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Determining the Intangible Value of Board Governance

NEW!

Board Governance Practices Inventory This 4-colour self-assessment inventory leads
Board members through a detailed

reflection on their personal stewardship practices, and their actions to ensure the
sustainability and relevancy of the organization they govern.

The competency - based assessment identifies the frame-of-reference a Director
brings to 25 key governance practices and their balance of focus across 6 key areas of
governance work. [Network Scan,

Relevancy & Community Engagement, Oversight Perspective & Ethical reflection,
Risk Management, Diplomacy & Influence, Communication and Interpersonal Skills]

The individual results, can then be

compared and discussed by the full Board to identify action steps for improvement in
governance practice, and itemization of governance work that might be slipping through
the cracks of the Board's current agenda and priorities.

This inventory is a 'first' in the world of Governance. It also incorporates the latest
recommendations of the Toronto Stock Exchange, The Broadbent Commission
(Canada), the Sarbanes-Oxley Act (USA),

and is applicable to the discussions in the UK, Singapore, Japan, the Middle East, and
more.

Exploring the Web!

http://www.tse.com/en/tradingServices/docs/2450A pr26-02_Request_for Comments.pdf

http://www.ucs.mun.ca/~rsexty/business8107/T SE.htm

Toronto Stock Exchange's proposed new disclosure requirements and guidelines for
Corporate Governance Policy.

http://www.graycary.com/newsl| etter/corp/020729/sarbanes_oxley_act.htm

Summary of the key elements of the US Sarbanes - Oxley Act.



http://www.iaac.org.uk/initiatives/ CG%20Recommendati ons¥20Paper. pdf

Summary of Board Governance recommendations in the UK.

http://www.glocom.org/opinions/essays/200204 _fukushima_corporate/

A look at the corporate governance issues in Japan.

http://www.pwcgl obal .com/Extweb/mani ssue.nsf/docid/62AA314CB6D04B85CA 256B7
200309074

A summary of the 2001 Singapore Code of Governance practice.

What is good governance worth to your organization?

An extra 15% increase in share price?

A 1% reduction in financing or interest charges?

Improved credibility with government or foundation funders?

Enhanced creativity or access to new markets through expanded networks?
Easier conclusion to partnership and alliance formation?

Greater investor, industry, or community confidence and support?

Over the past few years, community members and leaders alike have been starting to
realize how much of the perceived (and real) value of an organization is related to
intangibles. These intangibles include: quality of executive leadership team, ingenuity
and ideas of employees and suppliers, unique structural processes, inventions and special
procedures, strong relationships with customers and alliance partners, brands, and more.

For public companies, the analysts and investor relations professionals have tried to
understand intangibles and factor them into their assessments of share value. Private
companies often assertively protect their intangibles and find a place for them on their
balance sheet. Not-for-profit and government organization leaders realize that their
service delivery and future success is directly related to the talent and capacity of the
people on the front lines.

The past year has highlighted another intangible, yet now highly valued component of
organizational success and its future - the Board of Directors.



The Board as a Source of Value-Add Many of our existing governance systems and
approaches were established more than 15 years ago. Today, as a result of the evolving
public crisis in governance confidence, a number of regulatory groups and task forces
have recognized that there is significant value to good governance, and that certain
minimum practices important to organization success and community trust.

In Canada , we have seen the recent release of the Toronto Stock Exchange (TSX)
proposed Corporate Governance Policy. Earlier in 1999, the Panel on Accountability and
Governance in the Voluntary Sector released what is commonly referred to as the
"Broadbent Report". In the USA, The Sarbanes - Oxley Act of 2002 has re-energized
governance bodies and required changes in structures, actions and reporting. Other
jurisdictions around the world are likewise scrambling to codify best practices for
governance.

With these recommendations on the table, they should beg the question: "What value
does our Board add to our organization?"

Of course, Board activities and their attendant travel costs, per-diems, and support
requirements can add up to a significant cost to an organization - even a small charity.
As such, a major expenditure like this should draw out the next question:

"What is our return-on-governance?"

These are becoming important questions. They are also likely to cause some discomfort
at the Board table. Directors are used to asking these questions of others: the CEO,
senior staff, new organizational initiatives, and major budget areas. Directors are not so
used to asking this of themselves.

The current focus on improved governance practice and the answers to these kinds of
questions will be important steps in rebuilding investor confidence, community trust and
perceived value in our organizations.

Value-Added Work of Boards

When you start a discussion of 'value-add' you have to keep in mind that what connotes
'value' is constantly shifting. In the area of governance, what was a valued Board activity
5 years ago may not be so valued today. Indeed things that are valued today include
practices that many Boards have never concerned themselves with. So, what are those
value-added actions Boards can take?

Recent workshops with Boards have elicited the following responses to the value-add
question above:



* Connection to community - including communications, access for input

* Mobilizing of personal networks for added insight, perspective, ideas and strategic
* thinking/assessment

* Ensuring a well considered vision and strategic direction is in place

* Approval/re-examination of major projects or strategic initiatives

* Political influence and/or awareness of key organizational issues

* Oversight of Management activity and compliance to regulations

* Selection of/guidance to CEO

» Establishment of an ethics policy and values framework

* Financial review, oversight and stewardship.

Surprisingly, some highly valued elements (by the broader public and community) do not
generally
come forward in initial conversations with Boards. These actions/practices include:

* Public protection and transparency of decision-making (including safety of practices,
community and environmental impact, fair investor treatment)

* Honest, respectful dealings with the public, including forthright reporting and
accountability processes

» Fair treatment of employees, suppliers and the environment both at home and
internationally

» Fair access to products, programs and services

* Future relevancy and continued improvement of products and services

* Independent directors to ensure clean audits, and objective governance

* processes/recruitment

Finally, there are other high value elements of governance that are generally not surfaced
by community, nor identified in initial Board conversations, but become clear after more
in-depth exploration. These include;

* Assessment of industry, economic and social trends affecting the organization, being
able to describe the organizational system, and the way it inter-relates to larger
systems (sector, community, global markets)

* Risk management and assessment of organizational assets and capacity to sustain the
organization (including succession planning for CEO and other key management and
technical resources)

* Ability to bring added strategic resources ($, partners, technology) to the organization
so the CEO can implement the plans

* Independent director(s) as financial experts who can serve on the audit committee

* Development of a clear compensation philosophy for senior management, vis a vis
the regular staff plan and community norms

For some corporate and NFP Boards today, these items are quite familiar and well
practiced. These organizations have long valued this governance work, and expected/paid
directors to perform these actions. For a large number of organizations, the illumination
of these added demands of Board members is not only a bit overwhelming, but represents



a major change in perspective, time allocation, and focus. Many directors, seeing these
new expectations are not sure they want to or have the time to take on these new
practices.

Boards can 'make' or 'break' an organization!

Good governance can 'make' an organization (i.e. entrepreneurial start-ups, organizations
in transition, body-corporates re-building their credibility) by engaging in the above
practices.

Poor governance can 'break' an organization (i.e. intimidation of senior management,
squashing of creativity, casting judgment about 'business' elements they don't understand)
when they don't take the time and effort to carry out the above work.

On one side, the risk of not performing these functions has been too obviously profiled in
the media in 2002. On the other side, it remains unclear just what good governance
practices can contribute to the results, reputation, and 'stock' of the organization. In order
to determine the true value contribution of a Board we would need to be able to:

Connect org. growth and strategic success to the strategic thinking and direction
decisions of the Board and senior management

Connect the innovations and increased market impact to the Board's connection to
community and industry

Connect the competitive advantage of transparency, ethics and environmental policies to
the Board's oversight practices

Connect the stability of the org. and competency/capacity to carry out its plans, to the
asset risk assessment of the Board

Connect the availability of key resources and effective creation of alliances and
partnerships to the diplomacy and influence work of the Board

What is clear, is that directors will need to dig deep, and find the will, the time and added
knowledge to do a more thorough job. Organizations will also need to find added
resources to support Board members in doing this work. Finally, Board members will
need to understand the distinction between this governance work and the operational
work of management to avoid doing the wrong work!

Together, directors can clearly deliver extra, tangible value to their organization - value
that will be seen and understood by the community in which they operate. Only then will
the intangible value of good governance become truly appreciated.

Banff Executive Leadership Inc. offers public and customized programming to improve
Government Relations Effectiveness. We also provide coaching and consulting services
to Boards and Executives to help enhance their leadership practices. Please contact us if
we can be of further assistance.



