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GOVERNANCE:
IS YOURS UP TO THE TASK?

IN MY CONSULTING work last year, I encountered a credit union whose board and
management shared a unified vision and a cohesive set of goals in a productive, forward-
focused relationship. Board members could describe significant past accomplishments as
well as future objectives for their credit union. Management had an easy rapport with
board members, even on tough issues. There was mutual respect between both parties.

It was a different story at another credit union. The board and management could not
agree on annual goals or simple steps to take, much less on a long-term vision for the
credit union. Management did not always seem to understand the board’s concerns. In
turn, these board members frequently insinuated themselves into the day-to-day opera-
tions better handled by management directly. Suspicion abounded between the two sides
and even among board members themselves.

On paper, both credit unions had a similar profile with skilled, experienced manage-
ment teams and board members that came from each institution’s principal Select Em-
ployee Groups (SEGs). All of the board members had served for years, but because of the
differences in governance, the effect of each board could not have been more opposite.

In the end, only one institution served its membership effectively, while the second
struggled internally — limiting its ability to deliver long-term value. If left unchecked,
governance at any credit union can quickly degenerate into a chess game. Boards and
management must work to ensure that this partnership serves the institution and its
membership, not the other way around.

Governance may seem a rock-solid principle, but it is nevertheless malleable, changing
over time. And not just with people — such as CEOs and board members — but also with
the times. A successful management team monitors these changes and makes the strate-
gic adjustments to steer the board clear of decisions that could unsettle the credit union.
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GOVERNANCE: IS YOURS UP TO THE TASK?

THE BOARD AS INSTITUTION

As a distinct and vital component of a
credit union, the board is supposed to
evolve right alongside the institution.
But boards are also a function of inter-
acting human beings and subject to any
number of forces that can dampen the
credit union’s growth and impede its
long-term prosperity.

In the most successful scenarios, the
board’s role typically evolves from fi-
nancial oversight to a more strategic,
long-term view of the organization,
a transition that is not always easy to
make. In addition to agreeing on what
that long-term strategy should be, the
board also needs to achieve a general
consensus on near-term goals, the met-
rics by which to measure their progress,
and the products and services that are
best for the membership.

This last task can be especially diffi-
cult. Despite a wealth of board materials
that are meant to apply to any institu-
tion, each credit union’s membership is
unique. A good board not only has to
be exceptionally sensitive to what that
membership wants today but must also
peer into the future and discern what
members will want five years out, be-
fore they themselves even know it. To
do that, a board needs confidence in
its own abilities and the self-assurance
that the directions it is recommending to
management are the right ones. Without
board confidence, no governance model
will be successful.

This confidence
can’t be bought off
a shelf. Although
enjoyed one year,
it can slip away
the next. At the same time, a board also
needs to be able to accept and adapt to
changes at the credit union and within
the cooperative movement. In my expe-
rience, the less confident a board feels,
the more it will indulge the urge to man-
age daily operations and neglect its pri-
mary task of governance. Participating
in league and industry conferences can
build the board’s confidence, enlight-
ening individual board members more
quickly and providing insight into new
trends, laws, products, and services that
will keep the institution relevant to its
membership.

When it comes to meeting member
needs, temptations abound to divert
the board’s attention, including internal
politics and elections, concerns about
the next report or the next meeting,
and finger pointing over past mistakes.
In my experience, boards do best when
they try to discover their appropriate
role for the credit union and then act in
that capacity. One essential board obliga-
tion is to foster the cooperative model by
ensuring that the credit union operates
in harmony with the seven cooperative
principles The absence of a cooperative

“This winter, take stock of your board. Give it a checkup.”

spirit is an emerging and troubling trend
among a number of institutions. Credit
union leadership, as represented by both
board and management, must highlight
cooperative differences and do a better
job of communicating how these values
affect all stakeholders.

A well-functioning board also has to
consider how it is going to attract the
right people to replace those who re-
tire. To do so, the board has to make
governance appealing enough for other
members to want to serve. Spell out the
benefits of serving the membership and
being a key part of the organization. Ex-

plain the standards and expectations for
serving on the board. Motivate them to
serve!

BOARD SELF-GOVERNANCE

Even as it governs the credit union, the
board has to govern itself by holding
members accountable. Boards should
ask members to perform a self-assess-
ment annually. This not only allows
each to reflect on their contributions to
the organization, but also serves to rein-
force the expectations of the role. It also
needs to examine how the institution’s
leaders view the board as a whole. The
board should be open and honest about
its effectiveness in governing the credit
union. Are board meetings focused on
the right issues? Is the dialogue among
board members constructive? Is their
dialogue with management at the appro-
priate level?

A well-functioning board often questions
whether it is drifting from its paramount
responsibility — establishing the credit
union’s long-term cooperative strategy
— in favor of internecine squabbles or
micro-management. A good board is also
wary of adopting a checklist mentality
for its meetings, instead of ensuring that
each session adds to the credit union’s
long-term growth and prosperity.

Attaining this level of self-governance
requires trust and the ability of board
members to communicate candidly
with one another about issues and solu-
tions. This matu-
rity starts with the
quality and experi-
ence of the people
elected and can be
nurtured further
through board re-
treats and sessions with consultants.

THE BOARD-CEO RELATIONSHIP

Good communication is difficult enough
for two like-minded individuals let alone
a group of people with varying person-
alities and experience, some of whom
are paid for their services to the credit
union (management) and some of whom
volunteer (board members). An expecta-
tion of good communication needs to be
honored and practiced by both sides.

Unfortunately, this is not always the
case. In some instances, management
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neglects to pass along important infor-
mation. A board kept in the dark cannot
govern effectively. Worse yet, it may not
even recognize that it is kept in the dark
at all.

Without all the facts, a board cannot
know the answers to sensible questions
put to management or perhaps even the
questions that should be asked. This sit-
uation always ends poorly for the credit
union and in many cases for the CEO,
whom the board has hired to carry out
its long-term vision for the credit union,
and the CEO’s close associates. I have
seen situations in which the CEO left
the credit union and the board, lacking
sufficient information about the credit
union’s financial position and direction,
could not keep the institution on course.

Good communication requires educat-
ing board members with benchmarks
that show how the credit union com-
pares with its peers. Otherwise, the
board and the credit union are steering
blind. Sooner or later, they will lose their
bearings altogether.

In my experience, the best boards ac-
tively pursue the right balance in their
relationship with management and then
work to build and maintain that relation-
ship over time. Another characteristic of
effective boards is they expect success
for the credit union, its management, its
membership, and the communities they
serve. More importantly, these boards
design for success, from board processes
and committee meetings to performance
reviews and incentives.

GIVE THE BOARD A CHECKUP

Unlocking your board’s full potential is
a complex undertaking, but this winter,
take stock of your board. Give it a check-
up. Is it all that it should be? Is it adding
value or just going through the motions?
Evaluating a board has always been a
delicate undertaking because these vol-
unteers can be pulled in any number of
directions by parenthood and careers.
But they are also vital members of your
organization, plotting the course for fu-
ture cooperative success. As captain of
the credit union ship, the board must not
only be willing to take the helm periodi-
cally but also step aside and let manage-
ment implement the board’s vision. X
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INTERVIEW BY BROOKE C. STODDARD

GOVERNANCE

WITH A NEW CEO

As the incoming leader of Langley Federal Credit Union, Tom Ryan helped his
board strike the balance between embracing historic practices and plotting

future improvements.

LANGLEY FEDERAL CREDIT Union (Newport News, VA) has over $1.7 billion in
assets and serves roughly 170,000 members throughout the Hampton Roads region.
Tom Ryan previously worked as executive vice president of Digital Federal Credit Union
($4.5B, Marlborough, MA) until about six months ago when he was hired as CEO by
the board at Langley Federal Credit Union. Here, he shares his thoughts on how a CEO
coming from outside the institution can integrate with and encourage good governance

among an already established board.
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WHAT WAS YOUR TRANSITION
FROM DIGITAL LIKE?

Tom Ryan: Digital had a board gov-
ernance structure that worked well for
them. About 15 years ago the board was
made up of very busy professionals and
they were searching for a better way to
do their work. They adopted a policy
governance model based on the prin-
ciples outlined by John Carver. Because
the model delineated the CEO’s role and
the board’s role, it empowered the CEO,
and I believe was a key factor in Digital’s
success. Today, Digital is the country’s
20th largest credit union.

When I was in discussions with Langley,
understanding the board and how it op-
erates was of great importance. As a new
leader at this institution, I believed there
were likely many changes that needed to
be made and I wanted to ensure I'd have
the latitude to execute. I've been here six
months now and I can say that things
have worked out very well. The support
of the board has facilitated a smooth
transition and I believe this has been a
catalyst for our early wins.

HOW WOULD YOU DESCRIBE THE
GOVERNANCE MODEL AT LANGLEY?

TR: The board has not formally adopted
the Carver Model, but it operates under
most of the same principles. Both the
board and the CEO understand each
other’s distinct roles. The board sets a
broader set of policies and strategic-level
direction. The CEO handles the operation

of the credit union and the execution of
strategy. Through the strategic planning
process we established a new vision, mis-
sion, and strategic focus. We then iden-
tified the key metrics the board can use
to monitor and inspect our progress and
fulfill its fiduciary responsibilities.

When I arrived Langley was in a very
strong financial position. It had with
more than $1.7 billion in assets and was
in the top 100 credit unions across the
country. The transition to a new leader
was going to be a significant event. Jean
Yokum had been CEO for more than 30
years and with the credit union for many
years before that. When I came in, I used
the strategic planning cycle as a means
to learn about the organization and its
people, and to explore its potential. This
process culminated with the develop-
ment of a formal long-range strategic
plan, annual business plan, and budget
for the upcoming year.

The insight gained from this process
gave me fresh insight into the organiza-
tion and how it worked. It also validated
what changes were needed. Accordingly,
I realigned people and positions to meet
the strategic needs of the organization.

Although the board has not formally
adopted a specific governance model,
nevertheless it operates with the disci-
pline of understanding the distinct roles
of both the CEO and the board. We have
adopted a very open communication
that ensures board members are en-
gaged without having to be involved in

Tom Ryan
CEO, Langley
Federal Credit Union
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CU QUICK FACTS
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LANGLEY FEDERAL

CREDIT UNION

HQ: Newport News, VA
Members: 167,813

12-MO Share Growth: 3.73%
12-MO Loan Growth: 5.82%
ROA: 0.43%

operational issues. I believe this relation-
ship sets the stage for our future long-
term success.

HOW MANY PEOPLE ARE
ON THE BOARD?

TR: Seven. I think this is an optimal
number. It’s also the same number we
used at Digital. Once you get much be-
yond that number, it becomes more chal-
lenging for a board to facilitate meetings,
ensure that opinions are being heard,
and get important decisions made.

Some individuals have been on the
board for longer than others but the
board is well aware that one of its re-
sponsibilities is to perpetuate a strong
board and it is currently active in board
succession planning. They know what
they are trying to do can be difficult but
they also recognize that a board needs
not only a certain strain of continuity but
also a healthy amount of new blood.

Part of this process is to develop the
right people, to acquaint them with the
board process, and give them enough ex-
posure to assess their potential as board
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GOVERNANCE WITH A NEW CEO

“I think the proper balance is struck when you give the board enough information

to keep them informed and engaged, as well as build up their confidence so they
know they don’t need to help the CEO do his or her job.”

Tom Ryan, CEO, Langley Federal Credit Union

members. Identifying potential qualified
volunteers is far more complex than a
general call for candidates. We are look-
ing for thought leaders in our commu-
nity that can make a difference as gover-
nors of a high-performing organization.

DOES THE BOARD HAVE COMMITTEES?

TR: Yes, but not many. There are only
two standing committees: an asset/li-
ability committee and a policy and gov-
ernance committee.

HOW LONG IS A TYPICAL BOARD
MEETING AND WHO ATTENDS?

TR: A typical board meeting lasts about
90 minutes. [ have two members of my
senior staff who attend with me. Having
them there is a conscious aspect of de-
velopment. They get to see how a board
works and what a board/management
relationship is like.

DO YOU HAVE AN ANNUAL RETREAT?

TR: Yes, in the fall. The focus is strat-
egy and education. Board members also
pursue their own education through in-
dustry conferences and meetings. There
is a responsibility for board members to
stay current and maintain a level of con-
tinuous education in order to fulfill their
fiduciary obligations. As board members
return from an education session they
typically provide a debriefing to the board
to pass along what they have learned.

HOW DOES COMMUNICATION TAKE
PLACE BETWEEN YOU AND THE BOARD?

TR: I think we have good and open com-
munication. Some emails are exchanged
through the month, and the -chair-
man and I meet ahead of time to plan
the agenda for the upcoming meeting.

Monthly board packages are assembled
and placed on our board intranet site.
The board uses iPads to access board
packages and policies and has essential-
ly eliminated paper. Most questions are
asked in advance of the meeting to en-
sure we have an answer, but in the event
there is something that comes up at a
meeting that results in an open-item, we
maintain a list and follow-up by email or
at the next board meeting.

WHAT TYPE OF INDIVIDUALS
MAKE UP THE BOARD?

TR: Langley FCU origins date back to
the earliest days of NASA and Langley
Air Force Base. Not surprisingly, many
of our past directors and some of our
current directors have ties to these two
organizations. Today, our field of mem-
bership is much broader, with hundreds
of SEGs, associations, and underserved
areas. As a result, our new generation
of board members has begun to diver-
sify. Regardless of their background, our
board members understand they are rep-
resenting all our credit union members
and not a specific group or demographic.

HOW DO YOU ENCOURAGE THE BOARD
TO STAY FOCUSED ON ITS MAIN
TASKS, RATHER THAN WANDERING
INTO MANAGEMENT TERRITORY?

TR: I feel fortunate in this respect. Mem-
bers of the board understand how impor-
tant their role is and how it differs from
mine. We as managers give board mem-
bers a lot of operational information,
so it is easy to understand how a board
can be drawn into operations. I think
the proper balance is struck when you
give the members enough information
to keep them informed and engaged, as
well as build up their confidence so they

know they don’t need to help the CEO do
his or her job.

The governance process as it stands has
been very helpful to me as a new CEO. It
has helped me succeed as a new leader
here and has moved the credit union
along toward its long-term goals. X
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INTERVIEW BY BROOKE C. STODDARD

A COMMITTEE
STRUCTURE AT WORK

New CEO Stephanie Sherrodd channels past experience with her institution to
encourage continued momentum and harmony in its future governance.

TDECU (LAKE JACKSON, TX) traces its roots back to 1955, when it began serv-
ing the financial needs of Dow employees. It is now the largest credit union in the
Houston area and the fourth largest in Texas with 30 service centers, roughly 170,000
members, and $1.9 billion in assets. It is the largest mortgage lender in Brazoria
County and has been voted the Best Financial Institution, Best Lender, and Best Em-
ployer by the Victoria Advocate newspaper for the last two years.

Stephanie Sherrodd has been with TDECU for more than eight years and has been
involved in multiple facets of the business, transitioning from her initial role as vice
president of branch administration to executive vice president and chief operating
officer. In October 2012, she was named CEO of the credit union. Below, she explains
how her extensive experience with this particular institution was beneficial in creat-
ing the type of productive board/management relationships that will push the credit
union forward in 2013.

HOW DOES THE BOARD
STRUCTURE WORK AT TDECU?

ings. A lot of the governance work is
done during these sessions.

Stephanie Sherrodd: About two
years ago the board began using a com-
mittee structure. The committees were
created to establish focus and monitor-
ing responsibility within the governance
role. The work done during the commit-
tee meetings includes reviewing busi-
ness performance results. On account
of these separate meetings, the monthly
meetings of the board as a whole can be
devoted to the more forward-looking
aspects of governance, including discus-
sions of strategy.

HOW MANY PEOPLE ARE
ON THE BOARD AND
HOW MANY TYPICALLY
FORM A COMMITTEE?

SS: Ten individuals currently
serve on the board. Typically
a committee is composed of
four or five board members
plus an equal number of se-
nior management in the ap-
propriate field — audit, risk
management, business devel-
opment and so forth. The managers get
board exposure and the board members
can ask a lot of their questions of man-
agement during these committee meet-

DOES THE BOARD USE ANY
PARTICULAR GOVERNANCE MODEL?

SS: No. We blend a variety of models.
What we have is TDECU-developed.

WHAT DO YOU LIKE ABOUT IT?

SS: The structure we use saves a lot of
time. As I said, much work can be done
during committee meetings, so that
when the board meets as a whole it can
devote itself to long-term strategy and
not get diverted to smaller issues.

“Much work can be done during committee meetings,
so that when the board meets as a whole it can devote
itself to long-term strategy and not get diverted to

smaller issues.”

Stephanie Sherrodd, CEO, TDECU

DO ALL COMMITTEES MEET MONTHLY?

Stephanie Sherrodd
CEO, TDECU

CU QUICK FACTS
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TDECU

HQ: Lake Jackson, TX
Members: 168,477

12-MO Share Growth: 19.73%
12-MO Loan Growth: 15.25%
ROA: 1.00%

terly, and some only as needed. I gener-
ally attend all of these meetings.

DID YOU ATTEND BOARD MEETINGS
BEFORE YOU BECAME CEO?

SS: Yes, I have attended board meet-
ings ever since I was hired by TDECU.
This has been a big help now that I have
become CEO. The previous CEO, Ed
Speed, was an excellent mentor in see-
ing that I was acquainted with the board
and board practices. Ed was not one to
try to isolate senior leaders from the
board, quite the opposite. All our man-
agers have had a lot of exposure to the
board and I think this
has been very helpful
throughout the tran-
sition period. Senior
managers, including
me, knew the board
and the board mem-
bers knew us. This has
been very beneficial
because we now have a
whole team who is fa-
miliar with the board.

DO YOU ATTEMPT
A MEETING ONCE A YEAR THAT IS

SS: No. Several do, the finance commit-
tee, for example. Some only meet quar-

COMPLETELY DEDICATED TO STRATEGY?

S$S: While we have annual meetings fo-
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cused on our business strategy, business
plan, and budget, we spend time discuss-
ing forward-looking strategy at nearly
every monthly meeting. There is not a
single meeting approach to discussing
long-term strategy.

DO YOU FIND THAT BOARD
MEMBERS ASK FOR INFORMATION
NOT OTHERWISE PROVIDED?

SS: Occasionally. Management supplies
information and data to both committee
members and the board based upon both
management determination and board

feedback, and they supply it in advance
of meetings. We work to continually re-
fine the information we provide due to
board questions or changing business
demands.

HOW DO YOU ENSURE THAT
BOARD MEMBERS ARE ABLE TO
ATTEND THESE MEETINGS?

SS: Meetings are usually held in TDECU
facilities. We use technology such as vid-
eo conferencing when needed to make
sure as many board members as possible
can attend.

A COMMITTEE STRUCTURE AT WORK

We have regular board packets and
committee packets that are presented
to board members at these meetings.
Communication also transpires infor-
mally through emails or other forms of
communication. Generally this happens
when something unforeseen comes up
— when there’s something in the news
or some other information emerges that
requires immediate communication. X

NOTES FROM THE ROAD
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ANATOMY OF AN INNOVATOR

CHARLESTON
WEST VIRGINIA

Callahan & Associates spent two
days in history-rich Charleston at
the headquarters of Element Federal
Credit Union. Previously known as WV
United Federal Credit Union, this small
institution has set the bar for thinking
outside the box in the cooperative
industry.

Element represents the evolution of
a kinder, friendlier way to handle fi-
nancial service ... and people are tak-
ing notice. The credit union achieved
an outstanding 11% loan growth
in 3Q12 and possesses an average
member relationship three times that
of its peers.
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NEW INVESTMENT PRIORITIES
ARE HOT, HOT, HOT

MIAMI
FLORIDA

Thirty plus partners of the Callahan
Credit Union Financial Services Limited
Liability Limited Partnership (CUFSLP)
met in sunny Miami to shrug off the
cold that gripped much of the nation
and shake up some new ideas for
collaborative solutions.

Primary topics of discussion includ-
ed the TCU family of mutual funds,
the growing potential of big data uti-
lization, solar energy lending, and the
continuing evolution of the payments
space. Look for more updates on these
exciting areas of focus from CUFSLP
in 2013 and beyond.

- \eamed_f_rgm where we’ve been.
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A GET TOGETHER AT OUR PLACE

WASHINGTON
DISTRICT OF COLUMBIA

Last year, more than 4,000 credit
union attendees attended CUNA's 2012
Governmental Affairs Conference (GAC)
here in our home city of Washington
DC. This year, Callahan is pulling out
all the stops to maximize the cooperative
impact of this momentous gathering.
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Be sure to join us on the confer-
ence floor for a demonstration our
new Peer-to-Peer Cloud Edition and
check out creditunions.com for our
coverage of the best new information,
ideas, and initiatives to come out of
the event.
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Quality, Innovative, Content-Driven

CONFERENCES

for Forward-Thinking Credit Unions

Three Vital Tracks of Information:

INSIDE

Your Organization
Leadership, Volunteers, Policies that Foster
Internal Harmony and Excellence in Member

OUTSIDE

Your Organization
NCUA Updates, Membership, Growth and
Retention, Security and Fraud Prevention

BEYOND July13-17

The Credit Union Industr
Technology, Elconomly, Cultural‘:nd V\yorld Issues St' Thouns‘aiirgin Islands

CONFERENCE SCHEDULE

Spring Conference Hawaii Conference

May 25-29 (Memorial Day Weekend) November 8-13

Amelia Island, FL Maui, HI

The Ritz Carlton Amelia Island The Grand Wailea , A Waldorf Astoria Resort Resort
Summer Conference Winter Conference

July 13-17 December 11-15

St. Thomas US Virgin Islands Branson, MO

Frenchman’s Reef & Morning Star Marriott Beach Resort Chateau On The Lake

Fall Conference
August 31- September 4
Jackson Hole, WY

Snow King Resort " . "
g No Membership Fees

Register for a Conference Today at WWW.NCUMA.COM




