board Evaluations: Enhancing
Board Effectiveness.

Bill Lockwood Justin Griffiths Yann Mérillou

Chair, ILA Board Organisation Partner, Deloitte Director, Deloitte
and Effectiveness Commitee




“Board evaluvation is a sound
corporate governance practice.
The existence of a robust process
enablingtheboardtoassessitsown
composition and effectiveness is
often seen as an indicator of good
governance by many investors and
stakeholders.”




lll INTRODUCTION

Objective of the Survey

This Board evaluation effectiveness survey reflects the results of a survey undertaken jointly by Deloitte Lux-
embourg and the Institut Luxembourgeois des Administrateurs (ILA) between July and October 2018.

The primary objective of the survey was to gather unbiased insights on current and evolving practices of
board evaluations in Luxembourg. It further sought to identify and evaluate what next steps might be taken
to improve board evaluations.

Methodology and sample

The survey has been sent to governance professionals representing 160 of the largest organisations here in
Luxembourg. All major industries including Funds, Management Companies, Banks, Corporates, Non-Profit
Organisations as well as Insurance Companies are represented in this first edition.

The survey was addressed to executive directors, NEDs and INEDs. Whilst Luxembourg company law makes
no distinction between types of directors (and therefore all directors have the same duties and responsibili-
ties), corporate governance practice tends to divide directors into different groups, usually as follows:

e Director - any member of a Board of directors of a company

e Executive Director - a director who is also an employee of the company

e Non-Executive Director ("NED"] - a director who is not an executive director

e Independent Non-Executive Director ("iINEDs") - a NED who is also considered independent.

Outputs

Major companies from all industries participated and we received 82 responses.




Bl SURVEY RESPONDENTS

This survey draws from a sample of 82 respondents who answered as directors on behalf of the organisation they represent. These
organisations” headquarters were widely dispersed with a strong representation by those domiciled in Luxembourg, US, UK, Switzerland
and France. The industry/sector represented by respondents was primarily those of the financial sector (which reflects the significance
of this industry in Luxembourg) and also included not-for-profit organisations.

Country of domiciliation of respondents Industry/ Sector represented
sponsor's/group’s headquarters

LS .
UK Banking and Insurance -
Switzerland ———
Sweden m
Netherlands Fund Manag_ement _
Luxembourg Companies
ltaly —
Germany m—
France m— Investment Funds _
Denmark m
China, Corporates
Bermuds mm [Commercial/Industrial)
Belgium = and Non Profit
Austria m Organizations

10 15 20 25 0% 10% 20% 30% 40% 50%

=
(%]

We asked the respondents to share with us the typical features of the Boards of the organisations they represent. The characteristics
of the board sizes and engagement of independent directors is reflected below:

What is the typical size of respondents Are there typically independent directors on
board? respondents Boards?

- W3-4
Directors = Yeg
H5-6 = No
Directors
Emorethan

&6 Directors




SURVEY RESULTS

Does your organisation
regularly conduct a formal
evalution of the board?

= yos

= N0

Asset Management [Funds &
ManCo)

" yes

"no

The survey commenced by asking the pivotal question
whether or not the organisation conducts a formal
evaluation of the Board? For those who responded
“No” we asked a single follow-up question to give the
reasons why no such evaluation was performed. For
those who responded "Yes” we asked them to complete
the rest of the survey questionniare.

Overall 62% of respondents confirmed that the
organisation they represent does indeed conduct such
formal board evaluations.

More than half of the investment funds and
management companies responded that they do
perform formal board evaluations. Coincidentally
when analysing them separately, 59% of investment
fund boards responded affirmatively and 59% of
management companies responded in the positive.

Since 2013 the ALFI Code of Conduct recommends
that the Board of investment funds and management
companies should conduct a periodic review of its
performance and activities. Although CSSF Circular
18/698, issued in August 2018, does not impose any
requirement to perform board evaluations there is a
heightened focus on the governance of management
companies in Luxembourg in terms of experience,
skill, reputation and composition of both the governing
and managing body.




Banking and insurance

= yes

= o

Corporates and large non-profit
organizations

= yes

= N0

Inthe Bankingand Insuranceindustrya high proportion
responded that they do perform formal evaluations.
For banks this is largely driven by the EBA Guidelines
on the assessment of the suitability of members of the
management body and key function holders that were
issued in November 2012 and updated in September
2017.

Separately 20% of non-profit organisations” boards
responded affirmatively and 100% of corporates
responded Yes.

The X Principles of Corporate Governance of the
Luxembourg Stock Exchange recommend that the
board of a listed corporate assesses the way in which
it operates, how it fufils its role and adheres to the
rules and discusses that. All the listed corporates
which participated in this survey confirm they were
complying with this requirement from the Luxembourg
Stock Exchange.




Il SURVEY RESULTS -

THOSE THAT DO NOT

CONDUCT FORMAL EVALUATIONS

Board evaluations may initially be challenging for boards and directors may have resisted board evaluations in
the past - so evaluations have not been performed. Below are some common reasons given why evaluations

do not take place:

Why does your company not conduct a formal
evaluation of the board

Others reasons

It has recently been on the
boards agenda and we plan
to conduct our first board
evaluation within the next...

It has simply not been an
item on the boards agenda

The governance code we
follow does not require
board evaluations

Board evaluations are not
part of the company’s
culture

0% 0% 20% 30% 40%

“The Board composition is very much dependent
on the shareholdings of some individuals in the
company.”

“The idea was recently put forward and we will
discuss the opportunity to conduct such an as-
sessment within the next 24 months. *

‘It is something we have considered in the past
but saw little value”

“The group and senior executive management re-
views the Board composition regularly”

We have had informal discussions about doing a
formal self evaluation.”

“It will be on the boards agenda within the next
12-18 months.”

Despite 38% of respondents saying they do not perform board evaluations, many do have this on their radar
and are considering undertaking such an assessment in the coming months.




Below are some reasons why boards are reluctant to perform self assessments with suggested responses to

such arguments .

Reason

Response

Board evaluations are just fault finding undertak-
ings

The evaluation process can be made more engaging
by treating it as a forward-looking process with the
goal of improving the board’'s performance, rather
than as an implicit critique.

Our chairperson is reluctant or is not interested in
performing a board assessment

This raises the key issue of board culture, which is an
important factor not only in a board’s ability to attract
and retain good directors but also in its trickledown
effect within the organisation it governs as a whole.
It takes a strong chairman to make any changes to
the board’s culture and make it one that accepts and
encourages continuous feedback. Continuous im-
provement is something that Boards expect of man-
agement and should do so of themselves.

It will alienate individual directors

It is important that the Chairman, or whoever is lead-
ing the board evaluation process, ensures that the
exercise Is framed as a collective effort by the Board
to assess and improve its effectiveness. The objective
Is to enhance the functioning of the Board as a team
rather than focusing on possible shortcomings of any
individual directors.

Our shortcomings will be on public record

The evaluation process is to be treated confidentially
amongst board members and the governance staff.
There is no need to detail the results in board min-
utes. A simple mention in the minutes that an eval-
uation was undertaken and the process followed will
suffice.

There is no legal requirement to undertake board
assessments

Many stakeholders, such as investors & D&O Insur-
ers, consider board self-evaluation as one criterion in
their governance and due diligence ratings of corpo-
rations and investment funds.




Il SURVEY RESULTS - THOSE THAT DO CONDUCT
FORMAL EVALUATIONS

62% of respondents say they do conduct formal evaluations and indicated below the top three reasons why
they do so. There are multiple objectives that drive the performance of a board assessment and these should
be considered at the outset when planning to do a board evaluation.

What are the main reasons for conducting your board evaluation [possibility to
select up to 3 that apply)?

To prepare the Board for the future IR
To address areas of underperformance | ——
To measure board strength I
Team building/strengthen board interaction I
To review board compositions [diversity, skill needs] I

To comply with investor and other stakehold ers... NG

0% 10% 20% 30% 40% 50% 60% 70%

An interesting observation here is that very few directors saw the objective of performing a board evaluation
as a ‘team-building” exercise. A valid question on the back of this is whether the Board can be considered as
a "Team”? This evokes analogies to sport where the performance of the individuals contributes to the success
of the team provided their effort is directed towards the goals of the team within the rules of engagement.
It remains a governance dilemma that needs to be carefully managed on how to maintain an environment of
collegiality in the board while avoiding the danger of creating harmonious but dysfunctional “group think".

We note that nearly 50% of boards have only started to
conduct formal evaluations in the last three years and
35% of boards started in the period between 2010 and

In which year did the board perform its
first evaluation?

50% 2015. Potential explanations for this recent uptick may
45% be driven by the issuance of the following guidance
40% applicable to certain organisations in Luxembourg:
35% e EBAGuidelines on the assessment of the suitability
30% of members of the management body and key
25% function holders were issued in November 2012
20% and updated in September 2017.

Q
5% « ALFI Code of Conduct updated in 2013 which for
10% the first time included a recommendation for
5% board evaluations.

0%

before 2010  between 2010and  after 2015 e |LA Board evaluation guidance was first issued in
2015

2013.




Who organises the board self- Who leads the discussion on the board's

assessment evaluation resulis?
other [N other [l
CEO ceo |

A nominated director or External facilitator

sub-committee

1
Company secretary |G Company Secretary I
Board Chairman -
I

Board Chairman

0 ) ) 9 9 9
0% 20% 40% 60% 80% 0% 20% 40% 60% B0% 100%

The organisation of the board’s evaluation processiThe chairman plays a key role in developing and

is primarily facilitated by the company secretary or:ensuring approval of the board evaluation process.

governance officer appointed by the board. 1 The person leading the process should provide the
' board with a full report and develop an action plan for
"agreed improvements.

Which performance aspects of the board are Does your Board regularly evaluate any of
evaluated [select all that apply)? the following elements to ensure that
boards are chaired and staffed effectively?

Committees of
the board - 32%
Individual
director _ 43%

Full board

Director tenure 38%

Skills and capabilities of _
directors 100%

100%

Allrespondents answered thatwhena board evaluationi How to effectively evaluate skills and capabilities of
process is implemented, the whole board is evaluated. : Directors?

However, we noted that individual director feedback is: Creating a board skills matrix provides a company
a natural step to take after self-evaluation of the board ; with a defendable and visible process of evaluating
as a whole. iv\/hat each director brings to the board and how those
. o _ »skills and capabilities assist the organisation achieve
If it's done, then individual directors should bei its purpose.
evaluated not only on the knowledge and expertise:
that they bring but also on the manner in which theyi Importantly, a skills matrix brings clarity about the
contribute. Poor performance - lack of contribution or: skills and capacities an organisation has and allows it

insufficient engagement - needs to be addressed. ito plan how it will fill any gaps.

Individual director feedback is arguably the mosti
important tool that can help to change individual:

director behaviour. !




Less than 20% of boards performing a board evaluation have a formal policy in place for director and
chairman succession planning.

Does the assessment questionnaire address succession
planning, including the Chairman’s position

No

Yes - informally it does

Yes - a formal policy exists

0% 10% 20% 20% 40% 0% 60%

Board evaluations cover many aspects of the functioning of the board - board meetings, board culture, board
responsibilities etc as well as board composition and succession planning.

Board tenure is an important issue for independent non-executive directors which should not be allowed to
bubble below the surface unaddressed (as was argued in an ILA paper last year). Board tenure has an impact
on the independence of board directors - directors are widely regarded as less independent after long service.

One question in the independent director’s self evaluation questionnaire asks: "As an independent board
member - and considering how long you have been on the board - do you consider yourself independent?”

Addressing board succession planning / tenure through the board evaluation creates a reqular process for
considering whether the board needs fresh eyes, removes the personal element from the discussion when
a director reaches the end of their stay on the board and can help additionally with the discussion around
diversity and the need for new director skill sets and capabilities.

A board chair review can also be incorporated into the board evaluation process.

) If done, the vast majority of board self-assessments
At what interval do you are performed on an annual or a bi-annual basis.
perform your board self- The regular assessment allow each board to evaluate
the implementation of actions which may have been
decided to address previously identified weaknesses.

assessment, eve ry:

7% 0%
‘ = 1-2 years
= 3-§ years
= 54 years

93%




How effective do you think your board Atwhat intervaldo you engage an external
evaluation processis? facilitator or consultant to conduct your
board evaluation?

16%

1% = 1-2 years
o
= Very effective 5%
} = 3-5 years

n Effective

= Never. We only
perform self-
assessments

= Ineffective - simply a
819, box ticking exercise 84%

A vast majority of respondents assessed their board tInvolving an outside facilitator or consultant in the
evaluation process as effective. A key questlon now ' board evaluation process remains a limited practice.
is how to get the process from “effective” to very, However, even if no strict regulatory requirement for
effective”? :external evaluators exists in Luxembourg, certain

.corporate governance codes such as the X Principles
Awell-designedboardevaluationprocessisanessential! | of Corporate Governance of the Luxembourg Stock

tool for the board to clarify roles and expectations, as: 'Exchange include guidelines that the Board may
well as to prompt ongoing improvements. {appoint an external expert to carry out the board

The purpose, objectives, process and outcomes need | 35S€ssment.
to be explained and discussed with all concerned:
parties. :

It is recommended that boards: '

e manage confidentiality during and after the board:
evaluation process;

* choose whether to keep the process internal or.
engage an independent evaluator to assist;

e decide whether to evaluate individual directors asi
well as the board itself; :

e develop an action plan building on strengths and:
addressing weaknesses emerging from the board
evaluation process; i

e decide on the frequency of the board evaluation’
process

Broadeningthe scope of the evaluation byincorporating
the perspective of managers, employees and
stakeholders who regularly interact with the board can
also contribute to the quality of the review.




What do you consider are the critical conditions for an effective board evaluation process

Other

Anonymity of respondents

Evaluation is facilitated by an independent 3rd party evaluator
Well-designed evaluation questionnaire

Proper follow-through on improvement actions

Engagement of directors and respectful feedback

Sincere desire by board to improve

0% 20% 40% 60% 80% 100%

It is clear that the success of a board evaluation process is driven by the internal motivation for the board to
want to be more effective and how engaged the directors are in that process. It is less about the design and
content of the questionnaire itself, and more about the actions proposed to improve board performance.




Bl CONCLUSION

On October 17, 2018 the preliminary results of the survey were presented and discussed at the Deloitte/ILA
conference “Board Evaluation - Next Steps” How are we doing? Where to next?

At the same time, revised ILA guidance was issued in a new brochure form “Board Evaluations - Enhancing
Board Effectiveness™ as well as online on the ILA.lu website.

The guidance highlights the benefits of board evaluations and how these might be performed covering topics
such as: managing confidentiality during and after the board evaluation process; choosing between an inter-
nal self-evaluation and an independent external evaluation exercise; evaluating individual directors; building
a board action plan and how frequently to perform the evaluation.

The guidance also outlines when board evaluations are required in Luxembourg distinguishing between
Luxembourg listed companies; Luxembourg credit institutions and investment firms; and Luxembourg in-
vestment funds, and Luxembourg non-profit organisations.

The guidance closes with a sample board self-evaluation questionnaire.

Throughout the guidance there are practical tips on how best to perform the evaluations to obtain the most
benefit recognising that each board’s circumstances may be different ( e.g., listing rules may apply; EBA
guidelines; internal and external codes of conduct).

The Deloitte/ILA conference concluded with the question: “"How do board evaluations evolve from ‘somewhat
effective’ to ‘very effective” ?” It was generally agreed that this could only come with board and director en-
gagement and with a process which has to be seen as meaningful and providing tangible results.

We look forward to future developments in this area.




Bl NOTES




ILA MISSION STATEMENT

The mission of ILA is to promote the profession of Directors by developing its members
into highly qualified, effective and respected Directors.

In parallel, it will promote best practices in Luxembourg in the field of Corporate Gov-
ernance of companies and institutions by actively engaging with those institutions
charged with the introduction, application and oversight of those Corporate Governance
rules and practices. It will achieve this through high quality training, forum discussions,
research, publications and conferences.

ILA aims to be the premier interlocutor in Luxembourg on issues affecting Directors.
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