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How the best boards approach
CEO succession planning

And why it's become more critical than ever
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CEO exits continue to rise, and shareholder activists are exerting ever more pressure on boards to make
leadership changes. Yet many boards have failed to adjust to the new uncertainty at the top, and may not be
fully prepared for CEO changes despite succession planning being one of their core responsibilities. In fact,
some companies have had to resort to “boomerang CEOs” to navigate transitions. In today’s complex
environment, in which disruptions are the norm and emergency successions are ever less surprising, the
board’s engagement in CEO succession planning has become essential for keeping operations and sustainable
growth on track.

With accelerating CEO turnover, traditional ways of approaching succession planning may no longer be
effective. Below, we outline some important steps directors can take to be proactive and better prepared for
both planned and unplanned departures.

Why CEO succession planning is so important

Planning for who will be the company’s next leader has long been one of a board’s most important
responsibilities. Without the right person at the top, even established companies with solid business models
and innovative strategies may struggle. And that's even more true in the post-pandemic business landscape —
the way organizations operate, adapt and thrive has been profoundly transformed. This transformation, marked
by unprecedented disruptions and accelerated digitalization, necessitates a fundamental re-evaluation of which
skills and attributes a CEO needs today. Boards must proactively re-think and recalibrate the skills they seek for
long-term viability and growth.

I's hardly a secret that businesses need strong leadership more than ever. So why are boards so often caught
unprepared when changes in leadership become necessary? For a start, it can be difficult just to have the
conversation, particularly for conflict-averse boards. In high-performing companies, some directors may be
concerned that broaching the topic of succession will cause the current CEO to think they are actively seeking a
replacement. In underperforming companies, some directors may want to avoid doing anything to make the
CEO worry about job security rather than focus on driving strategy. Succession planning ends up pushed down
the board’s priority list.

So, why not put off what could be a painful process, especially with no crisis looming on the horizon? Because
planning for the company’s next leader is in the best interests of the company, its shareholders and even the
CEO. Traditional notions of CEO succession planning as a discrete, long-scheduled ceremony have given way
to a strategic and ongoing process that requires collaboration between the board, incumbent CEO and potential
successors. But in a recent PwC survey, one-third of directors indicated that their board spends insufficient time
and attention on CEO succession planning, and over three-quarters deem it a “somewhat” or “very challenging”
area of board oversight. To help directors, we’ve identified the leading practices that can help boards plan
better for CEO succession.
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The changing nature of CEO succession planning

Reasons for CEO transitions

In 2022, 56 S&P 500 CEOs resigned, up from
48 in 2021. Of those, only four did so under
7%

pressure. The lower number in 2021 can
likely be attributed to longer CEO tenures and
higher departure ages to provide stability
during the pandemic. However, average CEO
tenures are starting to normalize back to
slightly shorter tenures, making it increasingly .
likely that directors will oversee more CEO 86

successions (both planned and unexpected) 0
during their board service, particularly given
that board tenures continue to increase.

. Former CEO retired
or stepped down

Health reasons

Former CEO resigned
under pressure

Source: Spencer Stuart, 2022 CEO Transitions, February 2023.

Another notable trend in 2022 was the younger age profile of newly appointed CEOs: The average age went
from 55.9 in 2021 to 53.8 in 2022, marking the most substantial year-over-year drop in the age of S&P 500
CEOs since 2000. In conjunction with the modest increase in promoting internal candidates instead of using
outsiders, this suggests that boards may be starting to embrace a more forward-looking, longer-term approach
to CEO succession.

CEO successors: internal vs. external candidates

0, 0,
2018
. Internal . External

Source: Spencer Stuart, 2022 CEO Transitions, February 2023.

While gender disparity still lags at the highest leadership levels, overall gender diversity of S&P 500 CEOs
exhibited modest improvements in 2022. The percentage of newly appointed female CEOs rose to 13% (7), a
noteworthy increase from the previous year’s 6% (3). There was also a record number of Black CEOs (six men,
two women) within the S&P 500 earlier this year — though one recently stepped down, leaving only one Black
female CEO today. But just as the emergence of younger CEOs signals a shift away from the traditional
archetype, these rather small developments could reflect a positive trend among boards towards investing in
diverse leaders who can have a substantial impact on companies’ futures.
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Nine leading practices in

CEO succession planning

Boards that prioritize CEO succession planning find ways to lay the groundwork for smooth CEO transitions.
How do they do this despite the more immediate pressures of overseeing quarterly performance and strategy
execution? We've identified nine actions that may make them successful.

They agree on the context in which the future CEO will lead the company,
as well as the skills, experience and personal traits the CEO will need

They know who owns and manages the succession planning process

They have a documented plan with a timeline and process for updating it

They have a well-defined emergency succession plan

They start succession planning from day one and include the new CEO
in the process

They have a strong and diverse candidate pipeline

They use a data-driven evaluation process

They understand the importance of communicating their succession
process to stakeholders and championing their chosen candidate

They have a strong onboarding plan to support CEO transitions
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S They agree on the context in which the future CEO
(0| & ) will lead the company, as well as the skills,
experience and personal traits the CEO will need

A common roadblock to having productive succession discussions is a lack of consensus about how the
company’s short- and long-term strategies should affect the process of choosing the company’s next CEO.
There can also be lack of consensus as to what the company will need in its next leader. This can be an
arduous process with differing opinions, and too often, boards start with the “who,” focusing on individual
characteristics. Finding common ground starts with the “what”: assessing the factors most likely to impact the
business over the next three to five years, such as changing stakeholder demands, environmental risks and
technological advances.

Once the board agrees on how the company’s strategy should reflect these changes, it can identify the skills
and experience the next CEO will need and coalesce around a successor profile. Because market conditions
change quickly, that profile needs to be dynamic. Without routinely refreshing their thinking on what it takes to
lead the company and what strategic direction it should take, boards can’t truly know what they will need in a
CEO.

Boards should also plan for multiple succession scenarios, including emergencies, and contemplate not one but
multiple successor profiles. In the same way that scenario planning assists companies in preparing for a variety
of market situations or disruptions, boards should consider different CEO profiles to tackle those same
challenges. As part of this, directors should identify the qualities that would make a leader a good cultural fit. If
the culture needs to change, they need to define the type of person who could lead the shift. This process
should also include conversations with the current CEO and the senior management team to identify the critical
attributes for CEO success.
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5 m They know who owns and manages
(| the succession planning process

Overseeing CEO succession planning is widely considered a full board responsibility. But determining who does
what within that mandate can be challenging. Most boards designate the nominating/governance or
compensation committees to lead these efforts. Some create a special ad hoc committee for this purpose. No
matter the structure, what's most important is to establish clearly defined roles and responsibilities.

If a board committee oversees CEO succession, it needs to provide the full board with regular updates, so all
directors understand the process, plan and pipeline. The sitting CEO’s level of involvement in succession
planning will vary; at the very least, the CEQO’s responsibility should include developing internal candidates. The
board chair or lead director typically acts as the point of contact for board discussions with the CEO about
succession planning.

Who is responsible for CEO succession planning?

44% 31% 1%
Full board Compensation/human Nominating/ Shared
capital committee governance responsibility
committee between
committees

Note: Data consists of 768 companies from the Russell 3000 that disclose
responsibility for CEO succession in their board and/or committee charters.

Source: The Conference Board and ESG data analytics firm ESGAUGE, May 2023.

Historically, CEO succession planning has fallen to the nominating/governance committee. But given the
modern compensation committee’s expanded scope of responsibilities encompassing executive performance
and evaluations, does it make sense for that committee to also take on the task of CEO succession planning?
Boards may find themselves divided over which committee is more adept and informed, especially given the
intrinsic link between executive performance and succession planning. Undoubtedly, the insights gleaned from
executive evaluations have the potential to accelerate the succession planning process. Boards can pinpoint
desirable traits for future CEO candidates and identify any leadership gaps, thus guiding succession and
development strategies. Compensation committees also typically collaborate with the company’s HR head or
CHRO, who may be the most equipped senior executive to support the succession planning process, including
the board’s engagement with professional recruiters when necessary. Regardless of the approach, the overall
board bears the responsibility of assessing the incumbent CEO while simultaneously strategizing for the next
CEO, establishing a connection between these two critical board processes.
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[—] They have a documented plan with a timeline and
3 b process for updating it

To keep CEO succession planning a priority, directors need to lay out the goals of the process, the cadence for
discussion, the plan’s short- and long-term aspects, and the details of the candidate development program. They
should also determine how often CEO succession planning appears on the board agenda. And although the
current CEO can provide valuable input, the board should regularly discuss succession in executive sessions.

The result of these discussions should be a documented succession plan that lays out the responsibilities of and
expectations for the new CEO. It could also include the skills and experience that a leader will need to drive the

company’s long-term strategy, along with a list of potential candidates.

The plan could also establish a timeline for each step of the transition process, from assessing internal

candidates and interviewing external candidates, to appointing the new CEO and announcing the board’s choice

publicly.

The full board should review and approve the succession plan at least once a year. This allows directors to
update the capability requirements for the next CEO as the company’s needs change.

4 They have a well-defined emergency succession plan

Boards may have only a vague notion of how they
would respond to a sudden CEO departure. Given the
abrupt rise in CEOs leaving unexpectedly, companies
without an emergency plan jeopardize their financial
futures and relationships with stakeholders.

Developing an emergency succession plan requires
identifying strong interim candidates who could step in
quickly, such as the CFO, COO or other senior
executives. Having emergency CEO candidates spend
time with the board and the current CEO to better
understand the business will help smooth the
transition. If there is no clear internal or external
candidate, the board should discuss whether a former
CEO or director could temporarily step into the CEO
role while the board searches for a longer-term
replacement. As part of this discussion, it's important to
assess their comfort level for stepping into the role as
well as the anticipated time horizon.

L Should boards be cautious
of the boomerang CEO?

Since 2018, a total of 35 companies within
the Russell 3000 have reinstated the same

individual to the CEO position. Whether a
short-term patch or longer-term solution,
boards that decide to go this route must
consider the potential likelihood of
attracting attention from activist investors.
Having a former CEO return could signify
that the company is undergoing
turbulence, though few CEOs who are
appointed for a second stint stay for very
long. Either way, boards should be candid
and clear with investors why they would
bring back the former CEO and what their
intentions for the future may be.
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PwC perspectives — CEO succession

The perfect opportunity to consider other types of change

During a CEO transition, boards should review their
companies’ policies on the number of outside directorships the CEO can hold.
Institutional investors, activists and proxy advisors often consider overboarding,
particularly of CEO directors, when making voting recommendations and decisions.
During a CEO succession, boards can revisit whether they need different limitations.

Investors and others have increasingly urged
separating the board chair and CEO roles, with some arguing that a unified role
diminishes the board’s independence. A transition involving an outgoing CEO who is
also the board chair is a good time for directors to assess whether that board
leadership structure is still appropriate. And though there may be benefits to adding
the outgoing CEO to the board, it's important to consider how this might impact the
board dynamics and the board’s relationship with the new leader.

> Is the incoming CEO Did the outgoing CEO
also the board chair? stay on as board chair?

2022 | 0% 2022
2021 4% 2021

2020 2020

Source: Spencer Stuart, 2022 CEO Transitions, February 2023.

When searching for CEO candidates, boards
should make a concerted effort to consider CEO candidates that differ in
gender, age, race and ethnicity. Of course, the process of attracting diverse
CEO talent begins with fostering diversity within the board. A diverse board can
attract and pave the way for a wider and more diverse pool of CEO candidates.
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o o| They start succession planning from day one
S ﬂ‘zﬂ and include the new CEO in the process

Once boards have gone through the hard work of appointing and transitioning a new CEO, few directors have the
appetite to restart the planning process. Many put it off for two to three years after the new CEO is appointed. If
the CEO isn’t planning on leaving anytime soon and is meeting expectations, it can be hard for boards to start the
conversation.

High-performing companies and boards push past that reticence, recognizing that an ongoing process benefits
everyone. One way to reduce the awkwardness of talking about a CEO’s replacement is to make it a routine
conversation. Discussing successors regularly, no matter who holds the position and how good their performance
is, will help make the conversation feel less personal. At a minimum, boards should put it on their work plans to
review and discuss at least once a year.

A board that makes it clear to its CEO from day one that planning for succession is a critical part of the board’s
job can circumvent much of the anxiety about whether the CEO will feel threatened by the process. The CEO’s
responsibility, much like the board’s, is to avoid the disruption of a messy transition.

The CEO’s primary role in succession planning is to identify potential successors and make sure those people
are getting the proper experience and exposure for the position. To do this right, boards have to really get to
know the CEO and go through robust scenario planning with both the CEO and the rest of the executive team.
Directors should also ask for regular updates from the CEO and chief human resources officer (CHRO) on their
progress in identifying and developing internal candidates who could address the various business scenarios.

Directors have a rosier view on their ability to identify CEO successors

P
9% = 43%

of directors are very confident in — of executives don’t trust their boards
their boards’ ability to effectively identify to effectively identify candidates for
candidates for CEO succession CEO succession

Source: PwC, 2023 Annual Corporate Directors Survey, Source: PwC and The Conference Board, Board
October 2023. effectiveness: A survey of the C-suite, May 2023.
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/@ They have a strong and diverse
candidate pipeline

Maintaining a strong pipeline of CEO-level talent can be a

significant challenge in succession planning. If and when Be intentional in

a transition becomes necessary, a weak pipeline can @ increasing diversity

result in a scrambile to fill the role or in choosing someone

who’s not yet ready for the challenge. The first step is a When searching for CEO candidates,

thorough assessment of the company’s leaders — going boards should make a concerted effort to

beyond CEO direct reports — with the aim of identifying consider CEO candidates who differ in

individuals poised to become the company’s future leader. gender, age, race and ethnicity. To uncover
diverse internal talent, boards may have to

take a wider assessment approach. It may
be necessary to delve two layers down to
cultivate talent and tap into a more diverse
of directors say their boards include audience. And because talent is inherently
71% diversity metrics in succession planning aligned with specific roles, boards should

Review the makeup of your successor pipeline

(i.e., measuring the makeup of the successor pool by
gender, race/ethnicity, nationality or other key diversity
metrics) in succession planning.

avoid focusing too much on current
candidate positions within the company.

Source: Russell Reynolds, “Inefficient Succession Planning Holds C-suites Back,”
April 21, 2023.

Boards should also focus on internal successor growth and development. According to a recent survey, only 45%
of C-suite leaders report development plans for succession candidates. A formal internal candidate development
program can provide firsthand experience in the functions the CEO performs, including reporting to the board.
This, in turn, enables the board to get to know candidates and evaluate their performance. Candidates in the
pipeline should also gain exposure to various aspects of the business and be given responsibility for major
initiatives, such as guiding the company’s entry into new markets. The board should see this not just as an
exercise to develop internal CEO candidates but a way to develop a broad set of leaders who will be critical to
supporting the new CEO.

When two or more internal candidates are competing for a CEO vacancy, directors need to be mindful of the
potential impact on company culture. Candidates may become competitive long before a transition becomes
necessary, raising tensions.

Directors also need to conduct scenario planning to anticipate the possibility of executives passed over for the
position leaving the company, asking which candidates are critical for the company to retain after the decision.
Directors can help find or create new roles or opportunities for those key executives.

It's also essential for directors to deepen their understanding of the external talent market and cultivate a range of
relationships. By having a balance of internal and external candidates in the conversation, boards cast a wider
net. Boards should know where potential external candidates are today, and who they could pull in tomorrow if
needed. Additionally, confidential external benchmarking to identify outside people who might be considered for
the CEO role can give directors a stronger sense of internal candidates’ strengths and weaknesses. However,
only 36% of leaders report conducting benchmarking of internal and external talent today.
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V4 [I[||]|] They use a data-driven evaluation process

Even boards with robust succession planning
may deviate from it when confronted with the
responsibility of naming a new CEO. This makes
the information used in the decision-making
process even more critical.

Boards should consider their methodology for
evaluating candidates and use the resulting
information in their decision-making process. The
most effective boards leverage data to aid
impartiality and objectivity. Adopting an analytical
and evidence-based approach to assessing CEO
candidates can reduce bias, allowing boards to
avoid evaluating candidates based on personal
preferences and familiarity. Simultaneously,
leveraging data in the succession process can
effectively highlight outlying opinions and
possible favoritism against objective facts about
each of the candidates.

How are boards
assessing candidates?

Boards have long sought a way to future-proof
CEO candidates, evaluating how well they can
navigate contextual changes and steer the
organization. Twenty-six percent of directors
reported in a recent study that their boards
utilize psychometric assessments based on
personality and behaviors to gauge the soft,
and harder to evaluate, leadership skills. Other
types of assessments include behavioral
interviews, 360-degree peer reviews and other
similar methods to gather anecdotal insights.
However, one assessment approach that
seems to be gaining in popularity is immersive
evaluations with the board.

Immersive evaluations essentially consist of
job simulations placing CEO candidates within
realistic scenarios played out by actors. The
aim is to observe how executives handle and
resolve complex issues. Such simulations can
span an entire day, featuring numerous
meetings in which the candidate interacts with
the board, leadership team, and investors
through a mock scenario. The scenarios vary
based on the company's current challenges —
ranging from strategic shifts to discussions
with activist investors and leadership
transitions. This approach brings board
members much closer to the evaluation
process, granting them the opportunity to
directly witness how candidates lead and
make decisions in real-life situations.
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They understand the importance of communicating
% their succession process to stakeholders and
championing their chosen candidate

In the era of activist investors, it's important to establish and maintain transparency. Boards should consider
outlining their CEO succession process in the company’s proxy statement. This could include a description of
who is responsible for leading the process, how the company identifies and assesses CEO candidates, how often
the board reviews the succession plan, and how the board would respond to an emergency departure.

Directors also need to plan to promote a new CEO to lay the groundwork for a successful tenure. If and when the
succession plan is put into effect, the media, employees and other stakeholders should all hear the message that
the board fully supports the new executive.

V They have a strong onboarding plan to support
CEO transitions

Making detailed onboarding plans may seem premature with no CEO transition on the horizon. But again, the
unexpected is happening more and more often, and the board may need to move more quickly than directors
envision. Failing to quickly and adequately onboard an incoming CEO, particularly an external candidate, may put
companies at a disadvantage.

The best boards have an onboarding plan that helps the new CEO get up to speed on company goals, strategy
and culture, with directors investing time in listening to and guiding the new CEO. Onboarding details should be
shared with key stakeholders and senior business leaders, and the plan should include the division of
responsibilities of the outgoing CEO should they remain in the role for a period. Having a well-structured plan will
ultimately contribute to the success of the incoming CEO.




Eyes on the prize

These turbulent times demand much more from corporate T,
leaders. Done well, CEO succession and transition planning

can boost stakeholder confidence in the company’s board

and executive leadership — and, when the time for a

transition arrives, increase a company’s chances of getting a

CEO who can lead the company into a profitable future. i i
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