THE
BOARD
MINDSET

The vital attribute of exceptional boards

THE BOARD'S ROLE IN CEO SELECTION

Historically, incumbent CEOs anointed their
successors, but that all changed in the post-
Sarbanes-Oxley environment that required the
consideration of the entire board. Now the CEQ'’s
job involves preparing one or two strong internal
candidates—ensuring  leadership  continuity
and the CEO’s legacy. However, selecting the
right person from among internal and external
candidates remains the single most critical task
the board has. Therefore, the job of directors is
to develop a disciplined and thorough succession
plan, execute it, and finally choose the best
candidate. This requires a systematic three-step
process that readies the candidate for transition
to the executive chair.

Develop
he Process

Revisit Strategic

. Set Criteria
Principle

Step One: Revisit the Strategic
Principle

Success depends on a strong strategic
principle—a shared objective about what the
organization wants to accomplish. The strategic
principle guides the company’s allocation of
scarce resources—money, time, and talent—and
revisiting it when a new CEO needs to take over
helps to ensure a profitable future.

Directors of successful boards assume the roles
of the architect, steward, and guardian of the
strategic principle. This job cannot be outsourced,
completed, or scheduled, and it's the most

uncertain thing directors do because it involves
speculation about unknowns and requires a
journey into murky waters.

Strategic Principle

passion excellence

profitability or
unique contribution

Short-term success
Undisciplined orientation

Recipe for burn out
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Strategic principle—the shared objective that

your organization needs and wants to accomplish

The strategic principle doesn't merely aggregate
a collection of objectives. Rather, this simple
statement captures the thinking required to build
a sustainable competitive advantage that forces
trade-offs among competing resources, tests
the soundness of particular initiatives, and sets
clear boundaries within which decision-makers
must operate. When companies face change

or turmoil—and CEO selection brings both—the
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strategic principle acts as a beacon that keeps
the ships from running aground. Even when the
leadership changes, or the economic landscape
shifts, the strategic principle remains the same.

Assuming the board started CEO succession
3-5 years before the incumbent's departure,
directors have already committed to identifying
and developing internal candidates. They have
given these candidates exposure to the board,
key clients, and stakeholders. Similarly, the board
has at least a rudimentary plan for transitioning
leadership. As history has shown, the best
succession plans start with a clear vision of the
future and a strong strategic principle for getting
there.

Sometimes directors don't have the luxury of
developing and monitoring a succession plan
and then creating a timeline for transition,
however. Too often, a crisis shortens the timeline
and forces the board into an even higher-stakes
situation with the cost of picking the wrong CEO
even more ominous.

The transition from one CEO to the next is a risky
endeavor fraught with opportunities to lose top
talent, stakeholders, and key customers. When
the board takes its eyes off the strategy, these
risk factors become more threatening. Ideally,
directors have consistently and conscientiously
monitored the company’s strategy to determine
how to align their objectives with the company’s
current leadership capabilities to set the stage
for the future leader.

Step Two: Set Criteria for Selecting
the New CEO

Directors whohavefocused on CEO competencies
through systematic evaluations startthe selection
process ahead of the game. These boards have
regularly considered potential replacements,
should the incumbent CEO leave suddenly

and unexpectedly, and they have ensured the
organization is sufficiently talent-laden to allow
for a seamless succession. These kinds of boards
are as stellar as they are rare.

Setting the criteria for the new CEO starts with
decisions about what the success factors for the
new CEO will be. These decisions often begin
with an evaluation of the incumbent CEO, but
they can’t stop there. The board’s tendency will
be to try to select a clone of the existing CEO, even
though the strategic direction of the company
promises to vary drastically from the current one.

Directors should develop a clear view of what
will make the new CEO successful and express
their expectations about financial targets, the
complexity of the changing organization, the
scope of the CEO’s role, and general market
or industry conditions. If no agreement about
the abilities and vision of the next CEO exists,
agreeing on a candidate will prove impossible.

When directors develop a shared perspective
about the future business environment and the
strategic challenges the company and the new
CEO will face, however, they take the first critical
step toward a successful transfer of power. The
next step is to define the capabilities the new
CEO will need and the specific qualities, skills,
and behaviors the person should demonstrate.
When | work with boards on CEO selection, | start
with general questions that include the following:

e What type of person will “fit” the needs of
the future company?

e Should the new person fit the existing
culture?

e Or, should a new leader use a turnaround
style to overcome obstacles the culture has
created?

e What values should the new CEQO evidence?

| ask board members to start the selection
process by finding candidates that | call “multi-
business leaders.” At a large company, these
people typically run a market within the company
or a smaller company that reports to the parent.

Sometimes these candidates have led smaller
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companies and are ready to step up. At other times, the candidates are people who have managed
other managers. In all cases, taking on the CEO’s role should represent a significant step up—not a
huge leap. Candidates should evidence all the multi-business success indicators and demonstrate
a willingness and ability to move to CEO-level performance. This is how | think about how a multi-
business leader transitions to the CEO chair:

Multi-Business Leader CEO
Decision Making / | e Aptitude for making e The knowledge of how to use
Problem Solving sophisticated financial financially presented data to make
decisions related to profit sophisticated business decisions
and loss e Visionary thinking—five to ten-year
e Three to five-year vision focus
e Skills for blending specific e Ability to handle ambiguity and a
business strategy with willingness to embrace it
overall enterprise strategy e Skills for setting priorities effectively
e Talent for critiquing strategy |e The ability to see patterns and
by asking questions and contradictions
requiring support data e A knack for anticipating
e Complex thinking to manage consequences
more than one business e Knowledge about how to grow the
e Decisiveness business organically and acquisitively
e Global perspective e Insight to create policy that will affect
e Creative problem solving everyone in the enterprise

e Alogical, dispassionate approach to
problem-solving

Taslk Orientation |e Strong change orientation e Willingness to create disruption

e Ability to handle risk e Enthusiasm for creating risk

e Value of and responsibility e Stock price / shareholder value /
for unfamiliar functions financial solvency focus

e Focus on both short- and e Passion for developing business
long-term objectives e An eagerness to form relationships

e Resourcefulness to be alert with the company’s key customers
to opportunities e A persistence for achieving desired

e Portfolio management outcomes

e Talent for working under
time constraints

e Strong knowledge of
operations

e Industry knowledge

e FEvidence of a “can do”
attitude
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Multi-Business Leader

CEO

Leadership |e Ability to trust others in the chain | e  Willingness to develop a successor
Skills of command to handle the day-to- | e Takes charge and stays in charge
day decisions related to running e Capacity to lead disparate entities,
the businesses often geographically dispersed
e Strong commitment to developing |e Ability to set the pace of change and
the bench to orchestrate it well
e Strong delegation skills e Capability to serve as a trusted
e Willingness to remove “C” players exemplar
e Talent for asking the right e Skill for articulating the vision
questions to draw out the ideas of | e Crisis management experience
others e Commitment to ongoing learning
e Obvious maturity in the use of e Management of top and bottom lines
power e Emotional fortitude
e Proven track record for selecting e Courage
top talent e Ability to handle failure
e Strong conflict resolution skills e Talent for building cohesive efforts
e Strong persuasion and negotiation
skills
e Ability to inspire followership
e Experience in leading rapid growth
People Skills | e Succession planning—ability to e Contagious enthusiasm that gets

select and develop leaders of
leaders

e Facility for serving as a source of
advice and wisdom

e Cross cultural awareness

e Agility to balance the different
needs of various stakeholders

e The skills to put others at ease in
social situations

e At ease in most social situations

people excited

Expertise in serving as a sounding
board for those facing tough calls
Proficiency for building strong Board
of Director relations

Experience in building investor
relations

A strong community orientation

An understanding of natural sources
of conflict and the competence to
work through them

Strong command of the language
Readiness to create a culture
characterized by results, respect, and
integrity




THE
BOARD
MINDSET

The vital attribute of exceptional boards

Oncethe search committee has set and prioritized
the criteria for selection, it is ready to develop the
roadmap for a successful transition.

Step Three: Develop the Process for
Selection

The CEO selection process should be a
systematic, thorough process that gives the
board impartial, indispensable data they will
need to make selection decisions. Done well, this
process will protect the financial aspects of the
business, prevent the departure of key talent,
avoid costly hiring mistakes (usually four times
the CEQO'’s base salary), build confidence among
all stakeholders that you have selected the best
person to run the company, and engender legally
defensible hiring decisions—thereby reducing
risk. | use the following nine-step approach:

1. Create a profile of the leadership attributes
and behaviors needed to successfully fulfill
the role and responsibilities.

2. Review the profile with the entire Board of
Directors and refine as needed.

3. Conduct individual discussions with each
board member regarding the organization,
strengths, challenges (internal as well as
market-driven), and leadership needs in the
future.

4. Explore recruitment options for finding this
person if no internal candidates appear to
be ready.

5. Set the ideal timeline for
transitioning leadership.

hiring and

6. Evaluate all internal candidates by doing
the following:

e Assess performance in their business
units.

e Review personal performance for the
past three years.

e Interview each candidate.

e Conduct 360 degree interviews of
their peers, direct reports, and board

members.
e Administer assessments to internal
candidates to determine  decision

making skills, learning ability, financial
acumen, critical thinking, business-
related personality traits, and leadership
style.

7. Debrief each internal candidate’'s data,
pointing out how to leverage their strengths
and mitigate their limitations, thereby
improving performance in the short run.

8. Debrief all findings with the search
committee to make recommendations about
developmental needs for candidates and
likelihood that each will be successful in the
CEOQ role.

9. Reviewtheprocessandcandidate evaluations
with the full board, recommend one of the
candidates for promotion, or when necessary,
suggest opening the search to external
candidates.

Plan the Transition

| cannot overstate the value of choosing an
internal candidate. When this happens, there's
very little that needs to change about pre-
boarding, exposure to the board, structured
time with the current CEO, and getting to
know the executive team. When the board
has chosen an internal candidate, therefore,
directors should concentrate on developing and
implementing a communication strategy for
the entire organization and a timeline for the
transfer of leadership. A major concern should
be retaining the other candidates who did not
receive the promotion. The chairman of the board
and the incumbent CEO should have private
conversations with each candidate before telling
anyone else inside or outside the company what

the decision has been.
5



THE
BOARD .
MINDSET

The vital attribute of exceptional boards

When directors cannot promote from within,
they need a different approach. First, they should
tell any internal candidates before opening the
search. Some people may be disappointed, but
if the company’s leaders treat them with respect,
they are much more likely to remain in place. If
they feel blindsided or deceived, you can bank
on one of two things: the loss of a top performer
or a decline in performance from that candidate.
Effectively managing the transition brings other
benefits too.

e People experience fewer distractions.

e Customers don't feel the change.

e Revenue remains steady.

e Therisk of losing talented people abates.
e Repute in the industry increases.

e Morale improves.

Conclusion

Companies experience vulnerability during any
major change in leadership, but a well defined
approach to CEO selection significantly mitigates
those risks. However, all the effort is only
worthwhile if the board makes the right decision.
Interviews, resumés, and references won't give
directors all the vital information they’'ll need to
make one of the most critical decisions that they
simply can’'t get wrong. They need more than
subjective opinions that can be both biased and
wrong. Instead, they require objective data and
reliable data to help them choose the person who
will have the most power in the organization.
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CRISIS PREVENTION:
Heed the Early Warning
Signs

Wherethere'ssmoke, there’s usually afire,
there was a fire, or one is about to start.
Sometimes the fire immediately rages
out of control, requiring copious amounts
of water to douse it, the involvement of
trained firefighters, and loss of resources.
At other times, the embers will glow, and
leaders will fail to notice them until they
have ignited into a full-fledged inferno.

When crises start small, leaders often
fail to recognize the threat. By the time
they figure it out, the crisis has grown
to the point that containing it becomes
impossible. The warning signals will take
many forms, depending on the nature of
your business, but if they’re alert to them,
directors will recognize problems before
they become disasters.

We can help you avert a crisis when you
see these kinds of things:

Persistent customer complaints
Persistent employee complaints
A preponderance of rumors

High potentials leaving the
organization

No one ready for promotion
Significant changes in technology

Internal or external resistance to
innovation

Visit www.theboardmindset.com
or contact us to learn more.
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