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Agenda

> What is Board Governance
> The Board’s Role
» Characteristics of Effective Board Governance

» Steps to Achieve Effective Board Governance



Why Talk About Board Governance?

» For an organization to serve its
stakeholders well, it must have
effective board governance

» To have effective board governance,
both the board and management
must understand and respect the
roles and activities of the other
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Public Power Governance: 1900-2000

» Issues typically straightforward:
« Keep lights on
« Keep rates low

« Keep customers happy (by
Keeping lights on and rates low!)

» Board actions were generally
obvious and non-controversial
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Public Power Governance: 2000-today

» Issues are more complicated:
* Resource type (renewable or not)
* New technologies (Al)
« Large loads (data centers)
* Diverse customer expectations
* Pressure to add services

» Difficult decisions increasingly
must be made by the board
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Group Breakout

1. What is a board of directors,
city council, or other governing
body called to do? What are its
duties?

2. What are the characteristics of
an effective and highly
functioning board?
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The Board’s Role

The fundamental role and duty of an organization’s board of
directors is to collectively oversee and strategically direct the
organization

 Board sets strategic direction and oversees and supports
management; board governs as the ultimate decision-maker

 CEO/Manager manages day-to-day activities, implementing the
board’s strategic directives

 Board and management have separate and distinct roles, but must
work as a team to be effective
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Purpose of Board Governance

To represent and advance the
organization’s stakeholders’ interests,
by pursuing the organization’s
mission and purpose

 Board is ultimately answerable to
the organization’s stakeholders

* For a municipal utility, the interests
of the community/customers must
set direction
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Board Governance Defined

Board governance is the process by which the board, In
partnership with management:

« Determines the direction and goals of the organization
* Assures those goals are achieved

* Meets legal and fiduciary obligations

« Continually improves the organization

* Provides accountability to the owners/stakeholders
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Group Breakout

1. What is a board of directors,
city council, or other governing
body called to do? What are its
duties?

2. What are the characteristics
of an effective and highly
functioning board?
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Characteristics of Effective Governance

» A clear sense of the purpose of the organization and a
unified view of its future direction

» An effective working relationship with the CEO or Manager,
which results in successful implementation of policy direction

> Individual board members who are interested, engaged,
and effective and meet their fiduciary responsibilities
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Steps of Effective Governance

1. Satisfy legal and fiduciary duties Accontatie

Transparen

2. Set strategic direction

3. Monitor performance

4. Ensure effectiveness of CEO/Manager

5. Ensure effective board performance i -
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1. Satisfy Legal & Fiduciary Duties

» Duty of Loyalty
* Must act in the best interests of the organization’s stakeholders
« May not use office for personal gain or benefit
* Must comply with state and local gift laws

» Duty of Care
* Must attend meetings, review materials, make informed decisions

« Must comply with federal, state, and local laws, regulations,
ordinances, and charters, and organizational policies/procedures

* Must manage public resources in a stewardly manner

MRES® Municipal Power
* LEARNING MISSOURI
‘ ACADEMY




1. Satisfy Legal & Fiduciary Duties (cont.)

» Duty of Transparency and Accountability

* Must govern in compliance with applicable open meetings and
open records laws

* Must allow for public participation where permitted by law

» Duty to Act Collectively
* Must exercise authority only collectively as a body

 |Individual board members may not unilaterally bind organization,
direct staff, or otherwise act (or purport to act) on their own
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1. Satisfy Legal & Fiduciary Duties (cont.)

LAWS POLICY DROCESS Culture of Compliance
I = Where a board adopts and follows
policies that commit an organization
COMPLIANCE to compliance with applicable legal
e requirements and beyond — to

GUIDELINES REGULATTIONS integrity, ethics, and respect in all

decisions and activities
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2. Set Strategic Direction

» Board’s role:
« Establish the organization’s long-term strategy and business plan
* Regularly review and update the strategy and business plan

* Require management to report on implementation and
achievement of the established strategy and business plan

» Management’s role
* Ask the board to set strategy and business plan (if it doesn't)
* Implement and carry out the board-established strategy and plan
* Report to the board on implementation and achievement
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SETTING STRATEGIC DIRECTION

Evaluate and understand the value of
your utility

‘ " Local control

, Economic value to the community and
economic development partnerships
Evaluate P P P

Excellent reliability and rates

PROCESS PROGRESS
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SETTING STRATEGIC DIRECTION

Have a strategic dialogue between staff,
board, and community

' Mission, vision, and values of the utility

, otrengths, weaknesses, opportunities,

. . d threat
Strategic Dialogue and threats

°  Customer and stakeholder interests

PROCESS PROGRESS
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SETTING STRATEGIC DIRECTION

Determine key priorities to focus on s

better to do a few things very well than many things not well)

., Align values and priorities with staff,
board, and community

. Prioritize and focus the limited resources
Alighment and and staff on identified priorities

Focus . Be disciplined in achieving priorities

and continuous improvement

PROCESS PROGRESS
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SETTING STRATEGIC DIRECTION

If you aren’t telling the story, someone
else will (and you may not like it)

. Implement a plan to communicate value
(website, social media, community events)

, ourvey customers to obtain “actionable” data
Communicate (measure customer knowledge and needs)

and Educate . Continue to actively promote your utility and

educate your customers

PROCESS PROGRESS
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3. Monitor Performance

» Establish and review key performance
indicators to determine the effective
operation of the organization and its
pursuit of its mission and purpose

» Practice effective “nose in, fingers out”
through board-established and staff-
performed and reported key
performance indicators
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3. Monitor Performance (cont.)

Developing/using key performance
indicators:

* Information: What does the board need to
know to assure the organization is functioning
effectively?

 Encouragement: What does the board need
to do to encourage high performance and

. achievement of the organization’s mission and

..... i — purpose?

« Communication: What does the community
need to know about the organization’s
performance?
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4. Ensure Effective CEO/Manager

» Take the necessary actions (hiring, directing, delegating,

evaluating, rewarding, correcting, and replacing) to ensure the
effectiveness of the CEO/Manager

» Provide CEO/Manager with the direction, resources, and
authority needed to successfully lead the organization

» Establish measures to determine effective CEO/Manager
performance
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4. Ensure Effective CEO/Manager (cont.)

CEO/Manager performance evaluation
is a process and tool for the board to:

« Reach consensus on the future direction of
the organization

» Develop goals for the organization and
CEO/Manager to realize
that future

« Agree on targets and measures of
CEO/Manager performance
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CEO Performance Evaluation Example

1. 2. Needs 3. Meets 4. Above 5.
Definition Unacceptabl Developme Expectatio ) . Outstandin
o nt ns Expectations g

Highly reliable, safe utility operations and excellent
customer service at good value; highly reliable,
environmentally responsible sewer service

Provide competitive cost utility service for electric, gas, and
water; operate within appropriate budgetary guidelines;
effectively manage cash and collections; identify and
implement initiatives to keep operating costs down
Effective Board relationship; ongoing, effective
communications with Commissioners, to keep them
updated and informed on all significant issues and get
guidance/input on all policy decisions

Maintain effective relationships and represent NPU with
key external stakeholders; City Manager, Mayor, Public
Works, City Council, CMEEC, regulators, other regional
energy providers and regional industry associations
Provide vision, set strong performance standards, build
high-performing culture; strengthen organizational skills
and provide effective succession plan

Ensure both effective short- and long-term planning on
behalf of NPU, encompassing emergency planning; long
term planning — encompassing asset replacement,
technology, asset management, strategic partnerships
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5. Ensure Effective Board Performance

» Evaluate the board’s own policies, operations, practices, and
performance

» Ensure the board’s legal, fiduciary, and policy responsibilities are
being met

» ldentify and implement ways the board can improve its
effectiveness as a governing body
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5. Ensure Effective Board Performance (cont.)

Common problems in board
performance:

* Focus of meeting — too much time on

operational or trivial matters
« Short-term bias — budget v. goals
?3%/‘\\</\\/“>-<\ . .
»g * Reactive stance, rather than strategic

N perspective
A fl.—,‘

» Leaky accountability — delegation to
management without review

* Role confusion — board v. management
responsibilities

THERES NO HYPUEN
IN “MICROMANAGER”

i
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5. Ensure Effective Board Performance (cont.)

Reasons for board self-evaluation:

« Promotes understanding of roles and responsibilities (and acts as
additional orientation for newer board members)

« Addresses, and may help resolve, board conflicts
« Clarifies what members expect from group
 |dentifies strengths and weaknesses

» Clarifies areas for improvement
 |dentifies priorities for future efforts
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Board Self-Evaluation Example

Rating for Board Self-Evaluation:
5=All of the time; 4=Most of the time; 3=Some of the time; 2=Seldom; 1=Not at all
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Hallmarks of an Effective Board

1. There is an understanding among board members on the
key drivers of the organization’s business

2. The board focuses on long-term trends and strategic issues
facing the organization, instead of details of day-to-day
operations

3. The board has an understanding of appropriate metrics of
corporate performance

4. The board has manageable agendas and allocates time
appropriately at meetings
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Hallmarks of an Effective Board (cont.)

5. Information is disseminated to board members before the
meeting so they can prepare ahead of time

6. Board members are clear with themselves and with
management about the complementary roles each must play

/. The board sees that the next generation of senior leaders
are being developed within the organization

*From “Leading from the Board Room,” by Jay Lorsch and Robert Clark, Harvard Business Review,
April, 2008.
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Summed Up

 Effective board governance occurs when board members
exercise independent oversight, make informed decisions in the
best interests of the organization and its stakeholders, set clear
strategic objectives for management, empower management to
achieve those objectives, and hold management accountable to

do so

« Strong boards foster transparency, constructive debate, and
accountability while maintaining a clear distinction between
governing (setting direction and oversight) and managing
(day-to-day operations)
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Thank You

Dan Harmelink
MRES General Counsel

dan.harmelink@woodsfuller.com
605-338-4042
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