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The Investment Association (IA) is the trade body that represents UK investment managers,
whose 250 members collectively manage over £7.7 trillion on behalf of clients.

Our purpose is to ensure investment managers are in the best possible position to:

e Build people’s resilience to financial adversity
e Help people achieve their financial aspirations
e Enable people to maintain a decent standard of living as they grow older
e Contribute to economic growth through the efficient allocation of capital

The money our members manage is in a wide variety of investment vehicles including
authorised investment funds, pension funds and stocks & shares ISAs.

The UK is the second largest investment management centre in the world and manages
37% of European assets. IA members hold in aggregate one third of the value of UK
publicly listed companies. More information can be viewed on our website.
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We welcome the opportunity to respond to ICSA's review of the effectiveness of
independent board evaluation in the UK listed sector.

Board evaluations provide an important mechanism in ensuring board effectiveness. They
are a proven and valuable way to help the board and individual directors assess their
effectiveness, and provide a mechanism for future improvements.

We support ICSA’s proposed package of guidance for listed companies and a
Code for service providers. The guidance will help companies report on their evaluations
in line with the new UK Corporate Governance Code, and improving the quality of company
disclosures will give greater visibility to investors and other stakeholders as to how the
board intends to improve. The Code for service providers will increase the level of
information available to companies when choosing a provider. In taking forward these
proposals, ICSA should ensure that neither measure leads to a compliance-based approach,
as some members had concerns that some companies will be “forced” into a certain
approach to reporting on their board evaluations.

We have a number of specific areas of feedback, including the following:

e Some boards have historically viewed evaluations as a compliance exercise rather
than an opportunity to improve. This mindset negatively impacts the board
evaluation appointment process; how the review is conducted, and the quality of
disclosures made to shareholders. Defining the purpose of board evaluations, and
emphasising the importance of continued board improvement, will help challenge
this misconception. We agree that the primary purpose of board evaluation is to
help the board improve its performance. Evaluations should demonstrate more than
that the board is “committed” to improving; they should help boards set out how
they intend to improve, resulting in disclosure of the actions they will take in
response.

e The content of the proposed Code of Practice for evaluators is comprehensive. To
help service providers report against it, there could be clearer differentiation
between the principles and required disclosures/action. For example, for
‘Competence and capacity’, the Principles cover both the expectations of evaluators
and disclosures required by the evaluators, it might be helpful to separate the
Principles from the reporting requirements.

Our answers to all the questions raised are set out in the answers below.
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We agree that the purpose of board evaluation should be defined, and that this should
focus on the potential for continuous board improvement.

Some boards have historically viewed evaluations as a compliance exercise rather than an
opportunity to improve. This mindset negatively impacts the board evaluation appointment
process; how the review is conducted, and the quality of disclosures made to shareholders.
Defining the purpose of board evaluations, and emphasising the importance of continued
board improvement, will help challenge this misconception.

We agree that the primary purpose of board evaluation is to help the board improve its
performance. Evaluations should demonstrate more than that the board is “committed” to
improving; they should help boards set out how they intend to improve, resulting in
disclosure of the actions they will take in response. Investors expect that companies revisit
these actions in subsequent Annual Reports and provide progress updates against them.

To reflect this, we consider that the purpose should be amended from:

“To help boards improve their performance and to demonstrate that they are committed to
doing so”.

to

“To help boards improve their performance and demonstrate how they intend to do this.”

In our response to the FRC's initial consultation on a new UK Corporate Governance Code
we called for improvements to board evaluations. We stated that:

“In particular, board evaluations, when executed well, provide an important mechanism in
ensuring board effectiveness. Many boards take their board evaluations very seriously and
are supported by board evaluation providers who add value to the process. However even
among the FTSE 350, the quality and uptake of meaningful board evaluation is mixed. In
extending the board evaluation process to smaller companies, there needs to be a focus on
improving board evaluations more generally. Investors want companies to develop board
evaluation strategies that align with the needs of their businesses, and that are forward-
looking, not just retrospective. We provided some key questions for Boards to ask themselves
in order to improve board evaluations in our 2015 joint paper with EY, “Board Effectiveness:

continuing the journey”.
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We welcomed the increased emphasis on board evaluation in the new Code. However, it is n
currently too early to evaluate the impact the new Code will have in improving standards
and disclosures on board evaluations, given the Code only comes into force this year.

While the new Code should improve the approach taken by companies, one area not
addressed is the quality and standards of individual board evaluators. A complementary
Code, such as the proposed Code being consulted on by ICSA, will help assure both
companies and investors that minimum standards are being met and will help them to
understand the approach of the evaluator.

Some of our members feel that the proposed disclosure guidance for companies could
actually drive the wrong behaviours and force companies into a compliance driven mind-
set, by being too prescriptive about how to report on board evaluations. They feel that
companies should have the flexibility to report on their evaluations which makes most sense
for the company and outcomes. However, many of our members agree with ICSA that
board evaluation disclosures are currently not good enough, making it difficult for investors
and other stakeholders to judge the quality of board evaluations and assess whether the
process followed is robust. They also feel that companies need to be more explicit about
the outcomes and actions to be taken by company as a result of the evaluation process. We
therefore, support the introduction of principles and disclosure guidance for listed
companies to help drive up reporting standards. The principles and guidance should not be
prescriptive. Instead they should allow stakeholders to better assess the quality of
evaluations and actions being taken by the Board.

We also support the proposed Code for service providers. We note ICSA’s findings that while
many board reviewers provide information on their websites about their approach to board
evaluation, qualifications and track record, the level of detail is variable. This could cause
difficulties for companies selecting the reviewer most appropriate for their board and
business model. Introducing a Code would set common minimum standards expected of the
evaluator and expectations on disclosures in the marketplace and provide a framework for
reviewers to provide more information to clients. It will help ensure that companies and
their shareholders are fully aware of the experience and approach which evaluators will
follow when making appointment decisions or are reviewing the approach to the Board
evaluation of a particular evaluator.

We support the proposed package of a Code for board reviewers and principles and
disclosure guidance for listed companies being applied on a voluntary basis.

The content of the proposed Code is comprehensive. However to help service providers
report against it, there could be clearer differentiation between the principles and required
disclosures/action. For example, for ‘Competence and capacity’, the Principles currently
cover both the expectations of evaluators and disclosures required by the evaluators. It
might be helpful to separate the Principles from the reporting requirements.

We do not consider that there are further actions which should be taken.

Page 5 of 9




We do not consider there to be a need for shareholders to have more direct influence on
the evaluator’s appointment at this time.

The primary purpose of board evaluations is to help the board improve its performance. As
the client, it is appropriate that the decision regarding the appointment of the evaluator lies
with the board. Boards need to choose the Board evaluator that would work most
effectively with the board and which will deliver the type of evaluation which the Board
needs at that particular time. These are decisions for the board not shareholders.

Shareholders benefit from well-conducted board evaluations, and it is therefore important
that companies disclose the process and outcomes of evaluations. Investors also expect
that boards proactively address any concerns expressed by shareholders over the
effectiveness or independence of the board evaluator. The evaluator and board should have
the discretion to contact shareholders, prior to the appointment or while the evaluation is
underway, to seek their views.

If the disclosure of board evaluations works effectively, shareholders will be able to use the
disclosure made in the Annual Report as the basis of engagement with companies on
particular issues or concerns.

The Code and Principles should complement the UK Corporate Governance Code in scope,
which applies to listed companies. They may also be useful to companies in other sectors.
The IA has previously supported initiatives to raise the standard of corporate governance
disclosures in private companies, such as the Wates Principles. The Principles recommend
that private companies regularly undertake board evaluations, to “help individual directors
contribute effectively and highlight the strengths and weaknesses of the board as a whole.”
ICSA’s Principles may also be useful to private companies in conducting these evaluations.

We agree with the proposed definition.

We support the use of a disclosure approach to understanding a signatory’s competence
and capacity. We note ICSA’s finding that while many board reviewers provide information
on their websites about their approach to board evaluation, their qualifications and their
track record, the level of detail provided is variable. Introducing a Code with required
disclosures from service providers will set common standards for disclosures in the
marketplace and provide a framework for reviewers to provide more information to clients
and prospective clients so that Boards can make the appropriate decision on whether a
evaluator has the right skills and approach to conduct their evaluation.

The Code should not identify specific processes that must form part of evaluations. Service
providers should have the flexibility to accurately disclose their own approach to evaluations
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against the Code. This will help companies choose the evaluator with the approach best n
suited to their board, strategy, business model or particular area of focus that they want
from the evaluation.

We support the Code setting out minimum standards on independence and integrity, and
agree that these are the right ones. Investors have noted some instances in which the
independence of the service provider could be questioned. This undermines the confidence
shareholders place in board evaluators and outcomes of the review. As such we welcome
actions to address the independence and integrity of board evaluators.

To further increase accountability over the independence of the reviewer, the board
evaluation disclosures in the Annual Report should include a statement affirming the
independence of the reviewer.

We agree that the Code of Practice and Principles for listed companies adequately deals
with conflicts of interest.

As set out in Q9, the disclosures made by the company in the Annual Report should include
a statement affirming the independence of the evaluator. This should outline how any
potential conflicts have been dealt with.

As set out in Q3, we support ICSA restructuring the Code for service providers to more
clearly distinguish between guidance and required actions and disclosures.

To ensure that disclosures made against the Code are of high quality, we support the
appointment of an oversight body. This body should proactively seek to drive up the
standard of disclosures.

We support the introduction of an oversight body to ensure the quality of disclosures. The
body should undertake the following activities:

e Monitoring of compliance
e Dealing with complaints
e Reviewing and revising the Code

An example of effective oversight of industry led standards is the Remuneration Consultants
Group. This group has a strong governance structure and process in place to ensure
independent oversight with an independent chair and independent non-executive directors
as well as representatives from the remuneration consultants industry. While not all
signatories are represented on the board at any one time, the independent governance
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means that signatories and other stakeholders can trust in the robustness of independent n
oversight and governance which the independent chair and NEDs bring.

The oversight body should initially prioritise Code uptake above disclosure quality, and as
such should not employ an accreditation system. This could exclude some providers from
becoming signatories. Instead, after a couple of years of operation, the body could
implement a review of disclosures to help improve quality.

To avoid potential conflicts of interest, we support the oversight arrangements being
operated by a body that is independent of the board evaluation market. This body should
clearly disclose the governance arrangements for oversight. As noted above, the
Remuneration Consultants Group with independent Chair and Non-Executive Directors could
be an appropriate model to replicate.

Overall, we support the introduction of good practice principles for listed companies. Whilst
some members consider that this could lead to more compliance approach to reporting
rather than companies thinking about the disclosures for themselves, others agree with
ICSA that the quality of disclosures made by companies is variable and this is preventing
stakeholders assessing the quality of evaluations. We therefore believe the introduction of
such principles will be helpful.

The proposed Principles should be applied on a voluntary basis. These will set best practice
standards for companies in these areas, and investors and other stakeholders will be able to
use the disclosures made by companies against them to scrutinise the company’s approach
to the evaluation and the review outcomes. Stakeholders will also be able to use the
Principles to question companies about any departures from best practice.

The IA supports the draft principles and considers their scope to be appropriate.

We do not support the principles including a requirement that companies only engage
board reviewers that have signed up to the Code. Companies should have the flexibility to
appoint the evaluator best suited to their business model. The disclosures made by service
providers against the Code will help companies determine this. Investors may question
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companies why they have appointed an evaluator who is not a signatory to the code. In n
such cases it is appropriate for companies to explain why they have made such an
appointment.

We agree with ICSA’s analysis that the quality of reporting on board evaluation is mixed.
Many companies are not reporting effectively on the process and outcomes of evaluations.

We therefore support the introduction of guidance to help companies report in line with the
UK Corporate Governance Code. This will set reporting expectations and help stakeholders
challenge companies where insufficient information is disclosed.

The guidance covers the relevant issues of interest, and is appropriate in the expectations it
places on companies.

As with the Code for service providers, after a set period ICSA should review the impact of
the principles and guidance and consider whether further changes are needed.

We support the reviewer being expected to certify company disclosures relating to the
board evaluation. We have previously heard that in some instances, the Chair has wanted
to filter the report before it is seen by the whole Board. While we have no evidence that
this is a widespread approach for companies on their public disclosures, for shareholders
and evaluators the level of assurance provided by companies confirming that the evaluator
has checked the disclosures will be welcomed by all stakeholders.

As such, we support the recommendation that the evaluator certify the accuracy of any
disclosures relating to the board evaluation made by the company.
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