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Executive Summary 
 
Great leaders ensure that 

their legacy lives beyond 

their tenure.  The desire to 

develop successors is ancient, 

but the innovations needed 

to mitigate risk of leadership 

success are new.  The first 

version of succession 

management, version 1.0, was 

messy.  Company leaders announced that they were leaving, and the firm 

scrambled to find a replacement.  In response, Succession 2.0 evolved to 

formalize succession planning.  This included formal plans anchored on 

assessments that were inputs to GE’s famous 9-Box grid that plotted 

potential and performance.  But the logistics of this formal approach are 

affordable only to very large firms.  Succession planning processes are 

also tedious,  untimely, and often fail to proactively groom talent.  This 

white paper introduces Succession 3.0 - a transition from succession 

planning to succession risk management.   Using a private banker’s 

portfolio approach to managing high net worth human capital, it frames 

leader investments as a special case of operational risk mitigation.  It uses 

new science and technology to set standards, precisely measure individual 

leaders quarterly, forecast the likely growth of each unique leader, and 

decide on appropriate developmental investments.  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Introduction 

As a CHRO, Cris was unhappy with how hard it was to find diverse talent 
for her senior-most leadership roles.  She was using all the “best 
practices” including targeted recruiting, psychological assessments of 
potential and performance, and had named successors in her plan. 

She would often struggle to figure out how to accelerate development of 
leaders for pivotal roles, especially the CEO and COO.   In many cases, 
while there were some great high-potential candidates, the same person 
was nominated for six or eight roles, giving false confidence that there are 
enough candidates “ready now” to fill spots that are coming open.  Worst 
of all - it was so hard to connect the succession planning process with the 
experiences that are required to grow senior leaders. 

Cris’ situation is not unique.  Traditional succession tools are increasingly 
insufficient to meet the rapid pace of business and need for more effective 
ways to predict and manage succession risk. 

Succession 3.0 introduces a framework using the latest science and 
technology to dramatically improve the human capital risk management 
process.  Many of the ideas for Succession 3.0 comes from when I was the 
Chief Learning Officer for Sutter Health.  There, part of my role was to 
manage succession plans for 82 fiduciary boards and their CEOs.  I tried 
my best to use the latest science, but I wish I had the innovations that are 
now available, as scaling the process was a nightmare.   This paper will 
show you how to better leverage new technology, analytics, and risk-
mitigating actions that are required to realize the full potential of 
succession as a key element of enterprise risk management.  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Why Does Succession Planning Fail? 

1. One Size Doesn’t Fit All 
Too often, organizations 
fail to tailor development 
to each unique leader’s 
passions, and needs.  
Some of the most 
valuable learning a leader 
can have is through his/
her experiences, but they 
are risky and hard to 
engineer into a 
development plan.   

Historically, companies have tried to pursue easier routes to select and 
develop high potentials.  To pick them, they typically used manager 
nominations and sometimes psychological assessments.  Once in the 
“HighPo” club, each participant received the same training and sometimes 
project-based action learning.  Once in a while they get special access to 
stretch assignments, but that was rare because it is so risky. 

Because each person is different, as is his/her context, this legacy 
approach doesn’t work as well as is needed.  Future Chiefs, CEOs and 
CxOs need to be developed holistically in ways that don’t neatly fit into a 
structured program.  And most people fail to transfer formal learning to 
the job without help.  Consequently, most firms decide not to invest in 
priceless on-the-job coaching, mostly because until recently it was 
prohibitively expensive. 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2. Performance ≠ Potential 

It’s easy to confuse 
performance and 
potential.  Great 
performers seem like 
they should have more 
potential.  But too 
many fail when given a 
bigger role.  What 
separates the high 
performers with 
potential from the rest 
are the degree to which they relentlessly, deliberately, practice like an 
Olympic athlete.  And until recently, it was very hard to assess and develop 
this type of practical, on-the-job learning. 

The latest science suggests that potential is complex.  It involves a 
person’s confidence that they can develop if they try, their ability to solicit 
help from stakeholders at work, and their personality.  The best way to 
measure personality, especially derailing factors like narcissism, is by 
asking stakeholders for input in a calibrated, computer-adaptive 
multisource assessment.  This ensures that any re-measurement is fair, 
accurate, and usefully precise.  But it is also quite rare that leader 
measurements are this trustworthy, useful, and precise. 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3. Meaningless Measurement 

The assessment 
of leaders has 
rarely been as 
precise or 
accurate as a 
ruler.  Today’s 
computer-
adaptive 
approaches are 
now practical for 
both standard 
setting and 

measurement, but until recently were too complex to be practical.   

Further, legacy approaches implement multisource (360) surveys in a 
highly dysfunctional way.  Traditionally, 360’s took a long time for people 
to complete.  Raters felt spammed and over-surveyed, and too often the 
results were highly biased by the quirks of individual raters.     

Today’s new technology makes this process simple, and easy to scale.  
Cloud/mobile systems make it easy to hold the leader accountable for 
influencing others to help him or her grow.  By holding leaders 
accountable for recruiting their own set of supporters,  this new 
technology allows what was once merely a logistical process in a 360 into 
recruiting a support system.  This feedback is but one of many forms of 
support that stakeholders can provide to help a leader grow.   And by 
embedding and automating measurement into regular organizational 
processes, the organization gets transparent, quarterly visibility to each 
leaders development, even if they’re globally distributed.  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4. Snapshots vs Movies 

Today’s predictive analytics use 
cross-sections of each leader’s 
growth like an old Polaroid.  
New innovations use a “movie” 
approach.  Pioneered by 
Professor David Day, Director 
of the Kravis Leadership 
Institute at Claremont 
McKenna College, “Latent 
Growth” models forecast each 
leader’s personal trajectory.  
Dr. Day’s approach allows an 
organization to examine an 
individual or group of leaders 
history of development over 
time, to tailor a progression 
path uniquely for each person.  
Crucially, it turns the 9-Box 
into a longitudinal forecast.  It 
allows the organization to 
identify leaders whose growth is 
consistently high and above the level required for the next promotion.  
When a leader has stopped learning at his/her current, high-proficiency 
level, then Latent Growth Models signal that he or she is ready for a 
tougher assignment.  This has a double bonus - it can both fill an open 
position with a leader who is likely to succeed, and also re-ignite that 
leader’s growth trajectory.   In this way, longitudinal analytics are a more 
practical way to track impact on diverse segments of leaders across the 
enterprise, and verify that risks are mitigated. 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Succession 3.0: HC Risk Management 

The next 
generation of 
Succession 
involves a private 
banking approach 
to managing high-
net-worth human 
capital (HC).   

In the financial 
world, private 
bankers are 
solution engineers for high-net worth individuals.  They help the wealthy 
tailor financial products and services to realize short, medium and long-
term wealth-related goals.   They help their clients diversify their portfolio 
to optimize risk and return, aligned with the client’s objectives.  Similarly, 
Succession 3.0 helps tailor high-net-worth human capital investments.  
Each leader’s personal goals and preferences allow him/her to steer the 
type of on-the-job learning he/she desires.  

New technology even makes it affordable for each leader to have a coach 
serve as his/her private HC banker.  At the organizational level, quarterly 
re-measurements of each leaders’ progress allows for concrete evidence of 
what specific individuals deserve continued investment and promotion.  It 
also allows ongoing identification of job families where the organization 
has risks in both lack of successors, and insufficient talent that will be 
“ready now” in taking on open or soon-to-be-open roles.  The following 
sections will go into each aspect of Human Capital Risk Management in 
more detail. 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1. Enterprise Risk Management 

After Enron, the actuarial 
and risk management 
community adopted 
several frameworks 
recognizing leaders as a 
special type of operational 
risk.   Including 
succession as a part of a 
board’s risk management 
process, is a powerful step 
toward mitigating the risk 

of having an insufficient number of successors.   

When succession is placed alongside other risks, the same valuation 
models traditionally used for financial, insurance, or other “intangible” 
investments become practical for HR risk management.  This is because 
the new computer-adaptive measurement methods are dramatically more 
trustworthy than the past because they achieve levels of accuracy and 
precision previously only available in physical, medical and agricultural 
sciences.  

Computer-adaptive 360s control for biases, and ensure that stakeholders 
(e.g. managers, peers, subordinates) with the best camera angle on each 
leader are the ones who evaluate the developmental progress of each 
leader.  Because these risk audits can now be automated, and tailored for 
each individual, it makes it easy to embed Human Capital risk 
management methods into regular quarterly and annual reviews of risk 
and mitigation strategies alongside other risks. 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2. Time Trial 

The leaders who 
have the most 
potential are 
those who will 
treat their own 
self-development 
as seriously as an 
Olympic athlete.   

Those Olympians 
who have beaten 
their own world 
records listen intently to their nutrition, sports, and physiology coaches, 
and relentlessly apply that coaching to their own development.  They put 
their own development, no matter how painful, ahead of other priorities 
to win.  Great athletes and leaders treat mistakes as teachers, and journal 
about the good and bad lessons they’ve learned from that experience.   

New “Time Trial” technology emulates this Olympic process to select high 
potential leaders.  With a new form of Artificially Intelligent “Clone 
Coaching”, leaders are accountable to apply expert tailored AI coaching to 
their jobs before winning access to an expert coach.   This innovation is a 
key improvement to mitigating the risk of leaders choosing not to learn 
from their real-world experience, and squandering scarce coaching 
resources.  
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3. Tailored, Just-in-Time Support 

It’s hard to focus and 
prioritize development 
in a busy workplace.  It 
takes resolve, proactivity, 
grit, and time 
management skills to 
make a reality.  

New technology now 
exists to scale coaching 
and experiential 
learning to an 
unprecedented degree.    

Through a cloud/mobile platform with expert human and artificially 
intelligent coaching, customized on-the-job learning paths can be created 
to compliment formal courses, action learning and mentoring that is 
typical of successful leader development processes.  And the newest forms 
of AI-based coaching actually allow the leader to get coaching on demand, 
so that he/she can practice a new behavior in a safe place before doing it 
in a riskier real-world situation.  One approach is so effective, it now 
offers a money-back guarantee. 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4. Latent Growth Analytics 
 

The newest 
measurement systems 
are short, precise and 
calibrated to be free 
from bias.  And 
because they are 
automated, every 
quarter you can get a 
pulse on which 
leaders are growing 
fast, versus those who 

are flatlining.  These quarterly measurements are ideal for a cutting edge 
forecasting technique known as Latent Growth Modeling (LGM).  With at 
least three quarters of measurement, predictions can be made about 
trajectories of individual leaders.   

Crucially, these precautions can be compared with leadership standards, 
and forecast demand for leaders to look at progress and remediate 
accordingly.  It allows forecasts to look at make/rent/buy options for 
human capital when the rate of development is too slow to meet the need 
for successors, for example.  This new technique is key to forecasting 
leader supply and demand that is the central goal of succession risk 
management. 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5. Human Capital Portfolio Management 

Financial analysts have 
been using Real 
Options to mitigate risk 
and value uncertain 
intangibles for years.  
But these portfolio 
models are only useful 
if the raw measures they 
use are sound.  By 
leveraging computer-
adaptive measures, and 
latent growth forecasts, probabilistic financial methods become practical 
to invest appropriately in mitigating leadership risks.  Analysts can use 
Monte Carlo simulations to look at different bundles of investments in 
leaders, and their impact.   

And if they wish to monetize these risks, and make sure the investment 
will be commensurate with the payoff, the process to mitigate risks of 
leader succession become just as sophisticated as financial, insurance, or 
market risk management.  These include the use of Real Options 
valuation methods that look at value under conditions of uncertainty.  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Summary 

Succession management 3.0 is more complex, and technology-driven than 
its’ paper-based predecessors.  But in the end, the opportunity to mitigate 
the risk of the leadership talent with financial sophistication makes it 
worth the cost.  By embedding succession risk management as a part of 
the organization’s risk management system, it ensures that leader 
development risks are mitigated like any other material organizational 
risk.  By using a Time Trial to identify hidden talent that will practice like 
an Olympian, you improve the odds that your scarce cash will be invested 
in human capital that is likely to payoff.  By tailoring the support you 
provide to specific, targeted needs, you make sure that leaders learn from 
experience.  And finally, by modeling the human capital trajectory to tailor 
individual and collective leadership processes, you make sure that the 
entire process is likely to meet your organizational goals.  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