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Policy Governance: A New

How one hoard is addressing costs, rigorous monitoring, and fiduciary

BY HEATHER SCHMIDT ALBINGER

n support of cooperatives helping other
cooperatives, the board of directors at
Outpost Natural Foods (Milwaukee, Wis.)
has committed to more community
involvement and better connections with
other cooperative boards. One way cooperative
boards can help one another is by sharing ideas
and experience in hopes of elevating the qual-
ity of governance in the cooperative system. In
that spirit, I would like to share a case study on
how the Outpost board is addressing some of
the tougher governance issues that boards face.
The Carver model of Policy Governance has
been adopted by many boards in the coopera-
tive community. At Outpost, we have been
using it in various iterations for roughly six
years. Perhaps our journey has been similar to
yours, or perhaps your co-op is just starting the
journey and trying to avoid some mistakes that
have already been made by your peers.
Regardless, the Outpost board is doing some
new things to address the toughest issues of
the model. These issues include:
* Ambitious ends statements that address
“at what cost”;
e Rigorous monitoring of high-level, non-
prescriptive limitations policies; and
* Board process and monitoring that clearly
demonstrate meeting the board’s fiduciary
obligations.
This paper discusses how our board is con-
fronting these issues and provides examples of
our implementation to date.

Ends: using strategic initiatives
to address the cost
Who gets what? Like many ends statements
from other cooperatives, Outpost’s original
ends statement was a “community” defined by
various means. For example, we had state-
ments that attempted to define our end “com-
munity” by the following: flourishing coopera-
tive commerce; sustainable practices;
individual well-being for community members;
and honesty and integrity in all relationships.
Although lofty ideals, these were not ends
statements, but means statements. For the
model to work, ends statements have to deal
with ends issues. The Carver Guide—Basics of
Policy Governance states that “only those issues
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Figure 1 Reprinted with permission from Mary Easterling, Stepping Stones to Organizational Effectiveness.

How to prioritize various ends
IS a “cost” decision, one that can't
be made solely by the board or the
general manager.

that address what benefit, which recipients
beyond staff...” (p. 13) are ends issues. In
working terminology: our cooperative exists, so
who gets what?

Time devoted by our board to these impor-
tant ends issues has helped us arrive at state-
ments that are truly ends rather than means,
which keeps the board out of the operations
domain in accordance with the model. As an
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example, one of our ends statements now
reads:

The cooperative infrastructure is supported.
[who (the cooperative infrastructure) gets what
(supported).]

So, rather than stating that our end commu-
nity is defined by the means of flourishing
cooperative commerce, we are stating that our
organization exists, in part, so that cooperative
infrastructure is supported.

At what cost? The “cost” portion of ends is
one issue our board had successfully avoided
since initial implementation of the model. We
did state that the cost of ends should not jeop-
ardize the long-term strength of the coopera-
tive. But setting a direction in terms of cost is
much more than limiting damage—and it is of
particular importance to the use of the model
for cooperatives.

Because of the cooperative values and prin-
ciples, cooperative ends statements generally
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obligations

leave the general manager with a multitude of

possible priorities: developing healthy and sus- GIObaI EXGCUtive Limitations Monitoring

tainable communities, access to organic or METHODS TYPE —————— PRINCIPLES

local products, local community development, Integrity Legality Mutual Sustain- Growth Access-
education, cooperative economic development, Respect ability ibility

and others. How to prioritize these various

. . . GM Report on Financial Condition and
ends is a “cost” issue. We know we can’t do it P

all at once, and we know that different ends Planning Internal o ° ° .
require more attention, depending on the situa- Audit of financial statements, including

tional factors that are affecting the cooperative review of internal controls External o o °
at any given point in time. “At what cost” is a Auditor debt covenant review External o

decision that can’t be made solely by the board

Auditor confirmation—insurance coverage
or the general manager; both must have a g

S . on assets External e .
place in this discussion.
Our board has tackled this issue through the Auditor review of growth in owners External °
use of strategic initiatives. The strategic initia- Insurance company report External . . o
tive process involves the board and general : :
GM report—employee relationships Internal o ° °

manager working together on the prioritization

of ends annually through high-level plans. Employee survey External e . °

Strategic initiatives are where the board and

Legal and best practices review of HR policies External e ° ° ° ° °
general manager’s work come together—as
shown in the pyramid at right. The strategic EEQC report Internal ° ° °
initiatives are where the board speaks to the Insurance company report External 4 4 .
cost issue of ends in grea.lte.r. detail agd .where Code of conduct policy—inspection Direct o o
the general manager solidifies her/his interpre-
tation of the ends statements and begins the GM report—owner/shopper relationships  Internal ¢ ° °
planning of operational goals and objectives for Owner survey External e . . ° °
the organization that will ultimately demon- sh Extornal o R R
strate progress towards ends. Of course, just OPPers Survey xtema
like the ends statements themselves, strategic Linkage committee report Direct ° °
initiatives should be informed by linkage with GM report—material values issues presented
the owners.

by owners/employees/ shoppers Internal e o o

At our board meetings, we often focus on
“envisioning the future.” These discussions of
various end-related ideas often become trans-

President report—owner/shopper/employee
contact Direct o . °

lated into strategic initiatives. For example, our ~ GM report—relationships with vendors,
ends statements include “owners having a cooperative and Milwaukee community Internal e °

diverse community” and “owners having a

) ) GM report—Ilocal supplier purchases/all
sense of belonging.” Our board has spent a sig-

purchases Internal o

nificant amount of time this past year dis-
cussing what it means for our cooperative to be @M report—number of owners, market share,

a diverse community and what a diverse com- number of stores, development of new products
munity does to cultivate a sense of belonging. and services Internal °
One conclusion from these visioning conversa- Auditor review of growth in owners External .

tions has been that our staff needs to be (more)

. . . GM report on GM succession and crisis
diverse. Therefore, we established a strategic P

. ) . management Internal °
initiative with our general manager this year to ‘ . —

“implement initiatives that will diversify the Review GM Succession/Crisis Management  External .
staff at all levels of the organization.” GM report on bylaws Internal .

This is neither an ends statement nor =>
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<m an operational goal or objective. The initia-
tive itself is open to plenty of interpretation, but
also is specific enough to hold the general man-
ager accountable for its accomplishment. The
strategic initiative also allows the board and
management to agree on priorities (i.e., cost)
for ends progress for the year.

The board acknowledges that this the uti-
lization of strategic initiatives is a deviation
from the ends/means distinction advocated by
the Carver model, but is hopeful that this inter-
pretation helps in better addressing the cost
piece of ends and ultimately in governing our
organization more effectively. Boards should
realize that the use of strategic initiatives does
blur the line in terms of accountability, given
that the statements are co-owned by the board
and the general manager

As an aside, the specific nature of the
initiatives allows for a very clear way both to
evaluate the general manager at the end of the
governance cycle and to establish performance-
based pay (i.e., bonus) plans for the executive.

Executive limitations: six principles

We have learned much about limitations. In the
evolution of our policy register, I think we hit
50 pages! In our best of intentions to codify all
that we had learned and all that we thought
was important, we simply used the Carver
semantics to prescribe to our general manager
how she should operate the cooperative.

One policy in our Relationship to Owners
limitation reads as follows: The General
Manager may not fail to ensure accurate and cur-
rent Owner records, including name, address,
equity payments and eligibility for benefits and
voting. This was further defined by four addi-
tional policies.

But this was not a limitation policy. It did
not say that the general manager cannot do
something. Instead, it used language of limita-
tion to prescribe what the general manager
should do. We realized that with prescriptive
limitations policies such as these, we were

Board Fiduciary Obligations

The hoard shall conduct all endeavors in response to its duties of care, loyalty and ohedience to

the ownership of the cooperative.

METHODS FREQUENCY TYPE PRINCIPLES
Care Loyalty Obedience

Board member expectations and discipline policy Quarterly Written e °

Financial statement training Annually Verbal °

Financial statement analysis Quarterly Verbal °

Conflict-of-interest policy and disclosure Monthly Verbal °

Board member self-evaluation and summation report Annually Written e o o

Familiarization with organizational ends/initiatives/policies Quarterly Verbal °

Verification of information provided by management Annually Written e

Board retreat Annually Verbal °

Bylaw review Annually Written o

New member orientation Annually Verbal °

GM evaluation by board Annually Written o

Board evaluation by GM Quarterly Written e ° °

Review of board's plan for GM succession Annually Verbal o

Owner survey regarding values—full board review results ~ Annually Written °

Three-year linkage plan including annual linkage events Quarterly Written °

Linkage committee reports Monthly Verbal °

Annual meeting Annually Verbal ° ° °

Annual calendar development and approval Annually Verbal ° o

Monthly agenda review and approval Monthly Verbal ° o °

Monthly meeting evaluation Monthly Written e o

Annual president and secretary evaluation Annually Written e °

Internal report from GM on governing as a whole board Quarterly Written

Bylaw review Annually Written e

Ch 185 review Biannually Written e

The board uses a consensus decision making process

and a decision making rule of unanimity. If unanimity

is not possible, the decision making rule is majority vote. ~ Monthly Verbal o °

Board budget Annually Written e o

Place Cooperative Printing
ad here
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inserting ourselves into the operations and thereby losing some of the
benefit of the policy governance model. To change this practice, the
board had to willingly release its work of years of policy development.
In our efforts to reduce the volume of policies and truly use the
model to limit, we spent an entire retreat looking at these prescriptions
to identify what our concerns really were. All of the policies boiled
down to six limiting principles: integrity, legality, mutual respect, sus-
tainability, growth, and accessibility. We now have one limitation policy
that speaks to these central principles of our limitations. The job of the
board now is in monitoring these limitations. And since there are fewer
policies to monitor, we can now monitor at a much deeper level.

Better hoard oversight
The Carver model calls for three types of monitoring: internal report,
external report, and direct inspection. General practice suggests that
the majority of monitoring comes from an internal report from the gen-
eral manager.

Fiduciary obligations for the
board of directors varies by state,

but most states have a “duty of A” J[he BXBGUUVG

care.” Legal guidance in meeting

this duty of care calls for board ||m|tat|0ns p[]||[]|eS b[]||ed

verification of information pro-

vided by management. With most down t[] S|X pr|n[}|p|es

monitoring information coming

directly from the general manager Iﬂtegflty, |8ga| |J[y,

in the Carver model, our board

became concerned that we were m Utua| rBSpth,

not meeting our fiduciary obliga-

tions. How were we verifying SUSta| nab | | |J[y, ngth ,

information?

Our solution was to explore aﬂd aGCBSS|h|||J[y

more external and direct monitor-
ing to provide context, verifica-

tion, and a reasonableness check

of the internal reports provided

by management. The general manager still interprets the policy, but the
external and direct inspection reports provide information to the board
in deciding whether the general manager’s interpretation and conclu-
sions are reasonable. Then we can make an annual assessment, based
upon all monitoring evidence gathered, of whether the general man-
ager was operating within the limitations established by the board. On
page 41 is our plan for monitoring (note that the internal reports from
the general manager are in bold and are followed by the external or
direct inspection reports used to provide the board with data to make
decisions about those reports).

In planning our monitoring, we made efforts to ensure that we had
at least three external or direct monitoring sources for each limitation
area that could be corroborated with the internal reports we receive
from the general manager. Should the board ever come under scrutiny
in a particular area of these limitations, we have very clear monitoring
evidence that we were fulfilling our duty of care to the ownership.

Board process: fiduciary ohligations
Board process policies define the board’s work. Our board has taken the
position that our job is to lead the organization in response to fiduciary
obligations to the ownership of the cooperative. The fiduciary obliga-
tions (in the state of Wisconsin) are duties of care, loyalty, and obedi-
ence. In our case, we took the obligations and the corresponding legal
precedents and incorporated many of these items into our policy regis-
ter to help guide our own board process.

As with our limitations policies, our policy register had grown
exponentially, resulting in pages and pages of prescriptive board
process policies. Boiling down these prescriptions to their fulfill- =>
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Resources
for Food Co-ops

Expansion Toolhox

Challenges to the Cooperative Board of Directors
We Own It: A Workhook Ahout Member Equity
Financial Management Toolbox

Governance Toolhox

Hiring a General Manager

Evaluating Your General Manager

Ownership Toolbox $20.00 each*
How to Start a Food Co-op $20.00 each

* Note: A DISCOUNT of 20% is applied when ordering any five of the above publications
marked with an asterisk.

$20.00 each*
$15.00 each*
$10.00 each*
$20.00 each*
$20.00 each*
$15.00 each*
$20.00 each*

Name/organization

Address

Telephone

City, State, Zip

[J 1 subscription (6 issues) / 1 year= $25.00.

[0 1 subscription / 2 years = $45.00.

05 or more to one address. Your cost =
$22.00 x number of annual subscriptions.

Enter total number of subscriptions

SUBSCRIBE TO
COOPERATIVE GROCER

[ 1 subscription outside N. America = $40.00.

O Send
O Send

copies of Expansion Toolhox. $20.00 each. Discount price: $16.00 each.

copies of We Own It: A Workhook About Member Equity. $10.00 each.
Discount price: $8.00 each.

copies of Challenges to the Cooperative Board of Directors.
$15.00 each. Discount price: $12.00 each.

copies of Financial Management Toolbox. $20.00 each.
Discount price: $16.00 each.

copies of Governance Toolhox. $20.00 each. Discount price: $16.00 each.

copies of Hiring a General Manager. $15.00 each.
Discount price: $12.00 each.

copies of Evaluating the General Manager. $20.00 each.
Discount price: $16.00 each.

copies of Ownership Toolbox. $20.00 each. Discount price: $16.00 each.
copies of How to Start a Food Co-op. $20.00 each.

O Send

O Send

O Send
O Send

O Send

O Send
O Send

[ Bill us at the above address. Order sent by

Return to: Cooperative Grocer, 2600 East Franklin Avenue, Minneapolis, MN 55406.
612/692-8560 ext. 210; fax 612/692-8563
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<m ment of fiduciary duties of care, loyalty, and
obedience, we were able to create a list of mon-
itoring methods that demonstrated that fiduci-
ary duties were being met.

See page 42 for our table of Board Fiduciary
Obligations.

Conclusions

The evolution of this work has reminded our
board of the power that exists in the Policy
Governance model to govern our organization
well. We have found what is making the model
work for us is our shift from cursory monitoring
of our unwieldy, overly prescriptive limitations
policies to rigorous monitoring focusing on our
fiduciary obligations, combined with owner
linkage to help set strategic initiatives that
guide the organization towards its ends. This is
a work-in-process that will continue to evolve.
Being open to that evolution and learning is
something that makes our board, and the coop-
erative sector as a whole, a great place to be a
leader! m
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Is your co-op
up-to-date in our
online directory?

If you've lost track of how to
update your co-op’s listing,
contact Dan at 612/436-9177 or
dan@cooperativegrocer.coop.






