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What has been said of
Boards

“Effective governance by a board is a

relatively rare and unnatural act.”

Chait

“There is one thing all boards have
in common...They do not function.”

Drucker

“Boards tend to be incompetent
groups of competent individuals.”

Carver




What is a Board?

A group of ‘peers’,
Working on behalf of member/owners,

Ensuring that the business achieves
what it should,

And avoids unacceptable situations
and actions!
John Carver

New Paradigm

Credit Union CEO must be an
entrepreneur!

This is something new for many credit
unions.




TRADITIONAL
GOVERNANCE

Board approves management’s
plans

—Products
—Hiring
—Financial statements

—Interest rates (Regulations may
require this)

TRADITIONAL
GOVERNANCE

Little time spent on Governance
Skills

—Board does not self-assess

—Board has no clear model of
governance

—Board members cannot see
implications of ‘micro-managing’




TRADITIONAL
GOVERNANCE

Little or no time spent on Strategy,
Market, Economy, Competition

—Board is inward focused

—May glance at strategic plan
occasionally

—More focused on past and present
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New Model of Governance

BOARD OF
DIRECTORS

Vision and
Accountability

CORPORATION

SUPERVISORY
COMMITTEE

CEO AND
MANAGEMENT

Oversight and
Risk Protection

Leadership and
Operations

What Is the
Board’s Role?

Ensure Vision/Plan for the future
Employee a competent CEO

Provide supportive oversight to the
CEO

Remain independent of the CEO

Theroleisto govern,
notto operate the credit union




Start all over again!

Governance .
. . Evaluation!
Policies, Reviews
) Management Reward
Strategic . Results,
Carries Management
Goals and Compares to
Out Plans If plan met
Measurable - Plan
And Policies or exceeded
Results EF EF
Board (and Management Board and Board
Management) Management

How a Board Governs
Effectively

» Establishes clear expectations (Plan)

» Monitors whether those expectations have
been met (Measurement and Evaluation)

» Responds appropriately to the results
» Ties management compensation to long-
term success of company




How a Board Governs
Effectively

CEO is the single point of delegation from
the Board

— Board has one employee
— CEO has one boss, Board as a ‘whole’

CEO is accountable for meeting the Pre-
established expectations (Ends)

» CEO must be delegated all the authority
needed to match this level of responsibility
(Means)

» Board determines ENDS

« CEO and management select the
MEANS within certain parameters
of legality, ethics,
conscientiousness and policy
limits.

“Whoever is directly responsible for
achieving the ends must decide

which means to use.”
John Carver




Governance is working
“Outside the Box”

Values, Mission,
Plans, Goals, Policies

Operations ai the

Member survey control of Monthly reports
Staff survey CEO® Dash board

Mystery Shops Other reports
Fraud hotline Competitive

analysis

External Audit
Internal Audit
Regulatory Exam

Carver

Policy Governance
Policies

Board - CEO
Linkage
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Policy Governance
Policies

Carver

Policy Governance
Policies

Board - CEO
Linkage




Governance Process\
Direction for the Board @
Governance Process Defined

» How the board represents the “member owners”
and provides strategic leadership to the
organization.

A Basic Job Description

* Represents Ownership (no one else is charged
with this)

» Creates and follows Explicit Governing Policies
» Assures Executive Performance
» Hold selves (Board) accountable

Governance Process

“Board must be in full control of its
own job before presuming to
control anything else.”
John Carver
Board must stay focused on big
iIssues of Strategy and Governance

Board must be disciplined in this
process and not allow itself to
stray.
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Board-CEO Linkage

Limitations on the Board\@
Board-CEO Relationship Defined

 How power is passed to the CEO and
how that power is assessed

General Principles

e CEO accountable to the board as a whole
* The board has only one “employee” - CEO
» The CEO’s work is measured by results

» Board members and the CEO are colleagues
— But Board as whole is superior

Linkage example

» Only officially passed motions of the
Board are binding on the CEO.

* Individual Board Member requests or
comments will not be considered as
binding.

* Individual board members are peers of
the CEO, nothing more.
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Ends

Direction for the CEO\@
Ends Defined

e The ultimate outcome desired

 The human needs the organization intends
to meet

Key Questions

* What is our mission?

 Who is our target?

» What does the member need and value?
 What is our strategic plan?

Ends

Board’s expression to CEO of
appropriate expectations and
benchmarks of corporate success
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Ends...expressed through

* Values

Mission- Reason for existence
Strategic Plan with Measurements
Governance Policies

Laws and By-Laws

Ethics/Conflict of Interest Policies

Ends examples

*The credit union shall work to improve the
financial condition of a majority of its
members through products and education.

*We will serve selected demographic
groups in Monahan and Callahan counties.
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Whose Policy is it anyway?

» Does board make policy or does
management?

* It depends:
— Board Makes BOARD POLICY
— Management makes MANAGEMENT

POLICY

Executive Limitations
Limitations on the CEO

Executive Limitations Defined

» Those principles of prudence and ethics that limit
the choice of staff means (practices, activities,
methods)

Areas of Focus

» Effectiveness and responsibility

» Control through proactive constraint
* No Board involvement in details

e Address common board concerns about:

— Personnel, financial condition, asset protection,
compensation and benefits, budgeting
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Limitations

» Board’s expression to CEO of
boundaries limiting acceptable
managerial processes and
decisions

(i.e. what would be unacceptable).

Limitation examples

*The CEO shall not cause or allow w/in the
CU any decision, activity, or organizational
circumstance that is unlawful, imprudent or
contrary to business and professional
ethics.

*With respect to the credit union, the CEO
shall not cause or allow the deterioration
in:

financial soundness

emember satisfaction
eemployee morale
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Governance Spectrum

>

Board too strong

>

Board too weak

Working | Managing | Governing | Ratifying Failing
Board Board Board Board Board
No CEO or Board assumes | Competent CEO | Hire a good CEO | High board
Acting CEO CEO needs help | and experienced | and stay out of turnover
running org staff that knows | his/her way
more than board
Small CU Board involved in | Clear division Organization OK | Financial
minutiae, between Ops but board in soundness
manager of CEO | and Governance | decline issues
Board doing job | Board assigns Focused on Board approves | Strife and
of CEO tasks to CEO Board Work, what CEO brings | distrust among

concerned with
values

board and staff

Focus on day-to-
day operations

Board hands on
and proud of it

Operates on
future/strategic
level

Out of touch,
complacent,
delegating Gov.

Looking to the
past, way behind
staff

Short time
horizon

Focus on admin-
istration & Ops

Delegates Ops
to CEO

Stale policies,
little
accountability

Not strategic,
crippled by in-
fighting

Primary role is
operations

Primary role is
making decisions

Primary role is
setting policy
and general
direction

Primary role is
supporting CEO,
rubber stamping

Primary role of
board is keeping
perks
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Division of Roles and
Responsibilities

* On major and ordinary decisions, who is

responsible?
—Board
—CEO
—Both

Decision
Setting CEO Salary and determining Salary increases,
Incentives/Bonuses, Vacation time, Sick Leave, 401k,
SERP, Health, Life, Disability coverages
Setting Salaries and determining Salary increases,

Incentives/Bonuses, Vacation time, Sick Leave, Health, Life,
and Disability coverages for the rest of the staff

Setting 401k contribution levels for the rest of the staff and
and determing SERP contributions for the Mgt. Team
Hiring, Firing and Disciplining the CEO

Hiring, Firing and Disciplining of the rest of Staff

Conducting prompt and effective Performance Evaluations
of the CEO

Conducting prompt and effective Performance Evaluations
of the rest of the staff

Adding (or reducing) positions within the Organization
Determining outside training/conference needs for the
BOD & Supv Comm.

Determining & approving general expenditures for the
day-to-day operation of the Credit Union

Signing Vendor contracts

Setting rates, pricing services, and establishing or
changing fees

SAMPLE CREDIT UNION
Management/Board Understanding
Roles and Responsibility

Management
CEO can not alter his/her own Compensation
or Benefits

Responsibility of CEO (and Mgt. Team)

Staff Comp. shall not deviate materially from
the market for skills and experience and shall
not be administered in a biased manner

CEO (and Mgt. Team) responsible for
making recommendations

No Responsibility
Full Responsibility of CEO (and Mgt. Team)

No Responsibility

Full Responsibility of CEO (and Mgt. Team)

Full Responsibility of CEO (and Mgt. Team)

CEO - provides input to the Board

Full Responsibility of CEO (and Mgt. Team)

Full Responsibility of CEO (and Mgt. Team)

Full Responsibility of CEO (and Mgt. Team)
in accordance w/ CU policy (ALM, etc.)

Board of Directors

Full Responsibility of BOD

General oversight - BOD ensures thatthe CU stays
within Total Budget guidelines. Individual Line item
variances should not exceed 10% +/-. Any major
variances should be explained by Mgt. Benefits program
changes to be reported to BOD for informational puposes

BOD approves % contribution levels in plans

Full Responsibility of BOD
Responsibility is delegated to MGT.

Full Responsibility of BOD
Responsibility is delegated to MGT.
General oversight - stay within Budget guidelines

occasional review of Org. Chart for informational purposes

Board approves all requests - working within
total BOD & Supv Travel & Conference budget

General oversight - BOD ensures thatthe CU stays
within Total Budget guidelines. Individual Line item
variances should not exceed 10% +/-.  Any major
variances should be explained by Mgt.

Responsibility is delegated to MGT.

Set share rate as required by Rules & Regs.and
review any other changes at next BOD meeting
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Recommended Committees

Governance

CEO Relations

Nominating

Supervisory (required by regulation)

Recommended Committees

Governance Committee
Develop Governance Policies for board approval
Keep Governance Policies up to date
Ensure board members obtain necessary education
Ensure board evaluations and self-evaluations are completed annually
Keeps Governance Calendar and keeps board on schedule
Hold board members accountable for their self improvement
CEO Relations Committee
Remain in touch with CEO on important issues
Ensure the board evaluates the CEO at least annually
Monitors and plans CEO Compensation issues
Salary via comparison or other process
Retirement
Incentive compensation best if linked to Strategic Plan
Work with CEO on Annual Strategic Planning Process
Nominating Committee
Actively identifies and recruits potentially qualified candidates
Reviews evaluations of board members
Annually reviews potential board candidates and nominates qualified candidates
Responsible for orientation of new board members
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Ends Policies
The Real Bottom Line

Mission and Core Values

Mission Statement: Right Focus

What will be the same about us 50 years
from now

Purpose we exist the ultimate End

Core Values: Right Behavior
How we will engage with each other
Qualities we want to be known for
Limited number: 5-6 at most
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Vision Statement

Vision: Right Direction

What will be different 3-5 years from now
Multi-year planning horizon
Basis for budgeting, annual plan

4 Tests:

— Clear

— Concise

— Compelling
— Quantifiable

Share Information with the Board in an
Instrument Panel
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Monitoring Financial Goals -
Graphs
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Board Meeting Evaluation

1. Agenda and materials provided in a timely
manner

2. Agenda was clear and sensible

3. Board packet materials were relevant,
focused on strategic issues and/or provided
analysis of key strategic measurements

4. Directors were prepared and involved
5. Discussions were on target
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Board Evaluations

“Self-evaluation is not extraneous to the Board’s job,
it is essential to the Board'’s job.”

John Carver

Board Meeting Evaluation

6. Directors refrained from discussing
Operational Issues (Realm of CEO)

7. Meeting was focused on Strategic Issues
(Board Realm)

8. Directors looked ahead to ascertain if current
Strategic Plan remains relevant

9. Education was provided, was relevant and
was well presented

10. Chair managed the meeting well
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Board as a Whole
Evaluation

1. Do Directors understand their role?
2. Does management understand the Board's role?
3. Does the Chair maintain order in the meetings?
4. Is there open communication between the
Board and the CEQO?
5. Do Directors have time to fulfill their roles?
Board as a Whole
Evaluation
6. Do Board members have complimentary skills?
7. Are Board processes well defined and adhered to?
8. Does the Board stay involved in the strategic
planning process?
9. Does the Board have good sources of
information for decision making?
10. Does the Board have standards of performance for

itself and does it ensure they are being met?
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