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Why does the board need to know the
company’s culture? Hint: to make sure
it’s an asset, not a liability

A healthy corporate culture supports a company in delivering on its
strategy. A dysfunctional culture can seriously damage the brand.
This makes board oversight of corporate culture critical to determine 4
whether it impedes or enables the business. But how do you
assess, track and monitor something so elusive? We outline some
basic steps you can take.

s



While corporate culture has always been an important boardroom topic, the
profound shift to remote and hybrid working propelled by the pandemic has put a
brighter spotlight on it. For leaders as well as employees, the entire notion of the
workplace has changed — and culture along with it.

Corporate culture encompasses the beliefs and often-unspoken understandings that
influence behavior throughout the company. It helps inform how a business will deal
with customers, partners, employees and every other stakeholder. Simply put, it's
the self-sustaining patterns of behaving, feeling, thinking and believing. It is the
foundation of “how we do things around here.”

At its best, culture is an asset. Being a positive, supportive place for people to work
and do business can help attract and retain talent while encouraging agility and
innovation. When closely aligned with a company’s purpose, values and strategy, it
can be a powerful enabler of success. At its worst, culture can be a hindrance,
undermining initiatives and performance. When a disconnect exists between culture
and the company’s priorities and values, trust erodes, risks and crises can increase,
employees are unhappy, and leaders’ ability to achieve key objectives is
undermined, threatening reputational and financial risk for the company.

Corporate culture becomes established organically, often over long periods of time,

! | | and it can change subtly, unpredictably and for a variety of reasons. An organization-
E—ﬂd .! wide cultural shift may follow a strategy reassessment or overhaul, a significant
I k.‘ i "‘.'I RS acquisition or merger, a hiring spree or wave of layoffs, new employee mandates for

remote or in-office work arrangements, or something else. Consider also that a

company often has multiple cultures that the board needs to understand and assess

due to its operations across global markets, different business units, or even a major
i acquisition or merger.

s | While management is responsible for setting and cultivating culture, boards have a
B “;_I i responsibility to understand, assess and monitor corporate culture — and to look for
e warning signs if things seem to be moving in a negative direction — to voice
concerns and act. The problem: Culture is inherently intangible and difficult to

M f—— quantify, and directors’ limited visibility into daily operations make it a challenge to =i
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ability to oversee what’s going on at the company underneath the figures and charts.
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Four key questions that directors can address

in exploring the board’s oversight role

1. Do we have a board approach to overseeing corporate culture?

. Does the company’s culture align with the stated purpose, values and
strategy?

. Does the information and metrics the board receives suggest that corporate
culture is understood and healthy or that it needs to be addressed?

. Do our board practices and tone at the top align with the corporate purpose,
values and strategy?
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1 Do we have a board approach to overseeing

corporate culture?

Given the importance of culture in executing strategy, monitoring it really should be a responsibility of the full
board. But board committees also play a critical role:

/@ Audit

committee

Discusses culture-related
aspects of internal and
external audits, compliance
reviews, employee hotlines
and whistleblower reports,
and regulatory examinations.
Together, these provide
insight into the ethics, safety
and attitudes toward risk and
compliance that can
characterize a company’s
culture.

$ Compensation

committee

Considers the impact of
compensation plans on culture.
The committee reviews incentive
programs at all levels of the
company, focusing on those that
could encourage high-risk
behavior, discourage innovation
or otherwise impede achieving a
strategically-aligned culture. The
chief human resources officer
regularly provides metrics and
insights relating to culture.

°o— Nominating/governance
o—| committee

Ensures that board guidelines
and committee charters
articulate how each board
committee oversees culture as
well as how the board’s
ongoing work will incorporate
cultural oversight.

An assessment of the corporate culture should be on the board’s agenda at least annually so all
board members can weigh in, sharing insights from committee oversight. Some boards include a
discussion of culture as part of the annual strategy retreat; others embed it in their conversations
throughout the year. While the board approach may vary, corporate culture should be a discussion
topic when specific events occur such as a significant acquisition or a CEO succession.

Stakeholder engagement

Directors should communicate with stakeholders about their perceptions of the
company’s culture and aspirations. This includes being prepared for engagement with
large investors to understand whether the board has a clearly defined role in advising
and overseeing management’s approach to strategy, purpose and culture with a focus
on sustainable, long-term value creation. In these discussions, directors may be

asked about:

culture?

What is the culture, how do you understand the
culture throughout the company and how does it align with the strategy?

How do pay strategies and incentive structures impact corporate

How do business practices foster a diverse, equitable and inclusive culture?

How does management solicit employee
concerns and ideas, act on them, and keep the workforce engaged?
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2 Does the company’s culture
align with the stated purpose,
values and strategy?

The board should understand the company’s culture to
determine whether it is driving the strategy, promoting the right
behaviors and encouraging employees to take appropriate
risks. A formal assessment of the culture may be conducted
internally or by a third party to determine how it aligns with the
company’s purpose, values and strategy.

Based on the culture assessment, the board will want to
discuss with management the key existing cultural traits that
may be helping or hindering the company’s strategy and
performance. Directors also will want to address the cultural
traits the company desires to have in place to increase the
company’s success. For example, if a company is desiring an
innovative culture, it may consider traits such as whether the
company is comfortable with taking risk or risk averse, if the
company is likely to pursue small, incremental improvements
or large revolutionary change, and whether the organization is
more hierarchical or egalitarian. A focus is then on how to
close the gap between the existing culture and desired culture
of the company and which cultural traits need to evolve or be
amplified. Directors will also want to pay attention to
subcultures and how gaps may be different by geography or
business unit. But evolving cultural traits is most practically
achieved by changing behaviors. Overall, boards will want to
understand how the desired cultural traits are translated into
specific, actionable behaviors with the objective to get “more
people at the company doing more of a behavior more of the
time” to help the organization shift toward its goals.

Since it’s difficult to influence more than a few behaviors at a
time, management should seek to identify “the critical few.”
These are three to five behaviors that, if a critical mass within
the company adopts them, would have the greatest impact on
creating the culture the company needs to achieve its
business goals. Aligned with the strategy, risk management
and incentive structures, the board can monitor how well the
critical few behaviors are adopted.

Be aware that changing culture takes time. It can easily take a
year or more of focused work to see a meaningful, productive
shift. And the CEO and senior executives’ leadership are
critical to driving cultural change supported by personal role
modeling and frequent communications to stakeholders.

|
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https://www.strategyand.pwc.com/gx/en/insights/books/the-critical-few.html

Creating cultural change to align with strategy — an example

A financial services company wanted to transform to become more innovative and customer-centric to align
with its strategy and the accelerated use of technology throughout the organization. But the firm’s culture was
very hierarchical and process focused, with a cautious approach to change. That kind of culture has long
made sense in the financial services industry, which is heavily regulated and rewards compliance with
predefined processes, but it doesn’t readily align with innovation and customer-centricity.

To change the culture and amplify innovation, the company focused on behaviors such as “trusting and
learning”: implementing activities such as informal project team check-ins to surface what is working and what
is not and to learn from mistakes in a safe space. Management adapted some policies to give employees
more decision rights and identified actions to improve cross-functional collaboration and transparent
communication. Management also set up an advisory board on which a small group of employees could
provide unvarnished feedback to the leadership team. This broke down the firm’s hierarchical culture and
helped it become more innovative.

For more information, refer to: Does your culture fit your strateqy?



https://www.strategy-business.com/article/Does-your-culture-fit-your-strategy

3 Does the information and metrics the board receives
suggest that corporate culture is understood and healthy
or that it needs to be addressed?

Inevitably, directors will likely assess company culture at least partly with qualitative and intuitive assessment.
Noting the CEO'’s tone and seeing how leaders interact inside and outside the boardroom can help gauge
culture. Assessing communications and transparency from regular updates in the boardroom can also help, as
can talking to key people such as the chief internal audit executive, chief risk officer, chief compliance officer or
chief human resource officer. Directors might consider input from the external auditor, outside counsel or other
external advisors who regularly engage with the company, and engaging with customers and employees during
company site visits or social events can provide valuable information.

But qualitative assessments are insufficient. Whether the goal is to improve culture or sustain an already strong
one, boards need quantitative data to assess whether the corporate culture is strong or whether there is an issue
that needs to be addressed. A formal assessment of culture and its alignment with strategy is one data point. But
directors also will want other data and metrics — beginning with employee turnover statistics and comprehensive
employee engagement survey results — to monitor the behaviors they would like to see change and other areas
they want to understand. These might be key risks or aspects of incentive programs that could cause
inappropriate behavior. For a broader picture, measures should include not only internal data but material from
external sources such as social media sites.

What directors use to evaluate corporate culture

76%

Employee turnover statistics

Employee engagement survey results — 75%

Intuition/gut feeling from interacting with management g 59%

55%

Attrition rate of high performers vs. total attrition

39%

Customer service/satisfaction survey results
Exit interview debriefs 37%

360-degree feedback results for executives

30%
Number of customer complaints/trends 29%

Code of conduct training results 25%

Summary of external press 11%

Summary of social media comments . 6%

Q: Which of the following do you use to evaluate your company’s corporate culture? (select all that apply) . .
Base: 460

Source: PwC, 2024 Annual Corporate Directors Survey, forthcoming.
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One of the best ways to capture this information is to use a tool such as a culture dashboard with green, yellow
and red flags to highlight changes and activity over time.

A culture dashboard for directors — an example

[ ] Ethics/code of conduct [] Social media analysis D Employee engagement D Product quality ratings
training certification survey/employee pulse
results Bl Analyst/activist survey results [ | Proportion of employees
investor/social activist who completed training
0 Whistleblower/ethics commentary Wl Ability to attract and related to strategic
hotline trends retain diverse talent initiatives
B Media interest (e.g.,
Summary of lawsuits press mentions) [] Turnover rate of high B /ncentive compensation
and legal/regulatory performers plan details and
activity [] Customer satisfaction performance
survey/customer . Leadership turnover rate
[l Degree to which complaint trends B Key performance
significant internal audit B Number of hires who indicators for business
findings are addressed resigned within 6-12 units
on a timely basis months of hire

[] Safety metrics
B Exit interview trends

[ ] Trends in 360-degree
feedback for executives

Workplace shifts and corporate culture

Boards will want to address the cultural impact of any major workplace shifts and explicitly ask management
how they are adjusting their strategy to address them. Here are a few major shifts that boards should consider:

. have positively impacted corporate culture by improving
employee retention, work-life balance and expanding talent pools. However, these shifts have also posed a
challenge by compromising employee collaboration and relationship-building, which are often nurtured
through in-person interactions.

can be used to streamline processes, automate repetitive tasks and increase
operational efficiency, allowing employees to focus on more strategic and creative work. But it also raises
concerns about job displacement and the need for upskilling and reskilling.

efforts can foster an inclusive environment. Organizations can leverage their employees’ diverse
perspectives and experiences, leading to enhanced innovation and collaboration as well as overall
employee satisfaction and trust. Without this culture, employees may not feel valued and represented,
which can lead to higher turnover rates and a decline in company success and productivity.

can promote a positive work environment, boost morale, and ultimately lead
to increased productivity and loyalty among team members. Failing to prioritize mental health and well-
being can result in increased absenteeism, higher turnover rates and productivity loss.

| Why does the board need to know the company’s culture?




4 Are our board practices and tone at the top aligned with
the corporate purpose, values and strategy?

Boards themselves can have a major impact on corporate culture, setting the tone at the top. Directors’ actions
reverberate throughout a company, creating accountability and sending signals to employees at all levels.
Directors need to be aware of their influence and ensure their decisions and actions align with company strategy
— otherwise, they can unwittingly impede growth and innovation.

For example, one company’s strategic goal was to expand globally. Everyone, including the board, had signed
on. Yet whenever executives asked the board to approve deals involving emerging market investments, directors
were reluctant. Eventually, senior leadership explained to the board the impact of its unwillingness to approve
these types of proposed deals. The board changed course, and the investment portfolio became much more
globally diversified.

Don’t forget to assess your own boardroom culture

Board culture is often evaluated as part of the board assessment, committee
assessment and individual director assessment processes. The assessment
should address whether board culture is aligned with the company’s strategy
and values and whether it promotes candid communication and rigorous
decision-making. Too often, boards miss the importance of addressing group
dynamics and culture — the human element in their assessments.

A positive board culture creates an environment in which directors feel
comfortable sharing their honest opinions and engaging in open discussions.
This collaborative approach can better enable the board’s strategic
oversight, while a dysfunctional board culture can lead to directors becoming
deferential and disinclined to challenge the status quo. Worse, it can lead to
board members becoming irrational and obstinate. Paying attention to
behavioral biases and factors that can impact board culture and the related
solutions are important.

For more information, refer to:
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https://www.pwc.com/us/en/governance-insights-center/publications/assets/pwc-unpacking-board-culture.pdf
https://www.pwc.com/us/en/governance-insights-center/publications/assets/pwc-unpacking-board-culture.pdf
https://www.pwc.com/us/en/services/governance-insights-center/library/board-culture.html
https://www.pwc.com/us/en/services/governance-insights-center/library/board-culture.html

In conclusion

Getting culture right can make it one of a company’s greatest assets, and a
strong competitive differentiator. Ask yourself whether your board really
understands the company’s culture and how the culture needs to evolve to
position the company for even greater success.

How PwC can help

To have a deeper discussion about how this topic might impact your business, please contact your engagement
partner, a member of PwC’s Governance Insights Center or a member of PwC’s Katzenbach Center.
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