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By email to: succcssionplanning@frc.org.uk

29 January 2016

Dear Ms Woods

Discussion Paper: UK Board Succession Planning

PricewaterhouseCoopers LLP welcomes the opportunity to respond to the fRC’s discussion paper on
succession planning for UK boards. In this letter we have set out our principal observations, focusing
on how we think the FRC can best take the debate forward. In the attached Appendix we comment on a
number of the detailed questions asked in the paper.

Distinguishing between succession planning and the appointment process

We are pleased that the FRC has embarked on the current project because we believe that there is scope
for much more rigour to be applied to the debate about succession planning than has often been the case
in the past. A prime example of this is the Parliamentary Commission on Banking Standards’ charge
(reported at the start of the discussion paper) that “natural challengers” are being sifted out by the
nomination process. In our view this is not entirely relevant to the question of succession planning: if a
natural challenger is sifted out the issue is more likely to be with the appointment process rather than
the succession plan. Succession planning could well have identified exactly the right type of candidate,
who could have been rejected for other reasons. The analysis needs to start much earlier in the process
if real progress is to be made on succession planning its elf.

Different issues for different roles

We also need to distinguish more rigorously between the challenges that relate to succession planning
for the chairman, non-executive directors, executive directors and other senior posts within companies.
Going back to the Parliamentary Commission, their concern was about non-executives who are
perceived as “natural challengers”. Succession planning for non-executives is to a large extent governed
by specific provisions of the UK Corporate Governance Code around independence and checks on their
ongoing commitment to the role. It is a different issue from the challenges around “star executives” —

particularly high-profile CEOs, but also other senior staff (not all of them at board level, particularly in
the financial services sector). No specific rules govern their tenure, rather planning for their succession
must take account of operational and cultural challenges, especially when these plans can become a price
sensitive issue. Any solutions or guidance that emerge from the FRC’s consultation process should
reflect these differences.
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1)ealing with the tune horizons iflVOlVCd

Again, [here are 101 portant distinction.s to ht’ made. A hoard considering a long—terni succession plan.
per1iips developing a skills tilatrix as part of the exercise, laces a difteretlt set of challenges hom one
that has just had a high—pi’ohle CEO hand in his or her notice, or go oh itti long—term sick leave. Self—
evidently, the long—term plan will need to he tJexil)le — focusing on the company’s long—term strategy
and taking into account how (and when) a ntimher ol senior roles may develop. In contrast, an
eniergetcy situation will be as much about how the risk to the reptttation of a company (and board) can
best he managed through to a positive outcome. Once again, the outptits of the ctitTent consultation
process must encourage and deal with these different challenges.

The benefits ofi more rigorous analysis

We think that a mf)FC rigorous analysis could create some importatit benefits for success ion planning in
practice, including:

Clearer roles and responsibilities ctt board and nomination committee level: We often do not see
enough clarity within orgamsations on where reSponSil)ulity sits for the various aspects of succession
planning (and the separate issue of the appointment l)l’oCess). In fact we think this is one of the l)riflCipal
factors that can undermine the status of the nomination committee and make it less effective. If tile
uTiportant (lecisions are always instigated or managed by tile board as a whole (or a different subset of
board members) tile committee can become a rubber-stamping exei’cise for “done-deal” appointments.
The nomination committee’s terms of reference should clearly outline their responsibility for suiCcesSion
planning and appointments.

Proper distinction betuveen talent management and succession planning: These are related but
different matters: having the necessary human resources in place to deliver strategy will usually be a
management activity, monitored at board level. Board succession planning and talent management for
board roles (whether that talent is inside or outside the organisation) is a board—level activity, supported
by management and (often) external advisers.

Better disclosure: Another benefit of a more rigorous approach would be an ability to provide more
considered and meaningful information to the outside world, to shareholders, employees and other
stakehoiders. It is not possible for a company to disclose price sensitive information outside the
appropriate channels, but it is possible to provide insight into how the various aspects of the succession
(and appointment) processes are handled. In particular, tile links between “pipelines”, “talent
management” and strategic objectives could be explained much more clearly.
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A change in the culture

For us, however, the most difficult challenge remains how to deal with succession planning for high-
profile executives: companies can have all the right processes in place and still find that an
annotincement that the CEO is leaving has a significant impact on share price. It may be impossible to
avoid this completely but we think that one measure of success for the FRC’s work in this area would be
a genuine shift in focus across the market as a whole from a few high-profile individuals to a wider
culture of people development.

If you have any questions or would like to discuss any of the points raised in this letter in more detail,
please contact Gilly Lord or Laura Hinton.

Yours sincerely,

Gilly Lord Laura Hinton
Head of Regulatory Affairs Head of HR Management Consulting

for and on behalf of PricewaterhouseCoopers LLP
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