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article is adapted from his recent book Curing Corporate Short-Termism: Future

Growth vs. Current Earnings.

I n principle, the test of a good exec-
utive compensation program is the
consistency with which pay rises when
good things happen and declines when
bad things happen. Seems straightfor-
ward, right? The executive compensa-
tion field is replete with thousands of
experts, pundits, and advisers that are
at the beck and call of compensation
committees. Yet, somehow, despite
all of this, and undoubtedly the best
of intentions, executive compensation
is a mess—full of highly questionable
compensation strategies, structures,
and execution. The following are com-
mon obstacles to effective incentive
compensation that all board members
should be aware of.

Too Many (Incomplete) Measures
Someone once explained to me that
they had identified over 400 key busi-
ness performance indicators. This, of
course, calls into question how “key”
each of these indicators is. If, say, 223
measures rise and 177 decline, what
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does this tell you? The point is that
when there are too many metrics, the
picture becomes muddled.

We need a hierarchy that allows us
to balance various inputs to optimize
a decisive measure. When it comes to
performance measurement, corporate
finance executives tend to layer meas-
ures on top of measures to ensure that
nothing escapes measurement. They
appear to do this because none of
the measures are really that good, or
complete. Don't do it—the use of too
many measures will obscure and dis-
tort the signals needed to make deci-
sions, and many suboptimal decisions
will end up increasing pay arbitrarily.

This is why proxy advisors are
increasingly looking to comprehen-
sive measures that can underpin their
compensation design, investment
frameworks, and overall approach to
corporate governance. The well-known
proxy advisory firm Institutional Share-
holder Services signaled its support for
these types of economic profit meas-
ures when it acquired EVA Dimensions
in 2018. The benefit of economic prof-
it-type measures is that they combine
growth, margins, and investment in
one measure. So up is good and down
is bad. 2
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Obstacles

(continued from front page)
Sandbagged Budgets

From an internal corporate perspec-
tive, the problem of “sandbagging”
is, hands down, the worst managerial
behavior problem. Each year, most
businesses submit a multiyear plan in
which performance during the first
year is projected to go down, but in
every year thereafter is strongly up.
The appeal of this well-known “hock-
ey-stick” forecast for managers is that
it provides an easy budget to beat in
the annual incentive plan and a strong
outlook beyond that, which helps them
gain top management’s approval for
their capital requests.

To achieve better managerial behav-
ior, it's essential to decouple plans and
budgets from performance targets.
Instead, performance targets can be
set equal to prior-year performance
to instill a mentality of continuous
improvement, though this approach
requires a very complete measure, as
described in my book Curing Corpo-
rate Short-Termism.

Weak Upside

The often relentless focus on how
much CEOs are paid diverts public
attention from the real problem—how
CEO:s are paid. In most publicly held
companies, the compensation of top
executives is poorly linked to value
creation—instead, these leaders are
often paid more like bureaucrats. Is it
any wonder then that so many CEOs
act like bureaucrats rather than long-
term committed owners?

Just as we don't want to over-
pay for poor performance, we don't
want to underpay for strong value
creation either. Consider, for exam-
ple, Transocean, the leading offshore
driller, which delivered 480% total
shareholder return (TSR) over the five
years from the end of 2002 through
the end of 2007, which was almost six
times the S&P 500. In three of those
five years, its annual incentive plan for
executives paid nothing, and in the
other two years it paid an average of
below-target annual incentives. Clearly,

management was underpaid, which
presents challenges in recruiting and
retaining executive talent.

Avoid jacking up performance tar-
gets when times are good, lest we
take away the incentive to influence
and create good times.

The Relative TSR Conundrum

Over 50% of S&P 500 companies
use relative total shareholder return
to determine some part of execu-
tive compensation. The logic goes
that relative TSR rewards success
while limiting the risk that large pay-
outs might accumulate and attract
media attention simply because of an
upward-drifting stock market or indus-
try. This sounds great, but to those
of us who've studied it, relative TSR
just weakens the alignment between
shareholders and executives while
amplifying compensation volatility and
uncertainty.

Companies typically calculate the
percentile ranking of a company's
TSR, which includes dividends and
capital gains, over a period against
the constituents of a stock index, the
members of an industry, or a custom-
ized set of peers. The grant of per-
formance share units (PSUs) is scaled
up for high-percentile rankings and
vice versa, with a common range of
0-200%. The intent is to deliver more
shares to an executive team that leads
a tough industry, and fewer to an exec-
utive group that trails in a high-per-
forming industry.

We published capital market
research on relative TSR in 2016
in CFO and 2017 in Workspan. In
this research, we found large gaps
between the average rewards to man-
agement and the cumulative returns
for shareholders. Consider the sem-
iconductor company NVIDIA, with
12-year cumulative TSR of 1,712%.3
This was 98th percentile and should
have generated a fantastic reward.
But due to the pattern of the cycle-by-
cycle relative TSR, NVIDIA's average
relative TSR ranking was only 44th
percentile, and their executives would
have vested in less than 100% of their
PSUs.

Across the whole sample, manage-
ment teams would have either over-
vested or undervested, on average, by
45% of their total original number of
PSUs. This is such a large average devi-
ation from the intended outcome that
it completely dismisses any notion that
relative TSR is useful for aligning man-
agement with owners over time.

Also, within each relative TSR cycle,
earned awards can vary considerably,
depending on which day the cycle
ends. For example, at the start of
2017, Celgene would have vested
in 148% of its PSUs. This vesting
dropped to 122% for the cycle ending
at the conclusion of one month. Then
over the following weeks, the vesting
percentage would have increased
until it reached the cap of 200% by
mid-April, where it stayed for two
months. But as the middle of the year
approached, a substantial deteriora-
tion occurred in relative TSR, and for
December, its relative TSR was bot-
tom-quartile, so no PSU vesting would
have been triggered.*

With only a few months of move-
ment in the vesting date, the value
of this allegedly long-term incentive
would have reached either the cap or
the floor, so either the managers or
the owners are likely to feel shortch-
anged. Although, in principle, relative
TSR appears attractive, in reality it
does not align managers and owners
over long periods; and, within a given
cycle, the executives will vest in vastly
different numbers of shares, depend-
ing on the day the three-year cycle
ends. Many executives already dis-
count the value of stock awards. Using
relative TSR only exacerbates this,
which is not at all helpful for attracting
or retaining talent.

Problems With Base Pay

When it comes to senior executive
salaries, that's one of those peculiar
situations in life when less is more. If
we are trying to motivate owner-like
behavior, why would we want the big,
dead anchor of a high fixed salary in
the mix? The reason many executives
are given high salaries is not that they
need some minimum income, at least
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not CEOs. It's that everything else in

compensation is granted as a percent-
age or multiple of salary. So, let’s stop
that right away and separate the two.

For now, let’s consider cash com-
pensation only. Since salary requires
solely that the executive keep the job,
it is of lower risk than other variable
elements of compensation. Annual
incentives, for example, vary year to
year and therefore carry more risk.
Sure, they may be higher, but they
could be lower, too.

In finance, we discount cash flows
for risk, and we can do the same with
compensation. If a dollar of salary is
worth one dollar, then a dollar of tar-
get annual incentive plan payment,
which can end up being worth more
or less, must be worth less than one
dollar. This follows the basic principle
that stable cash flows are worth more
than variable cash flows, so for varia-
ble cash flows to have the same value,
they must be targeted at a higher
level.

One of the great things consulting
firms do well regarding executive com-
pensation is to gather, sort, and apply
data. Let's say, in a given industry, the
median CEO salary is $500,000 and
the median target bonus is 100% of
this, or another $500,000. Let’s fur-
ther assume that the bonus can rise
to 200% or drop to zero, based on
performance. So, in a great year the
bonus will be two times $500,000, or
$1,000,000, and total cash compensa-
tion will be $1,500,000. Sounds great,
but of course the pendulum can swing
both ways and the bonus can be zero.

If instead, we offer $400,000 in base
pay—a reduction of $100,000—we
would need to increase the target
incentive compensation by more than
$100,000 to compensate for risk. But
we may find this greater exposure bet-
ter aligns managers with shareholders.
It is always worth considering alterna-
tive combinations of fixed and variable
pay rather than assuming everything
has to be set as a percentage of salary.

Recommendations

Having spent three decades design-
ing incentive compensation for many
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different types of companies across
the globe, | believe there are a few
key learnings to share. First, boards
should carefully consider the perfor-
mance measure (or measures) that is
most likely to encourage the desired
behaviors in managers. This right met-
ric for one company may be a poor
fit for another, but there are some
that will be reliable across nearly all
industries. At Fortuna, we recommend
Residual Cash Earnings, or RCE, which
is a cash-based version of economic
profit that was developed to improve
on Economic Value Added (EVA). Our
research has also demonstrated that
RCE relates better to total shareholder
return (as a proxy for value creation)
than EVA in a comprehensive study of
all major industries.®

Second, companies should decou-
ple budgets and plans from incentive
compensation by setting targets equal
to prior-year performance, as indicated
by a complete measure like RCE. (This
is a process detailed in full in Curing
Corporate Short-Termism.)® To demon-
strate how well this “RCE versus last
year” incentive paradigm works, we
recently studied a client and about 15
peers. Using 120 data points of the
group of companies over a span of
years, we sorted the companies based
on bonus multiples actually paid, and
compared this to a simulation of incen-
tives paid based on RCE versus the
prior year.

In both cases, managers earn-
ing above-target bonuses delivered
higher median TSR than those earning
below-target bonuses. But this TSR
advantage was more than twice as
high when we sorted companies based
on RCE bonus multiples than when
we used the actual bonus multiples
reported. So, in effect, RCE-based
incentives showed a far stronger
relationship to value creation than
the various methodologies being
used across different companies. This
demonstrates that the combination
of a complete measure like RCE and
measurement against prior-year per-
formance can provide a far better
alignment of management’s and share-
holders’ interests than the various

measures and target-setting negotia-
tions that are commonly used.

A final recommendation is that
boards should be willing to break from
the trend when it comes to incen-
tive compensation. In my decades
implementing and studying incentive
designs, | have observed a strong
pressure for compensation commit-
tees to conform to often dysfunctional
industry norms. Many boards feel com-
pelled to fall back on these standards,
as it's the safe choice. After all, board
members don't stand to benefit from
the potential upside of compensation
decisions to anywhere near the degree
they are exposed to the downside in
the form of criticism, potential job loss,
and reputational risk—if the design
does not work out as planned. But,
as we have seen, this has led many
companies to embrace and maintain
questionable compensation practices.
Boards that seek to align managers'
behavior with the interest of long-term
owners, and fuel a mindset of contin-
uous improvement, should consider
innovative approaches to compensa-
tion design.

Gregory V. Milano is the author of Curing
Corporate Short-Termism: Future Growth vs.
Current Earnings. He is an expert in incen-
tive compensation design, with nearly 30
years’ experience in management consulting.
He has specialized in promoting an “owner-
ship culture” in large corporations through
innovative performance measurement and
managerial incentives, and is currently the
founder and chief executive officer of Fortuna
Advisors LLC. Before founding Fortuna
AdVvisors, he was a partner at Stern Stewart
and a managing director at Credit Suisse.

He has appeared on Bloomberg TV, CNBC,
and Sky Business News, and his research has
been featured in Fortune, the Wall Street
Journal, Financial Times, and the Journal of
Applied Corporate Finance, among other
publications.
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Alternatives to In-Person
Directors’ Meetings

Edmund Polubinski, Jr.

Edmund Polubinski, Jr. is a corporate lawyer at Lyne, Woodworth & Evarts LLP,
a Boston-based law firm. In this article, he notes the rise in virtual directors’
meetings due to the COVID-19 crisis and discusses how virtual meetings and
several other alternatives to in-person meetings can be a useful tool for many

boards.

he COVID-19 crisis has signifi-

cantly increased the use of virtual
directors’ meetings. Even before the
pandemic, however, boards frequently
utilized virtual meetings and several
other alternatives to in-person meet-
ings. These alternatives were used for
convenience or because of difficulties
in convening a board.

Under all states’ corporation laws,
management of a corporation is
vested in the board of directors. Under
these laws, the authority of officers to
act, without director authorization, is
limited. Thus, for officers to bind the
corporation to significant agreements
and courses of action, the officers’ acts
must be authorized or approved by
the directors.

Directors generally act by majority
vote if a quorum is present at a meet-
ing, and an effective meeting requires
a quorum. Often, in an emergency, a
quorum of in-person directors may not
be readily convened. Likewise, for non-
routine authorizations—the entry into
a significant agreement or major lease
in a smaller business—it is difficult to
interest the remote outside director to
travel to attend a directors’ meeting.

The following discusses alternatives
to the in-person meeting and some
of the issues connected with those
alternatives.

1. Meetings by telecommunica-
tions. For the last 10 years, a
director who lives 1,500 miles
away from the corporate office
participated in monthly directors’
meetings by Skype on a board
on which | serve. In March 2020,
because of the COVID-19 pan-
demic, we all met virtually. These

days, more and more meetings
are being held on Zoom, Skype,
Google Hangouts, or even by
conference and speaker tele-
phone.

Most states’ corporate stat-
utes permit participation in
meetings either virtually or by
telephone, if all directors can si-
multaneously hear one another.
Note that “simultaneously hear”
is critical, and | would add “simul-
taneously speak” (though, | would
hope, not at the same time). Most
state corporate statutes provide
that “[a] director participating in a
meeting [by telecommunications]
is considered to be present in
person, at the meeting .”1 In the
past, this simultaneous presence
was accomplished by directors
huddled over speakerphones, but
today it is by virtual means, using
personal or laptop computers.

A recurring issue with remote
meetings is whether nonpar-
ticipants in the virtual meeting
have received proper notice of a
non-regularly scheduled meeting.
Unless a director is present at a
meeting (and does not object to
the lack of notice), state corpo-
rate laws require that a director
be given notice of the time and
place of such a meeting. In the al-
ternative, a director may, in writ-
ing, waive notice (as described
in the following paragraph). Al-
though most videoconferencing
apps provide for some sort of no-
tice, that notice sometimes falls
short of requirements of state law
or the corporation’s bylaws. The

person convening the meeting
should, therefore, make sure the
notice complies with the date,
time, and agenda, if any, require-
ments of state law and the corpo-
ration’s bylaws. Many states’ laws
and corporate bylaws provide for
oral notice of directors’ meetings,
but because of proof issues, | use
this only as a last resort. State law
and the bylaws should be looked
at to determine whether they per-
mit electronic notice. If electronic
notice is not permitted, or if the
company is unsure, waivers of
notice (see below) should be sent
by mail to the nonparticipating
directors.

If notice is not given or is
defective, most corporate laws
permit a nonattending director to
sign a waiver of notice before or
after the meeting. The waiver is
signed and dated by the nonpar-
ticipating director and contains
a statement that the director
"waives notice of the date, time,
and purposes of the meeting.”
This waiver can be sent to the
nonparticipating director and
returned by the director by mail
to the corporation. A waiver of
notice is equivalent to a notice
for purposes of the validity of the
meeting.

2. Ratification. If the notice of

the meeting was defective or

a meeting itself was defective
(i.e., lack of quorum) and for
some reason (death, departure,
hostility, etc.) the director cannot
sign a waiver, the directors can
ratify the unauthorized (by the
directors) corporate action taken
by the officers. This is simply

a proper directors’ vote taken
after the unauthorized action
“ratifying and confirming” the
unauthorized action. This gen-
erally has the effect of a proper
authorization.

. Consents. Rather than conduct-

ing a meeting, directors may
take action or authorize officers
to act by consenting to a writing
that sets forth the action or au-
thorization. Most states’ corpo-
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rate statutes and most corporate
bylaws require that the consent
be unanimous. The consent may
consist of a single writing signed
by all directors or several iden-
tical writings each signed by a
separate director or directors (as
long as, collectively, all directors
sign the writings). The rationale
for unanimity is that it precludes
the stifling of any dissent among
the directors. Were it otherwise,
a dissenting director could mere-
ly be excluded from the signing
of the consent and the action
approved without the board
having received his or her input.
With a requirement of unanimity,
a director who opposes an action
may refrain from signing the con-
sent and force a meeting to dis-
cuss the action. The actions and
authorizations given in a written
consent have the same effect as
if the action or authorizations
were adopted at a directors’
meeting.

. Executive or other committees.
A close corporation will frequent-
ly have a group of management
directors working at the corpora-
tion’s headquarters and an out-
side director or two. Sometimes
the outside director or directors
are geographically distant or are
otherwise difficult to contact.
Many public companies have
large boards composed of di-
rectors geographically apart. If
any of the foregoing is the case,
the board of directors can name
a committee composed of one
or more directors to undertake
routine business between direc-
tors’ meetings. Most corporate
statutes permit the directors to
appoint committees. Many states
require that there be at least two
members, others, including Dela-
ware and Massachusetts, permit
committees having one or more
members. While committees
have specialized functions, such
as audit and compensation com-
mittees, executive committees
have traditionally provided guid-
ance and routine adoptions and
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authorizations between regular
board meetings.

This executive committee can
be given authority to take almost
any action that the directors are
required or permitted to take.
State corporate law generally lim-
its a committee’s authority, and
the limitations vary from state to
state. For example, the current
Massachusetts law prohibits the
executive committee from:

e authorizing distributions
(dividends);

e approving or proposing certain
shareholder votes;

 changing the number, removing,
or filling vacancies of directors;

o amending the charter or
adopting, amending, or repealing
bylaws; and

« authorizing or approving certain
reacquisitions of shares.

But the executive committee is
the ideal mechanism for approv-
ing routine matters in the close
corporation where one or two
directors are not readily available
and for direction and adoption
of routine corporate matters
between regular meetings. It is
also ideal in situations where it
is difficult or impossible to read-
ily convene the entire board of
directors, such as in a large cor-
poration having geographically
disparate directors.

Action by executive commit-
tee reduces the necessity for
notice, as the committee will be
small and will, in the case of most
corporations, be composed of
management. Furthermore, if the
committee is thoughtfully com-
posed, all members will generally
be able to attend the meeting,
obviating the notice issues re-
ferred to earlier.

Conclusion

In difficult times, there are many
ways for directors to act without an
in-person meeting. As we move to nor-
mal times, the foregoing alternatives
to in-person meetings of directors are
useful. The corporation implementing

(continued on page 8)

WHEN WE SAY...

oard Leadership’s mission

is “to discover, explain and
discuss innovative approaches to
board governance with the goal
of helping organizations achieve
effective, meaningful and suc-
cessful leadership to fulfill their
missions.”

Board Leadership aims to ful-
fill this mission by engaging its
readers in a lively and illuminating
inquiry into how board govern-
ance can be made more effective.
This inquiry is based on three key
assumptions:

 Boards exist to lead
organizations, not merely
monitor them.

o Effective board governance
is not about either systems,
structures, processes,
theories, practices, culture,
or behaviors—it is about all
of them.

o Significant improvements are
likely to come only through
challenging the status quo
and trying out new ideas in
theory and in practice.

Uniquely among regular pub-
lications on board governance,
Board Leadership primarily
focuses on the job of board lead-
ership as a whole, rather than on
individual elements of practice
within the overall job.

Over time, Board Leadership
will provide a repository of dif-
ferent approaches to governance
created through its regular “One
Way to Govern” feature.

Here's what a few of the key
terms we use mean to us:

o Innovative: Creating

significant positive change

o Approaches: Principles,
theories, ideas,
methodologies and practices.

o Board governance: The
job of governing whole
organizations.



How to Start Your Strateqic
Planning Session Off on the

Right Foot

By Cynthia Jarboe

Cynthia Jarboe is chief financial officer at the Emergency Assistance Foundation, a

nonprofit organization that helps corporations make emergency hardship grants for
their employees when they face unexpected and unavoidable financial hardships or
disasters. In this article, Jarboe details how board members can start their strategic

planning sessions off on the right foot.

here is no precise methodology or

“right way” to conduct strategic
planning. What is important is that
strategic discussions occur among
strategic thinkers. While it's likely that
you'll have staff or board members
with their favorite programs that they
want to prioritize, you must work
together to truly see the big picture
and think strategically.

So how do you get everyone
excited and focused as strategic think-
ers for a strategic planning session?

Hopefully your board is annually
taking a fresh perspective on planning
for the future or at least updating the
plan developed in the last couple of
years. Change is happening quickly in
today’s world, and organizations need
to adjust as quickly.

Not everyone is a strategic thinker.
A few years ago, at the Governmental
Affairs Conference of the Credit Union
National Association, former Presi-
dent George W. Bush talked about
Russian President Vladimir Putin. Spe-
cifically, he indicated that Putin was
not a strategic thinker. President Bush
defined a strategic thinker as one who
focuses discussions on how we can win
together. He said Putin focuses on how
he can make you lose. While you may
not have Putin in the room, you may
have staff or board members with their
favorite programs that they want to
prioritize.

Planning for Planning
The preparation for the session is
critical. Sufficient time must be set

aside, and not just a few hours in the
middle of a board meeting. It may not
be possible to accomplish everything
in one session. These sessions can be
emotionally charged and, therefore,
exhausting. Sometimes it may be
important to hit the pause button and
get back together later. You may need
to gather more data.

The book Moments of Impact: How
to Design Strategic Conversations
That Accelerate Change, by Chris
Ertel and Lisa Kay Solomon (Simon &
Schuster, 2014), is a good resource for
conducting strategic planning sessions.
In the book, they state, “A great stra-
tegic conversation is not just an intel-
lectual exercise—it's an exhilarating
and memorable experience.” You want
the session to be an experience the
participants will remember. For one
thing, participants must feel the need
for change. Consider incorporating
role-playing or simulation exercises to
work through alternatives. Sometimes
a little thing can etch the experience
in the minds of the participants. At the
conclusion of one session, | handed
out an electric candle to each partici-
pant with the final advice to go forth
and shine light on their vision for
others.

When

When selecting the date, survey
the participants to identify the date
when the most can attend. You want
everyone face to face and not dialing
in via phone or computer. That means
scheduling it at least six months in

advance. One board always plans

a two-day strategic planning and
educational retreat the last week of
September. That way, the board mem-
bers know not to schedule anything
that competes. It has become the
highlight of the board calendar, with

a combination of fun, team-building
activities, and strategic thinking. It is
always at an interesting destination
that rotates around the state. Speak-
ers are brought in who educate on
topics relevant to the organization and
its future. For example, one year the
speaker was an expert on the future
of transportation, including driverless
cars, and the next year another spoke
on attracting future generations to the
organization. To get quality speakers
and facilitators, you need to provide
plenty of advance notice.

Where

The environment should be condu-
cive to strategic thinking. Consider a
new location that provides plenty of
space for subgroup breakout sessions.
To get participants to think “out of the
box,” they need to be outside their
normal meeting space. For example,
The College of William & Mary Mason
School of Business has a Design
Center with lots of natural light, open
flexible space, comfortable seating,
and several whiteboards for affixing/
jotting notes, making it a perfect
space for strategic thinking.

Ensure the facility has sufficient
meeting room(s) space so there can be
small group discussions. Not everyone
is comfortable sharing their thoughts
with a larger group, so consider plan-
ning for small group breakouts. Table
groups also prevent any one person
from dominating the discussion and
encourage the new board members to
speak up and ask questions.

If the organization and its board
members can afford a resort-type des-
tination, that is a great way to get the
maximum participation and provide
a relaxed atmosphere for strategic
thinking. Resorts provide activities for
getting to know one another better
prior to sitting down for planning.

BOARD LEADERSHIP



Team-building activities can include
everything from golf to scavenger
hunts to cooking lessons. Think out of
the box, with the objective being for
the board to spend time outside the
boardroom with one another so they
get to understand different perspec-
tives better.

Who

Think about who should be attend-
ing the session. While the board is
ultimately responsible for the stra-
tegic plan, the session may need to
involve other people with different
perspectives. In Moments of Impact,
the authors suggest assembling a
“Dream Team,"” including those with
differing areas of expertise, differing
roles within the organization, and rep-
resentatives from all the demograph-
ics of your stakeholders. Hopefully,
your board is diverse and represents
a dream team already. They also rec-
ommend having a core group of those
familiar with one another and supple-
mented by a few who are new. Includ-
ing external participants as observers
and listeners may be helpful. Multiple
perspectives are key. In particular, staff
should participate (not conduct), as
they will be critical to execution. It is
harder to be committed if you are not
part of the conversation.

The Society of International Busi-
ness Fellows works hard to ensure its
board reflects its membership. It also
ensures fresh perspectives by adding
new board members each year. The
strategic planning session is the first
event of the year, and therefore is the
first opportunity for new board mem-
bers to meet the more experienced
board members. The new board mem-
bers come in early for an orientation
to learn more about the organization
and how it is governed but are also
encouraged to ask questions and
speak up during the sessions. The staff
is dispersed among the group so they
interact with the entire board. In this
case, the strategic planning session is
only board and staff because it repre-
sents the membership well. However,
if your board does not represent your
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stakeholders or if you want to increase
the diversity of your members, volun-
teers, or donors, add representatives
from outside your board to your stra-
tegic planning team.

How

The leader of the session can be a
member of the board or a hired facil-
itator, depending on who can most
effectively run the session given the
personalities in the room.

The leader should open by explain-
ing the objective of the session and
where the group is expected to be at
the end of the session. Data to pre-
pare participants for the session may
have been distributed for advance
reading to save time and set a frame-
work. A few ground rules should be
established in the beginning to encour-
age strategic thinking and discussion.

 You will be conjuring up the
future so there are no crazy
thoughts or comments.

o To allow everyone to share their
thoughts, the leader should
recognize the person who will
speak.

o Everyone is encouraged to
question the status quo or current
position and explore alternatives.

o Empathize with current and future
stakeholders such as potential
members, donors, beneficiaries,
and service users. Put yourself in
their place.

« Avoid groupthink or deferring to
leaders.

o Listen, listen, listen—think of
yourself as an observer in the
balcony watching without bias
from the outside, considering all
viewpoints and perspectives.

As you plan for your strategic plan-
ning session, consider what you want
to accomplish during the session. If
the chair and the officers have already
decided on the priorities based on
their passions for the coming year,
then do not set expectations that the
assembled strategic planning team
is going to reinvent what has already
been decided on.

If this is a start from scratch and
everything is open for discussion,
then decide in advance on the process
steps.

Process

A well-planned, thorough, strategic
planning process should be flexible
and can be modified as you go for
your group, but the order of review
can be important. The following steps
are meant to prevent putting “the cart
before the horse.” Often, the partic-
ipants want to go straight to tactical
steps before having a clear vision or to
make decisions without understanding
the environment or having sufficient
data points.

You may see different terminology,
and not every group will define the
steps the same way. To clarify, SWOT
stands for strengths, weaknesses,
opportunities, and threats. In advance
of the session, gather data with the
assistance of staff so you can have
an informed discussion of the SWOT.
Maybe your mission is clear and con-
cise and you do not need to reevalu-
ate it. Maybe your values have been
defined in a prior year and everyone is
in agreement and aware of the organi-
zation’s values. It is still a good idea to
put both the mission and values state-
ments in front of everyone in advance
as a refresher. Ensure your value prop-
osition is crisp and clear, even if the
values have not changed.

Provide the process to the team in
advance, explaining what is meant by
each step and the timeline for address-
ing each step. Emphasize that the
process is flexible and may be revised
as needed.

The leader should be well prepared
for the session kickoff and provide an
agenda and advance reading materials.
Preparing open-ended questions to
get the group or subgroups thinking
creatively is also suggested. Sample
questions include:

e Where are we going?

o What key issues should we

tackle?

e How can we use our strengths to

(continued on page 8)



Alternatives

(continued from page 5)

the alternatives should carefully craft
its strategy going forward, paying
particular attention to the laws of its
state of incorporation and the corpora-
tion’s bylaws. Some states and bylaws
limit further the techniques described
above, and some states allow for even
more flexibility. No board should be
without carefully thought-out alter-
natives to in-person meetings of the
entire board.
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build on what has worked in the
past?

« Using the analogy of a house
plan, what do you want your
house to look like from the street
(your vision at completion)?

The questions should be broad
enough to keep everyone out of tac-
tical discussions and financial need
discussions. To start, ask them not to
worry about resource needs.

If you are thoughtful about planning
your strategy session, you should gain
everyone’s commitment to use the
plan as a framework for decisions and
priorities that will guide your organi-
zation toward its vision. Developing a
strong strategic plan may be the most
important task you perform as a board
member. (1
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