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There is not a single model for Board of Directevaluation since it must represent the
reality of different companies in different indust and in different regions.
Nevertheless there is a common ground to be remexsen the model, since we are
working in a Global Economy, with shared values artdndency toward standardization in
areas such as Management, Quality, Accounting,iQualards, IT, etc.
In this sense it is important to note that sigaifitwork have been made which can be used
as a guide when working on this subject, and isesqed in:

The 10 Corporate Governance Drivers (See Appendix)A

1) Good for Business
2) CG Institutes on Universities
3) Roundtables IFC/OECD/CGPSF
4) Directors Associations
5) National Quality Awards
6) Regulators: government & markets
7) Stock markets
8) Rating agencies
9) Investors & Banks

10)Independent Directors

The model should be constructed not only with tfismework in mind, but also
representing those areas of differentiation thatcemsider a must for the competitiveness
of the company in the long term, that is to sayniist be Good for Business’, as
previously stated.

The model is an instrument, key to our improvenedfurts, clearly representing where we
are today and where we want to be tomorrow.

Taking this into account, we established the Qatander which the expected behaviors of
the BOD, or outcomes from the BOD, are represerited.each factor in each criterion
we’ve developed a statement that is a represemtattiexcellence.

At evaluation time and for each factor a compariebthe present situation of the Entity
and that statement should be made. Five differemeél$ of accomplishment are also
described, which helps in selecting the right ameich in turn carries on a numeric value:
the result for that factor, in a scale that hasramum and a maximum.

This maximum value is very important since it reygrgs the weight of the factor in the
criteria.



Criteria for Board Evaluation

The Criteria are the basis for Board evaluation aet-assessment to help improve
performance practices, capabilities and results.

Core values and Concepts

The Criteria are built upon the following set ofarrelated Core values and Concepts:
Leadership
The Board should set directions with high expeetetiand clear and visible values,
aligning the interests of all stakeholders to suppad guide the decision making of
all members of the organization.
Ethics & Transparency
The Board should ensure ethical behavior and campdé with laws and regulations,
auditing, and accounting principles.
Difference between Governance and Management
Board independence from management is crucial sarenthat the Board effectively
carries out its mission and responsibilities anddfiananagement accountable to
shareholdersfairly
Board effectiveness is reduced by the failure cirdanembers to think through and
understand the distinction between governance athgement. The main functions
of the Board are to effectively:
- Ensure the strategic guidance of the company, and
- Monitor itsmanagement.
The roles of Directors and Managers must be defassdiring that execution is clearly
a Management responsibility.
Focus on well documented processes that add value
Corporate Governance must be good for the compasinéss by creating value for
all stakeholders. This should be the guidanceHerselection of Board Best Practices.
All items in this Board Evaluation Approach requit@mal, transparent, and well-
documented written processes.
Focus on results
Although all the above items are necessary, thest e focused on desired results,
avoiding exclusive considerations to procedureslstor internalstructure, which are
only means used to achieve the desired end.

Criteria Categories for Board Evaluation
Seven Criteria Categories were established and\adbd into items as follows:

1- Mission and Principles

2- Board structure

3- Board operating procedures
4- Board & Management

5- Board & Shareholders
6- Board & Stakeholders
7- Board contribution



General comments on each criteria category:

1. Mission and Principles
The Mission of the Board

The BOD is responsible for the professional devalept of the Company’s Mission
insuring Management participation and it’s full ibgnent within the Company.
The basic mission of the Board should be to enslueestrategic guidance of the
company and the effective monitoring of management.
The BOD also must insure that the Principles of @menpany are integrated into its
daily activities, at all levels, and form part betCorporate Culture.

Legal framework — Liabilities
The legal framework is defined by the company $tstulaw doctrines and
organizational documents that define duties ardlliiees in the jurisdiction where the
company is organized, and must comply with thetethd spirit of the law.
The Company must also consider its own commitmindsfferent stakeholders as an
integral part of its compliance system.

Code of Corporate Governance Best Practices

This document should include rules and proceduras Board and Company
operations that assure compliance with laws, reiguis and OECD Principles for
Corporate Governance. Key success factors arespaaency, accountability, integrity,
communication, fairness, independence, credibitibnesty, and mutual respect.

The Code should include only what is needed bydbepany to accomplish its
business objectives.

2. Board Structure

The composition of the Board varies depending anrbeds of the Company. It is not
possible to formulate or design a model Board thatild represent the best solution for
even a small proportion of companies.

Board size

Boards should be small rather than large, but shimdlude diversity of backgrounds
in order to ensure at least two different waysawkling problems. In other words,
understanding something from at least two anglesesseeing a problem from just
one viewpoint is a rather fragile kind of undersliaug.

A Board should have a majority of independent doecwith a wide range of talents,
expertise, occupational and personal backgrounds.

Avoiding too big Boards (that usually become tweexp Boards where it is difficult
for each member to make effective contributiong amen more difficult to make
decisions) is recommended.

Chairman - Lead Director
The Chairman controls the environment within whigbvernance takes place,
ensuring effective meetings with free and focusedussions.



It is the Chairman’s task to turn a group of capahbtividuals into an effective Board
team.

In order to ensure effective company leadershigoted by an effective and
accountable Board, it is advisable that the Chairarad CEO are not the same person.
When this is not the case, the Board should desagaalead director to Chair
independent directors’ meetings to discuss itenth $1 compensation, auditing and
governance.

Mix of inside and external independent Direors
The number of independent directors should asswoag independent opinions in
Board meetings, increasing in this way the “knowkethase” of the board.

Board committees

The functions performed by Board committees areomamt to effective governance.
Boards that are too small to have committees mergbipn committee functions.

The most common Board Committees are Auditing, Gamsptions and Governance.
They should consist of a majority of independeméators in order to assure strong,
independent, and transparent opinions in criticgltess areas.

Committee functions and processes should be cleatgblished and communicated to
all those involved.

Board Operating Procedures

How to select new members

Boards should seek candidates with the skills apacities that meet the needs of the
business.

They must be defined taking into consideration,, ggrsonality, education, candor,
experience, languages, commitment, availabilityl #re ability to challenge without
confrontation.

The core competencies of the Board are:

Accounting and Finance

Business judgment

Risk Management

Crisis response

Industry knowledge

International markets

Leadership

Strategy/Vision

Directors should have a basic knowledge of theuwst law doctrines and
organizational documents that define their dutied &abilities as directors in the
jurisdiction where the company is organized. Thaystmot only know the letter but
also the spirit of the law.



Definition of independence
Outside directors are independent when they:
- have never been employed by the company
- are not related to any company employee
- are not employed by any firm that provides magnvices to the company, and
receive no compensation from the company other divactor fees.
Outside directors need to be more than indepentiet;must be independent-minded
as well

Directors Function Description
All members of the Board and the Chairman shouldehan updated function
description.

Training and orienting directors
The Board should have an adequate process fortiogesnd educating new directors,
as well as training all the members of the Board.

Meetings, agenda, minutes and follow up

The Board should have an established schedule efimge. Business needs might
require the Chairman to call for special meetinfhe agenda and all relevant
information should be provided well enough in acdeawf meetings, to be reviewed
carefully beforehand. Minutes should be precise ahduld focus on actions and
decisions.

Election term/ Term limits/ Mandatory retirement
All three issuesshould be clearly established asgected.
Exceptions require approval.

Board compensation review

Compensation for directors and the process to wedieectors’ compensation should
be appropriate.

Participation of Senior Managers and other an-directors in meetings

The Board should provide appropriate advice andnseluto senior management.
Senior management should be invited to participateBoard meetings when

necessary. The CEO should participate in all Boaedtings.

Board and Director Assessment - Self-assessm
The Board should have an effective process to asseswn performance.

4. Board and Management

Formal evaluation of the CEO
The Board should have a formal process to evathat€EO.



Senior management compensation
The Board establishes senior management compemsatid relates it to their
performance.

Board access to senior management

Individual discussions between the CEO and thecttire should be frequent and there
should also be periodical meetings with other semianagers such as the CFO and
COO.

CEO succession planning
The Board adoptsand maintains a senior managemeo¢ssion planning process to
its satisfaction.

Effective/Efficient generation of strategies and & full deployment.

This is key to Company success and the BOD mustinggumental to this
achievement

HoshinKanri is the perfect methodolgy in this senmed its use is highly
recommended.

Company information
The Board should receive reliable, accurate anelyinmformation about company
operations. It should be brief and clear enoughdoassimilated and understood
without undue difficulty, and above all, it must tEevant to the strategic issues the
company faces.

Risk assessment and risk management

The Board should review and discuss periodicalljngany policies and compliance
systems including security, IT related safety, andiand others, depending on the
kind of business.

Clear definition of Board and top managementoles

The roles of Directors and Managers must be defassdiring that execution is clearly
a Management responsibility.

Management recommends and implements. The Boardoag® vision, mission,
strategies, major projects and budget, and condigzjgent, consistent and disciplined
follow-up to ensure actions are being taken andavgments are being made.

5. Board and Shareholders

Content and character of disclosure

The company governing documents should includelafisee to shareholders of
information on ownership structure, compensationCi6O and Board members,
accounting practices and any other company infaomaneeded to guarantee
transparency and assure compliance with regulatiand protection of basic
shareholder rights.

Compliance with basic shareholder rights
All shareholders should be treated equally. Thegtmu



- Obtain relevant and sufficient information on gempany on a timely and regular
basis

- Participate and vote in general shareholder mgeti

- Elect and remove members of the board

- Share in the profits of the company

- Participate in extraordinary transactions sucthassale of a business, etc.

6. Board and Stakeholders
All commitments and interactions with different lgtholders must be made
within a holistic view of the company.
Disclosure to the government and community showdmy with the law and
regulation with emphasis in social responsibilitstians.The press, customers, and
institutional investors should be kept informecdddjor issues regarding the Company,
the top management, and the Board.

Note: in spite of being shareholders also stakedis|dhey have their own chapter (5)
due to the specific needs to be considered.

7. Board Contribution

On company results
Successful critical strategies generated and diedrby the board should be evaluated
as well as key performance indicators, includirtgngibles.

General guidelines to assign scores

We recommend following the methodology indicatedtlwe Criteria for Performance
Excellence published by the Baldrige National QyaRrogram. Many countries in the
world have National Quality Awards that share thieda established by the Baldrige
Award in the U.S.A. and are written in the locatdaage. It is also highly recommended
for Directors to be literate on how companies a@wated for Quality Awards.

A procedure to evaluate the performance of a BadrBirectors should be based on a
comparison against a target model that represkatState of the Art, as is usually done in
quality award programs. In this work we use the OEErinciples for Corporate
Governance, to build the target model.

This model is, in the opinion of the authors, a djoepresentation of what could be
expected today in a competitive environment as fmutton from the Board to the
Company development and sustainability.



Note: the proposed BOD Evaluation Matrix is an exantpbg covers in general the basic
minimum needs of a Company and is provided as &atbe example.

Nevertheless it is the continuous responsibilityhef BOD to decide additional areas to be
considered as a way to really add needed valuget€ompany.

In which case, a modified scoring system must deémented either maintaining the 1000
points as a maximum (altering all of the values)yadding the new criteria points to the

1000 basic points.

Considerations in relation to the scoring systemit is important to note that for each

criteria

its maximum value represents its relative weight] this must be specifically considered
in relation to the new matrix under development.

Additional areas to be considered can be: IT Goware,Talent Management, Risk
Management, or Innovation, for instance.

As an example we provide some basic information raled to the possibility of
including IT Governance in the already mentioned tol.

Example: IT Governance
The BOD must insure:

-the alignment of IT and Business ©tijes

-that a flexible IT infrastructurepsesent

-that IT total costs are well managed competitive.

-that risks associated with IT utitioa are known, controlled, and eventually
mitigated.

-that the Organization Knowledge Magragnt system is satisfactory and in sync
with its IT evolution.

-a professional assessment of theribonion of IT to the business, as well as of IT
projects careful selection and completion

-that internal IT customers are ughmgsystems efficiently

-that IT projects are regularly moné and that any deviation is properly
managed

-that the correct information is available at toerect time and in the correct place

Note: In this sense is instrumental to understaatinformation Technology is
composed by two terms:
Information , which contributes to the Company Competitivenass,



Technology which is the support for that Information.
The first is the main responsibility of the CIO (€hinformation Officer) very focused on
the competitiveness of the company through Infolonavlanagement.
The second has to do with the CTO (Chief Technolofficer) tasks and responsibilities.
If those positions are not implemented due to ¢fmemain responsibilities must be
performed, within the Company framework, with tbahceptual division in mind,

The Matrix
Consistent with the desired model, a matrix wasstrasted including the seven selected
criterion, and five evaluation columns for eachtleém, which represents the following
levels:

- Level O0: Not Applicable. Not in use at this moment.

- Level 1: Understanding the need to improve Corporate Garere

- Level 2: First concrete steps toward establishing besttioes

- Level 3: Implementation of best practices

-Level 4: Leadership

Within each criterion (from 1 to 4), a fundamendaiscription of excellence is provided:
the factors.

For each of these factors, the BOD under evaluatwst decide in which level of
evolution they presently are, through a selectioime appropriated level, from O to 4.
There is a correspondence between a certain ledebaumerical band assigned to it: the
factor weight.

Thus, for a certain criteria, a resulting valuelidained and included in the correspondent
cell (result).

In doing so for each and every criterion, a finalue is obtained as the final BOD
EVALUATION, which eventually can be used to compavigh similar Organizations,
operating in similar environments and using theesanaluation matrix.

Nevertheless, the results for each criteria arexellent way for analyzing the BOD
situation, and its selective progress toward areedjrupon result is the proposed
methodology for BOD improvement over time.

Methodology: depending on the factor under evatumatit is clear that two approaches
must be used:

-Observation in which case the evaluation can be obtained gusimailable
internal and or external information (documentggapstatements, and so).

Feedbackin this case, and due to the nature of the neededmation, a feedback
system must be established in order to gathernmdton from different stakeholders. In
order to perform this task a 360° feedback systemrecommended, which must be
analyzed proposed and adopted.



Notel: Stakeholders include management, personmajor suppliers, customers,
government, investors, society, and controlling amdority shareholders

Note2: Since the evaluation can be performed ineqa wide variety of business

environments, we recommend developing a score mystiethe Company, Country or

Region level. This is an important task that inrgvease should be carried out by a
professional committee, depending on the scopleeévaluation.

If a group of Companies or a Region, decides tothse methodology, an independent
trusted Entity must be selected in order to provRi®fessional Evaluations of the

participant BODs.

In this case, it will be of great advantage tha felected Institution, also provides the
Repository for the analyzed information, in whi@se and with time, a solid data structure
can be constructed, in order to be used as BODhineguding.

Factors within the seven Criteria

The presented matrix is just a model and has thebility to be modified accordingly to
specific needs, as well as political and econoroidext.

The factors should represent what we want to etalimathe specific case we are dealing
with.

Using the proposed Matrix as a reference, a newixnean be developed, taking into
account the previously made recommendations.

In this way, each factor can be analyzed, decidimgs relevance or not. The factor can be
eliminated, or given a different weight. Also newactors, not present in the proposed
Matrix can be added.

A well-defined set of factors should be a conseqaesf company needs, and could consist
of a critical set at the beginning of the processto facilitate a successful startup.

In this way a new Matrix can be constructed, usithgg area under MODEL
CONSISTENCY as a check page for total points assigit is very important to note that
these points represent the weight we are assidaiegch factor in the evaluation, resulting
in this way an integral part of the Model.

The system should be dynamic, dependent on time gewhraphy. As previously
commented, the scores and factors in the systerhbeuzitically analyzed and eventually
updated on a timely basis according to the progoéske Company, Country or Region.
Nevertheless in a certain period of time the matrinst be fixed in order to allow
periodical evaluations-

As regards the “factors”, special consideration @amg@ortance should be given to the
“BOARD CONTRIBUTION” criterion. It is the same coept as “RESULTS” in the
Countries National Quality Awards; thus, similadgd for the same reasons, it should be
given a significant score. The different actionsted board should ultimately be directed
toward improving its Contribution to Company Respland this contribution is shown
here.



Appendix A

The 10 Global Corporate Governance Drivers*
There are 10 Corporate Governance Drivers thaiadjipbre contributing to improve

companies’ effectiveness and quality of life ofisties.

1. Success case&ood for business. There are many success dagegsrove that
Corporate Governance Best Practices and a profesd8DD is good for the
business not only on major companies but also 8MHE"s and family owned.

2. Roundtables IFC/OECD/GCGF.The first Roundtables took place in year
2000 as part of an IFC/OECD/GCGF program to proaideffective
framework for ongoing policy dialogue and a mutglal exchange of
experiences in several regions of the world inclgdiatin America, Eastern
Europe, Eurasia, and China. Every year or two esthen the Roundtable
discussed, agreed and made recommendations oifférertt subjects related
to Corporate Governance. This valuable informaitnmiuding other OECD key
dovuments is published and widely distributeae the following web page:
http://www.oecd.org/corporate/

3. Directors Associations Most of the countries have not for profit private
organizations grouping Board members and Compamdsproviding services
such as training, publications, relations with inggional and regional
organizations and promoting Corporate Governandé wsiock markets and
investors. The major organizations are the Natidxedociation for Corporate
Directors (NACD) in Washington, DC and the Ins#twaif Directors in London,
UK.



4. Investors & Banks. They look at the Governance of a company when

evaluating for a loan or investment.

Stock markets Good governance ...better stock price

6. CG Institutes on Universities.As it is the case with St Galen and IMD in
Switzerland and Harvard, Yale and NorthwesterrhamWSA. In an increasing
number of universities they have training progrdorsDirectors, research on
successful cases and workshops attended by CEQect@s and family
owners on the various governance subjects.

7. Independent Directors. There are an increasing number of trained
independent professional directors in all countri€kis is a growing new
profession.

8. Regulators: government & markets Regulations are being updated in all
countries. Laws such as the Sarbanes Oxley in Be@iUComply or Explain
Voluntary Codes of Best Practices are requiredctompanies quoting in the
stock markets. Many countries have now nationakational codes that are
used as a reference by non-listed companies tdafegempany codes.

9. Rating agenciesinclude Corporate Governance practices in theiluaw@n of
companies

10. National Quality AwardsThe Malcolm Baldrige National Quality Award in
the US, have under the Leadership criteria questionthe Governance System
including social responsibility since 2007. Saroeviin other countries. This is
having a great impact considering that a significamount of companies
around the world use the Award Model for self-endion of their
performance and that hundreds of evaluators, mdsthem voluntary
professionals of major and SME companies are tdayearly buy the Award
organizations

o

*Extracted from Marcos Bertin presentation “The Role of the Board of Directors in
the process of Creating Architecture of Quality Exellence”. 2 Annual Middle East
Quality Congress. Dubai, U.A.E., April 2008



References

Criteria for Performance Excellence. Baldrige Na#él Quality Program
http://www.nist.gov/baldrige

International Finance Corporation

http://www.ifc.org/wps/wcm/connect/Topics Ext Camité=C External Corporate Site/C
orporate+Governance

http://www.ifc.org/wps/wcm/connect/topics _ext_cantféic_external _corporate_site/corpo
rate+governance/contacts/private+sector+advisopur(psaq)+default+content

National Association for Corporate Directors
Under Services : Board Evaluation
www.nacdonline.org

OECD Regional Roundtables and Programs ( Latin AsagRussia, Asia ,etc.)
http://www.oecd.org/daf/ca/corporategovernanceengajiroundtablesandprogrammes.htm

International Academy for Quality . Quality in Gamance Think Tank
http://iagweb.org/thinktanks.asybeing updated)

Corporate Governance, Quality at the Top.
Marcos E.J. Bertin and Gregory H. Watson edito267 GOAL/QPC
-Chapter 5: An approaziBbard of Directors Evaluation
Marcos E.J. Bertin andgdistrachan
-Chapter 6: Self-Assessment: Information Tebtbgy Governance
Hugo Strachan

All rights reserved © 2015 by International Academy for Quality
The use of this material for educational purposes or research is authorized provided that
the source and the author’s name are mentioned.




