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Introduction

The catalyst in the UK for reviewing the effectiveness of boards was the publication 
in 1992 of the Cadbury Report on the arrangement of company boards and 
accounting systems to mitigate corporate governance risks and failures. This was 
subsequently followed by what has become a series of reports culminating in the 
current UK Corporate Governance Code which is seen as the benchmark of good 
corporate governance practice.

In the financial services sector, the 
regulators have enthusiastically 
championed the principles of the Code 
and have always given credit to firms 
which followed its guidance. Since the 
financial crisis, however, the governance 
and risk management shortcomings 
of many financial institutions have, 
in hindsight, been seen as the cause 
of many of the high profile corporate 
failures during that period.

For many years various iterations 
of the Code have suggested that 
firms should scrutinise critically the 
effectiveness of their boards and other 
governance forums and this has now 
been given added significance by the 
lessons learned from the financial crisis.

But, how do financial services 
companies go about such reviews so as 
to achieve maximum value from them? 
What areas are they focusing on? What 
value do they obtain from them and, 
most importantly, has anything really 
changed as a result?

In order to answer some of these 
questions, we undertook a survey in 
December 2014 and January 2015 of 
the financial services sector’s attitude 
to such reviews and we are pleased to 
present a summary of the results in this 
report, which also looks at the options 
available to firms when conducting  
such reviews.

46% of FCA and PRA s166’s 
in the year 2013/14 were in 
relation to ‘governance’ 

“The HBOS story is one of catastrophic failures of 
management, governance and regulatory oversight.”
Andrew Tyrie, Chairman of the Parliamentary Commission on Banking Standards
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Headline findings

Composition of respondents
Our survey sample was made up of companies throughout 
the financial services market which are detailed in the graph 
to the right.

Current attitudes to board effectiveness reviews
Overall, 64% of those surveyed internally review board 
effectiveness on an annual basis. Of those who don’t 
currently, 50% intend to during the course of 2015. As one 
would perhaps expect, a significantly larger proportion 
of firms with yearly revenues in excess of £100m already 
undertake a yearly self-assessment (96%).

In addition to a yearly self-assessment, 66% of 
respondents had been subject to an externally facilitated 
review within the last four years. Once again larger firms 
make up a higher proportion (71%) of those who have been 
through the process. From a sector perspective, the Life 
Assurance (83%) and Banking sectors (75%) lead the way, 
perhaps due to the number of firms within these categories 
which are dual authorised.

Of those who haven’t undertaken an externally facilitated 
review in the past four years, 74% do not intend to over the 
coming year, indicating that a significant number of firms  
are still not adhering to best practice, as outlined by the  
UK Corporate Governance Code.

Drivers
A range of drivers were suggested by respondents as to 
why firms commissioned such reviews, with adherence to 
market best practice (54%) evidencing the cultural shift 
which has taken place since 2010. That 27% of these reviews 
were prompted by regulatory interaction perhaps evidences 
what we have previously outlined, that both regulators 
are increasingly applying Corporate Governance Code 
requirements to non-listed financial services businesses.
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Headline findings

63%

Board discussion  
and debate

40%

Interviews of  
board members

50%

Traditional paper based 
questionnaire

34%

Web based 
questionnaire

Methodology
Respondents made use of a range 
of methodologies to assess board 
effectiveness internally, with most 
respondents using multiple methods. 
Board discussion and debate was the 
most common practice amongst the 
firms surveyed (63%). Questionnaires 

were also popular, with 50% of 
respondents distributing a traditional 
paper based questionnaire to its board 
members, and an additional 34% 
making use of web based technology to 
distribute its questionnaires and analyse 
the responses. Interviews of board 
members were conducted by nearly 
40% of firms surveyed.

METHODOLOGY UTILISED BY RESPONDENTS

“Risk comes from not 
knowing what you’re doing.”
Warren Buffett
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Responsibility
The majority of firms surveyed saw 
responsibility for the co-ordination 
of board effectiveness reviews as lying 
with the Chairman of the board or 
a board committee or the Company 
Secretary. The Compliance Officer was 
responsible at 13% of firms surveyed, 
whilst a small minority allocated 
responsibility to their Internal Audit  
or HR functions.

Value perceptions
Positively, 79% of respondents 
considered board effectiveness 
reviews, whether internal or externally 
facilitated, can ‘add real value’. 19% 
believed that they could add value, but 
primarily to keep the regulator satisfied, 
and only 2% believed they offered little 
or no value.

Similarly, 76% of respondents 
noted that the results of their board 
effectiveness review had prompted 
change in the operation of their board 
or the business as a whole, 97% of 
whom stated that this change resulted 
in a tangible improvement in the 
board’s effectiveness.

Headline findings
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Reviewing board effectiveness  
– the why, what and how

The why
In the introduction to this report 
we outlined certain regulatory 
and institutional drivers of board 
effectiveness reviews but, as revealed 
by our survey, whereas the impetus in 
the past may have been of a regulatory 
nature, increasingly firms are waking up 
to the real practical benefits to be gained 
by such reviews. In our survey over 
50% of respondents cited ‘Adherence 
with best practice’ as a key driver.

Even more striking was the finding 
that nearly 80% of respondents 
considered that board effectiveness 
reviews can ‘add real value’. This 
accords with our experience that firms 
which are really bought into the process 
and, as a result, agree real changes to 
the way they operate, can achieve 
higher levels of performance across the 
entire business.
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The what
Reviews of this nature typically consider 3 facets:

At a basic level, no board can be 
effective without a number of key 
elements being in place. These revolve 
around the practical organisation of 
meetings, such as the efficiency of the 
process, frequency of meetings and 
thoughtful scheduling to fit with the 
timing of other forums or key reporting 
dates, proper and timely issue of 
minutes, follow up of agreed actions, 
and of course the quality and quantity 
of information on which board 
discussion is based.

One might think that such essential 
building blocks are self-evident and it is 
surprising even today how often firms 
persist with arrangements which are 
clearly hampering rather than helping 
board efficiency. We commonly find 
boards which tolerate board packs 
several hundred pages long being sent 
to board members only a day or two 
prior to meetings. Equally, we often 
find board meetings scheduled just 
before key committee meetings which 
are supposed to report into the board 
so that when the committee report is 

“In February 2014, the 
former director-general of 
the BBC, Mark Thompson, 
admitted that the failure  
of a £100 million IT project 
was due to a lack of technical 
expertise on the board. 
Directors had neither the 
technical knowledge to 
oversee the project  
effectively nor access to 
technical advice.”
BBC1

1 http://www.v3.co.uk/v3-uk/news/2274212/bbc-blames-lack-of-tech-skills-for-gbp98m-project-flop
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considered at the next board meeting it 
is several months out of date.

Such seemingly obvious hindrances 
are often the result of inertia. Board 
packs have a tendency to grow over 
time and as the amount of information 
increases it takes longer to produce 
thereby leading to late delivery.

The two key rules of  
board effectiveness
The first key rule of board effectiveness, 
therefore, is to get the basics right, and 
this means firstly a willingness by the 
board to critically examine these areas 
and secondly a ruthless focus on fixing 
the problems.

The second key rule which is 
required in order to maximise the 
effectiveness of the board is to ensure 
that board membership is optimised. 
This does not mean packing the board 
with heavyweight ‘captains of industry’ 
although the inclusion of individuals 
with wider external experience and 
knowledge across the industry can 
undoubtedly be helpful.

Size matters, however, and general 
research suggests that teams of 8-12 
are optimal in balancing the trade-
off between the need for sufficient 
resources and the ability to maintain 
cohesiveness. Balance is also key, 
both in terms of the balance between 
executive and non-executive members, 
and also in terms of skills and 
experience, technical expertise, and 
market insight. It is also increasingly 
recognised that diversity, in any number 
of forms, is an important, and hitherto 
under-appreciated, element.

The role of the Chairman
However, the Chairman is the single 
biggest determinant of a board’s 
effectiveness: he or she has the  
primary role in determining its focus, 
sets the tone for discussions and leads 
its composition.

“The chairman runs the board, 
the chief executive runs the company” 
is an oft quoted remark and neatly 
encapsulates the two different roles. 
However, the way in which the 
chairman approaches his or her role 
affects the third and arguably the  
most important key element which 
influences board effectiveness, namely 
the right behaviours. 

Having good quality board 
members and efficient processes  
and procedures in place can only  
do so much, however, and  
behaviour is of critical importance  
in board effectiveness.

The non-executive members of a 
board need to have a challenging and 
independent mindset but, whilst they 
hold executive management to account, 
this should be done in a constructive 
and supportive way and not in a 
negative or critical manner.

The Chairman should ensure that 
discussions are open and encourage 
contributions from all members, 
without dominance from any 
individual or group of individuals. A 
good Chairman will seek to keep the 
debate moving whilst at the same time 
allowing sufficient time for thorough 
debate and not curtailing deliberations 
simply to avoid running over an 
arbitrary timetable.

The how
The starter for most board effectiveness 
reviews is a detailed examination of 
key documentation pertaining to 
the board, its responsibilities, and 
how it undertakes its duties. Such 
documentation will normally include 
Terms of Reference for the board 
and its committees, any corporate 
governance policies in place, and any 
skills assessment/training needs analysis 
and associated board learning and 
development plans.

In addition, a critical examination 
of board packs is important which 
should be accompanied by a ruthless 
focus on quantity and quality. Board 
papers need to adhere to the usual 
principles of being accurate, timely, 
understandable, up to date, and relevant 
but also should focus on the key issues 
and not simply contain lots of data. 
The key question to be asked here is: 
do the papers provide board members 
with appropriate information presented 
in such a way as to facilitate decision 
making or do they simply contain lots 
of extraneous information?

One high performing company, as 
a consequence of carrying out a review 
of its board packs, decreed that no 
papers presented to the board, with the 
exception of statutory or legal papers, 
should consist of more than five pages. 
A radical move, especially compared to 
some of the papers that we routinely 
see presented at board meetings, and 
one that was later judged to have saved 
considerable board time that was 
hitherto ‘wasted’ in discussion of  
non-essential issues.

Reviewing board effectiveness – the why, what and how

“Culture is critical to sustainable business performance, 
board leaders need to be clear on their purpose and goals 
and communicate them – in what they say and, more 
importantly, in what they do.” 
Sacha Romanovitch, CEO, Grant Thornton UK LLP
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This initial document review  
should also examine other related 
aspects such as directors’ board meeting 
attendance records, the board calendar 
and whether the board is considering 
the right issues and allotting sufficient 
time to more strategic, outward looking 
discussions as well as more day to day 
operational matters.

The second stage of a review should 
build upon the information gained by 
looking at matters such as the size, 
balance, diversity of the board and skills 
and experience of the board members. 
Board dynamics, the performance of 
the Chairman, and the behaviours of 
individual board members can also be 
explored at this stage. This can be done 
by means of a simple questionnaire 
although in our experience much 
richer results are gained by individual 
interviews with board members.

Finally, observation of a board 
meeting is also an invaluable tool 
in gaining insight into behaviours. 
Whilst there is a risk that individuals 
may modify their behaviours because 
they are being observed this is, in 
our experience, comparatively rare 
particularly where the board members 
have bought into the review, and have 
been previously introduced to the 
observers (whether external or from 
elsewhere within the firm) through the 
interview process. A discreet check after 
the meeting with, say, the company 
secretary, as to whether it was a ‘normal’ 
meeting or whether the conduct of 
discussions diverged from the norm can 
provide additional assurance.

Internal vs external
Much of the review work discussed 
above can be performed by the 
firm itself, usually facilitated by the 
Company Secretarial function under 
the direction of the Chairman. Indeed, 
for routine re-appraisals this is a 
perfectly acceptable approach.

However, at appropriate intervals, 
or in circumstances where it is 
perceived that the board is not already 
operating at an optimal level or a firm is 
undergoing change, either of personnel 
or in terms of the direction of the 
business, or may be facing strategic 
challenges, there is no substitute for an 
externally facilitated exercise.

Amongst the principal reasons for 
this are:
• an external review is, or certainly 

should be, facilitated by experienced 
evaluators who combine knowledge 
with independence thus allowing 
them to present difficult messages 
when required

• external advisors have the benefit 
of being truly independent, with 
no inherent bias and can conduct 
individual interviews which explore 
confidential or sensitive issues in a 
way that cannot easily be done by any 
member of firm management

• external advisors can focus on the 
more subtle but pivotal behavioural 
aspects of individuals or ‘group think’

• experience across the sector gives a 
perspective that internal evaluators do 
not have and which can be combined 
by a knowledge of what works within 
a firm’s peer group.

Reviewing board effectiveness – the why, what and how

“ After Lehman Brothers 
collapsed, it quickly came 
to light that the board 
didn’t have expertise in 
the financial instruments – 
credit default swaps – that 
destroyed the firm. Of the 
ten board members, nine 
of them were retired, four 
of them were over 75 years 
old, one was a theatre 
producer, another a former 
Navy admiral, and one an 
octogenarian actress. Only 
two had direct experience 
in the financial-services 
industry.”
Lehman Brothers2

“Sir Tom McKillop, former 
chairman of the Royal Bank 
of Scotland, admitted, at 
a meeting of the Treasury 
Select Committee in 
February 2009, that he had 
no qualifications in banking 
and did not understand some 
of the financial products he 
needed to approve.”
HMT Select Committee3

2 http://www.huffingtonpost.com/2015/02/20/board-meeting-reform
3 http://economia.icaew.com/business/january-2014/vetting-banking-leaders



8  BOARD EFFECTIVENESS REVIEW

How can you stand out  
as best in class?

Externally facilitated reviews also  
allow firms to compare their own 
processes and performance against  
their peers which can add additional 
valuable insight.

The best boards function as high-
performing teams, and creating the 
conditions to turn a board into a real 
team, as opposed to a group of  
like-minded colleagues, is vital in  
order to enable the board to deliver  
its full potential.

The best teams have that extra 
edge that means they consistently 
outperform – often performing 
much better than the sum of their 
constituent parts. Bringing in expertise 
in psychology, executive coaching and 
experience with working with elite 
teams can bring insights that can  
take a good team to a great one.  
For this reason, as well as our  
strength in corporate governance  
and effectiveness evaluation,  
Grant Thornton has added these 
optional additional elements to the 
reviews which we perform for clients.

So, whilst the driver for board 
evaluation is quite rightly a robust 
test of governance systems, this also 
provides the opportunity to make a 
significant and measurable impact on 
the performance of the board. We use 
this combined approach with clients 
that wish to benefit not only from 
robust compliance but also to take the 
opportunity to boost an already high-
performing board to greater heights.

Additionally, research has shown, 
time and again, that as well as paying 
attention to structures and processes, 
the businesses that consistently 
outperform pay close attention to 
values and behaviours and ‘how things 
are done’ throughout the organisation.

That tone is set from the top. People 
in an organisation will take their lead 
and emulate those behaviours exhibited 
at the top of the organisation.

Grant Thornton has developed 
a pioneering approach to deepening 
and broadening reviews of board 
effectiveness in order to assist firms to 
develop the game changing behaviours 
that can really transform organisations. 
This is based upon the changes that we 
ourselves have undertaken.

Old game – a compelling  
reason to change
In 2011 Grant Thornton conducted 
research globally to understand what 
our clients valued and how the market 
would change in the future. From that 
research we developed a new brand 
promise, ‘Unlocking the potential for 
growth in dynamic organisations’.  
This gave us the destination for our 
cultural change.

To deliver this brand promise we 
realised that we would need to take the 
old game of business and in this new 
fast paced, high change era develop new 
rules and fresh thinking.

We knew this would require a 
fundamentally different relationship 
with our clients and a major shift in our 
culture internally.

A review incorporating the elements discussed will provide board members with 
a valuable assessment of the board’s effectiveness and, provided that the board is 
bought into the process and it is not seen simply as a means of ticking a regulatory 
box, an excellent opportunity to improve performance.

“…if you always surround 
yourself with people who 
think the same way you do, 
then you won’t make the 
right decisions. You need 
people around you who  
will challenge.” 
Scott Barnes, Former CEO,  
Grant Thornton UK LLP
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Wave 1 – Advocacy
We took what we knew our people 
wanted to over 500 people (10% 
of our UK people) through our 
Gamechanger workshops.

Thinking sessions were a first for our 
task driven organisation. Our people 
were creative in taking this back to the 
business. Some ran whole department 
sessions and some had coffee 
machine conversations. The snowball 
had started to roll.

Wave 2 – Learning  
and development
Our next challenge was how to embed 
the behaviours so that they became 
second nature to people. This was 
also when we realised that in addition 
to changing internally we needed to 
engage differently with our clients. 
Our coach development programme 
has enabled our people to take a 
very different approach to leadership 
and our Exceptional Connections 
programme has fundamentally 
changed how we engage with clients.

Wave 3 – Embedded in 
processes
We then took on the task of making 
sure our systems and processes 
were aligned with our new culture and 
customer proposition. 

We are so excited by what has 
happened that we have now set up a 
client facing leadership and culture 
practice to support dynamic clients 
who want to go on a similar journey. 

Creating board buy-in and  
emotional ownership
We realised this change had no chance 
of success without absolute buy-in 
from our Leadership Board and a 
conviction that this would result in a 
new Grant Thornton which would be 
significantly and demonstrably different 
from what had gone before.

With the Board on side and getting 
actively involved we were ready to take 
this to the rest of the organisation.  
In retrospect some of what we did was 
planned and much emerged as we got 
into the realities of the change. 

Before we started doing any change 
interventions, we knew we needed to 

consult and engage our people. We ran 
a series of our culture ‘before and after’ 
sessions in three waves.

Our experience has shown the 
potential transformational effect of: 

• executive and board level coaching
• holistic leadership development 

programmes focused on personal, 
team and organisational development 
for existing and high potential leaders

• high potential assessment and 
development programmes.

What are you doing to transform the 
potential of your business?

How can you stand out as best in class?
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