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= INTRODUCTION

Board directors play a critical role in driving the strategic
trajectory of an organization.

Given the impact of the board and its function, implementing an effective capital
allocation approach is key to ensuring an organization’s financial health and long-term
sustainability.

In this article, we examine the essential competencies, skills, and experience required for
board directors to ensure:

¢ Strategic allocation of capital on behalf of the financial services organizations they
lead
o Effective decision making in a dynamic economic landscape

As with all Massey Henry thought leadership, this work is
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Effectively navigating capital allocation is
essential for driving long-term value and
sustainable growth. Through our partnership
with Massey Henry on board director
mandates, it is clear that the role and key
competencies of the board are evolving. In
addition to financial acumen and risk
management expertise, today’s directors
must also demonstrate the ability to adapt to
new technologies and shifting economic
conditions to inform strategic decisions.
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KEY SKILLS

Higher interest rates create a
challenging environment for

organizations.

To ensure they are prepared to make
astute and strategic capital allocation
decisions on behalf of an organization in a
higher interest era, board directors must be
equipped with financial acumen and risk
management expertise

L/
A
Financial Acumen

Deep proficiency in financial reporting and analysis is imperative
for all board members.

The complex nature and far-reaching consequences of economic decision-making in a period of
higher interest demands full participation from all directors in evaluating management’s
recommendations.

Overreliance on the expertise of audit or risk committees, or on the knowledge of outside experts,
can result in a superficial examination of alternative capital allocation decisions.

Risk Management Expertise

Ensuring a proactive approach to financial and operational risk
management is becoming increasingly more critical.

Expertise in identifying, evaluating, and mitigating risks associated with capital allocation
decisions is fundamental for directors. The economic and financial challenges of the past five
years have underscored the need for a proactive review of organizational and financial risk
factors.

Given the dynamic nature of geopolitical and global economic risks, boards, in collaboration with
management, must engage in frequent scenario planning and stress testing.

The significance of experience in reviewing outputs to understand the potential impact of varying
economic conditions, higher interest rates, and global climate change continues to grow.



KEY SKILLS

Beyond financial acumen and risk management expertise,
directors must leverage strategic and innovative thinking
to make decisions that appropriately balance risk and
growth in a dynamic financial climate.

Given the cost of capital considerations and continued inflationary
pressures, weighing short and long-term strategic objectives will require
boards to ensure that capital allocation decisions are evaluated for an

appropriate balance of growth and risk.

This is particularly key when critically assessing:

@ New business opportunities

& Divestitures

Mergers and acquisitions

&

In a higher interest rate environment, directors must be
innovative thinkers, open to alternative approaches
and new technologies that can enhance capital

allocation and operational efficiency.

Experience provides valuable context, but it should not limit the range of
options considered. In tandem with an openness to innovation, directors
need to be adaptable. The pace of economic change continues to
accelerate, and therefore it is paramount that directors and C-suite
executives have the capacity to adapt to shifting economic conditions and

maintain strategic agility.

Directors and C-suite executives must have the
capacity to adapt to shifting economic
conditions and maintain strategic agility.




—= KEY COMPETENCIES

While many of the key issues listed below have long been

prominent on boards’ agendas, the current challenge for

management and directors is making effective decisions in an

environment where the cost of capital and financial hurdles is

higher than ever, and this increase is expected to persist.

As such, in today’s dynamic environment, board expertise is required in the

following crucial areas:

@

Cost Optimization

Boards, in collaboration with management, must identify and implement
cost-saving measures across operations to ensure their organization
can maintain its competitiveness and profitability in stressful
macroeconomic times.

Investment in Growth Areas

Investing in high-growth sectors such as cloud computing and
cybersecurity offers strong ROI despite higher capital costs, and the
expertise required to effectively prioritize these investments is essential.

Debt Management

Effective debt management, including the refinancing of existing
debt to take advantage of lower rates and extend maturities, is vital
for reducing short-term financial pressure. Additionally, boards
should consider non-bank lending options through private markets.

Artificial Intelligence Adaptation

Boards must ensure effective oversight and reflect on the scope and
extent of Al technology adoption and subsequent implementation in
their organization.

Climate Change

Ensuring management carefully considers climate change's
operational and financial consequences is a critical function of the
board.



== THE BOTTOM LINE

By possessing diverse competencies — including financial
acumen, risk management expertise, strategic thinking,
and adaptability — board members will be better
equipped to make informed decisions that guide
management through economic challenges and seize key
opportunities.

When selecting board directors, it is therefore crucial for
financial services organizations to have a clear
understanding of the core competencies necessary for
effective governance. Prioritizing sound capital allocation
and safeguarding the organization’s financial health and
long-term sustainability must remain at the forefront of
these decisions.




ABOUT MASSEY HENRY

Massey Henry is one of North America’s leading executive
search and board advisory firms focused exclusively on the
financial services sector. With an experienced team of industry
leaders and executive recruitment specialists, the firm combines
innovative technology with sector expertise to provide clients
with full-scope talent assessment, coaching, succession
planning, and executive search services.

Financial services clients are our only priority.

Unlike traditional search firms, we are not generalists. Whether
corporate  and commercial banking, insurance, asset
management, or fintech, we are a specialized firm that
understands the nuances within the financial services sector,
allowing us to build a deep network of vetted candidates from
coast to coast.

We have led executive searches across the spectrum of
the financial services industry, including:

¢ Retail and Commercial Banking
e Insurance and Reinsurance

e Asset & Wealth Management

e Capital Markets

e Family Offices

Credit Unions

Private Equity

Fintech

Payments

Corporate and Investment Banking

Some of the roles we have supported include:

e Board Chair and Directors

e Chief Executive Officer

e Chief Risk Officer

e Chief Product Officer

e Chief Human Resources Officer
e Chief Financial Officer

e Chief Compliance Officer
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Chief Client Experience Officer

Chief Payments Officer

Chief Investment Officer

Chief Operating Officer

Executive Vice President, Digital & Strategy
Vice President, Cybersecurity

Vice President, Finance
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