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Accountability for performance outcomes is a key tenet of good corporate 
governance, and as the most senior executive in the organisation it is important 
that the chief executive officer (CEO) is held to account by the board.

Although the board should exercise this 
function on a continuous basis, it is good 
governance practice to set aside time, at 
least annually, to dedicate to a more formal 
performance review and appraisal of the  
CEO. Many organisations also incorporate  
the CEO’s annual remuneration review in  
that process.

The principles of the performance review  
and evaluation process include:

• Continuous improvement;

• Review and assessment of historical 
performance against:

 - job description and expectations

 - key performance indicator sets

 - organisation’s code of conduct and  
ethical value base

 - organisation’s goals and strategy;

• Identification of:

 - any impediments to enhanced 
performance

 - professional development and  
training opportunities to improve  
future performance;

• Agreeing any initiatives or developmental 
opportunities arising from the review;

• Setting of key performance indicators for  
the future to align performance expectations 
with the organisation’s strategic objectives;

• Review of remuneration arrangements and 
adjustments as appropriate including:

 - performance against last year’s 
incentivised remuneration key 
performance indicators (as may have 
been set) so as to determine any accrued 
incentive remuneration benefits due

 - benchmarking remuneration against 
industry norms and CPI movements

 - establishment of future incentivised 
remuneration terms (if and as applicable) 
against ongoing key performance 
indicators and outcomes.

Assessing the performance of the CEO is the 
responsibility of the entire board although 
boards often delegate management of the task 
to a committee of the board. The CEO is the 
link between the board and the management 
team in the governance of the organisation,  
so the board has a vested interest in the CEO 
being effective. Ensuring the CEO meets 
performance expectations is also important 
due to an increased focus on governance 
accountability generally. 
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PERFORMANCE REVIEW AND APPR AISAL OF THE CEO

The board and the CEO share the responsibility of ensuring 
that the organisation meets its goals and objectives. 

Why conduct an appraisal?
The board and the CEO share the 
responsibility of ensuring that the 
organisation meets its goals and objectives. 
Common expectations that boards have  
of their CEOs include showing leadership  
and strategic vision, having a high level  
of business judgement and the ability to  
meet performance targets while working 
towards longer term goals. 

The board’s expectations of the CEO’s 
performance should be communicated to  
the CEO in advance – initially in the CEO’s 
letter of appointment or employment 
contract – and thereafter progressively 
as the prioritisation or emphasis of those 
expectations change in response to the 
changing dynamic environment and 
circumstances of the organisation.

The benefits of evaluating the CEO include:

• promotion of good CEO and  
board relations; 

• clarification of the strategic direction  
and to ensure that the board and  
CEO are moving in the same direction; 

• provision of early warnings of  
potential problems; 

• to focus the CEO’s attention on the  
CEO’s accountability for performance; 

• encouragement of the development  
of the CEO’s skills and attributes.

However, a poorly done performance 
appraisal can demotivate and cause 
disharmony between the board and CEO. 
Care should be taken to ensure that the 
appraisal does not become a governance  
box-ticking exercise. 

How to conduct an appraisal?
Desirably, the process should begin before 
the new financial year commences so that 
performance objectives which reflect the 
organisation’s strategic objectives and 
priorities can be agreed upon. The starting 
point is to define the parameters and 
objectives of the appraisal including:

• Who is responsible for the process?  
Usually it will be the chair or it may be 
delegated to the chair of nominations 
or remuneration committees or a small 
delegated sub-committee for that purpose. 

• What will be evaluated? Will information  
be qualitative or quantitative? Is it financial 
performance, stakeholder relations, 
relations with the board, input into strategy 
formulation, strategy implementation?  
If analysing CEO behaviours, quantitative 
measures may not be appropriate. 

• What are the anticipated outcomes? 

• Who will contribute feedback? Directors 
only? Will it be a 360° appraisal where  
the CEO’s subordinates (that is, the senior 
executives) provide feedback as well?

• How will the information be gathered? 
Will it be through informal chats, formal 
interviews, questionnaires? 

• Will the CEO have the opportunity to 
present a self-assessment to the review 
group? What does the CEO see as his/her 
key achievements for the year and where 
they believe they are headed in the  
coming year?

These agreed parameters should be 
communicated and agreed to in advance  
by the CEO.

The next step is to gather information  
by whatever method or combination of 
methods have been agreed upon. The results 
are then compiled and presented to the  
board (perhaps initially via the relevant  
sub-committee if appointed) for discussion.  
When a consensus view has been reached,  
a final report can be prepared.
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The results can then be given to and discussed with the 
CEO. As this can be a sensitive time it is suggested that 
at least two directors be present to ensure that it is not 
presented as one person’s view and that a more complete 
picture is given. The evaluation should be given verbally 
but be supported by a written document. The outcomes  
of the appraisal will assist in setting goals for the CEO  
in the following year. 

In undertaking the process, a board needs to be clear  
on what it is measuring and the information it needs  
to measure effectively. That might include:

• How well the CEO determines the organisation’s 
strategic direction and then owns that vision;

• How aware they are of broader market  
and customer considerations, and how these 
considerations are addressed in decision making;

• Whether/how the CEO ensures tasks within the  
business are properly executed;

• What their people management skills are like;

• Whether they have developed shared goals, values  
and behaviours in the company;

• What their relationships with peers and associations 
outside the company are like; and

• How well they execute multiple decisions in the  
day-to-day life of the business.1

COMPONENTS OF A CEO REVIEW

A.  Timing
Reviews and evaluations should take place:

i.  Consistent with the CEO’s employment contract;

ii.  Whenever considered appropriate by the organisation in case of special need or concern;

iii.  At least annually.

B.  Process
Reviews and evaluation should include:

i. The review process and the criteria against which the review is undertaken are agreed  
in advance of the time period of the review.

ii. Accepted human resource industry standards for such reviews including the prospect of  
360˚ feedback review processes as may be appropriate from time to time;

iii. Facilitated by the board chair (or chair of Nomination or Remuneration Committees)  
or an external facilitator;

iv. Provision of sufficient and appropriate information to both the reviewer and the reviewee to assist the 
integrity of the review and any performance benchmarking to be considered as part of the review;

v.  An agenda for the review including key issues to be discussed as part of the review;

vi.  Sufficient advance notice of the review to be given to reviewer and reviewee to allow time  
for proper reflection and preparation;

vii.  The review itself being conducted in an open and transparent manner with a view to constructive  
criticism on areas for improvement and acknowledgement of areas of past achievement.

C.  Recording

i. Notes prepared by the facilitator arising from the review, including agreed initiatives arising, key 
performance indicators for the future, and any variation to job description/scope or remuneration;

ii.  The notes also being given to the reviewee for formal acceptance as a fair record of the review.

iii.  Details of the review process and outcome being confidentiality recorded in the organisation’s  
corporate HR records.
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Should there be ongoing evaluation?
The CEO’s performance should be monitored 
and constructive feedback given by the chair 
(after consultation with the board) on an 
ongoing basis (perhaps at least quarterly) 
rather than once or twice a year only. 
This alerts the board to potential issues or 
problems arising and provides opportunities 
for the board and CEO to work to overcome 
them before they escalate. Providing timely 
and constructive feedback to the CEO also 
promotes trust and respect between the 
board and CEO. 

What are some other considerations?
Distinguish between the CEO’s and the 
organisation’s performance, although the two 
may be closely related. What is happening in the 
broader external market – economic slowdown, 
price wars with competitors, etc. – can impact 
on an organisation’s performance but may not 
be directly attributable to the CEO. The CEO can 
perform strongly even when the organisation 
does not. 

Only evaluate the things for which the CEO has 
responsibility (including by way of delegated 
authority and oversight). 

Separate the initial appraisal element of the 
review from the remuneration element of 
the review because it can skew short term 
performance and sometimes lead to selective 
analysis and presentation of supporting data.

Focus primarily on the extent to which the 
outcomes for which the CEO is responsible meet 
the board’s expectations, not on the personal 
attributes, although these may be relevant as 
well as part of ongoing personal professional 
development for the CEO.

Give praise and constructive criticism in a timely 
manner – don’t just save it up for once a year. 

Even if the appraisal is delegated to a 
board committee, the whole board retains 
responsibility and should have input. 
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Disclaimer
This document is part of a Director Tools series prepared by the Australian Institute of Company Directors. This series has been designed to provide general 
background information and as a starting point for undertaking a board-related activity. It is not designed to replace legal advice or a detailed review of the subject 
matter. The material in this document does not constitute legal, accounting or other professional advice. While reasonable care has been taken in its preparation, 
the Australian Institute of Company Directors does not make any express or implied representations or warranties as to the completeness, currency, reliability or 
accuracy of the material in this document. This document should not be used or relied upon as a substitute for professional advice or as a basis for formulating 
business decisions. To the extent permitted by law, the Australian Institute of Company Directors excludes all liability for any loss or damage arising out of the use 
of the material in this document. Any links to third-party websites are provided for convenience only and do not represent endorsement, sponsorship or approval of 
those third parties, or any products and/or services offered by third parties, or any comment on the accuracy or currency of the information included in third party 
websites. The opinions of those quoted do not necessarily represent the view of the Australian Institute of Company Directors.
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About us 
The Australian Institute of Company Directors (AICD) is committed to strengthening society through world-class governance.  
We aim to be the independent and trusted voice of governance, building the capability of  a community of leaders for the benefit  
of society. Our membership includes directors and senior leaders from business, government and the not-for-profit (NFP) sectors.
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