Beyond corporate

Joverndance

Paula Cope of
Cope & Associates
describes how

a company's

board can be
strengthened to.
function most.
effectively

s Vermont continues o set

the standard for US captive

domiciles, it has become

imperative  that captives

continue in their efforts to

improve their corporate
governance responsibilities.

Paula Cope, of Cope & Associates,
has been a management consultant
for 15 years, including working with
several captives and industry-related
organisations. She believes the captive
industry is taking notice of its governance
responsibilities following the passage of
the Sarbanes-Oxley Act in 2002, but this
has not always been the case.

Cope says: “In the 1980s the perception
became clearer that boards served on

i the behalf of shareholders. Until the fall
¢ of major companies such as Enron and
WorldCom many corporations were still
i not taking notice.” Since then, the energy
i of most boards has remained focused on
legal compliance and not necessarily on
i the effectiveness of the board itself.

“My emphasis is on strengthening how

a board operates so that it can do a better
i job at governing,” says Cope.

Categories of boards

¢ Boards fall into three simple categories
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according to Cope’s experience:
H Boards that function well

M Boards that think they function well,

but could improve

M Boards that do not function well.

i She expands on this: “Boards in the first
i category, even the best boards, often need
i some fine tuning or fresh perspective o
i stay ahead. Boards in the third category,
i those not functioning well, often call for
i help and know exactly what's not working.
¢ Sometimes after a brief assessment,
i structural changes to the governance
i model are needed. Other times, it may be

®

the initiation of more effective meeting
management strategies.

“The boards in the second category are
much more of a challenge. These boards
may be completing their agendas and
accomplishing work, but may be missing
the cues of ineffectiveness,” she says.

These cues may include: difficulty
recruiting or retaining board members,
disinterest in robust discussion, an
inability to solve problems or the regular
tabling of difficult decisions and agenda
items which do not seem to get resolved.

Cope says: “Some captive board
members also serve or are closely related
to the parent company board and can work
at cross-purposes. They approach actions
and decision making with a focus on the
needs of the parent or representative
group. Sometimes that is easily solved
by simply fine tuning the agendas or
giving them different structures for the
meeting.”

Three key factors

There are three factors that Cope believes
captive boards must address if they are
to function optimally. First, it is critical
to have a well-constructed plan to recruit
the right people. That means taking the
time to define what ‘right” is. Second, is
the need to understand the skill sets the
board requires to optimise its ability to
govern.

Third, a good captive board must be
able to move beyond tactical decision
making and be the strategists for the
organisation. This includes having the
foresight and willingness to devote time
to recruit the right people who will align
in support of the organisations’ vision,
mission and goals.

“A key challenge is having an adequate
pool from which to recruit,” Cope
continues. “Boards of directors act as
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agents for the shareholders. They need
to be truly representative and the term
in use today is ‘culturally competent’.
This means that boards should try to
mirror as far as possible the people they
represent. When you have a desire to
have a ‘culturally competent’ board and
you consider the specificity of the captive
field then the pool that you can draw from
becomes smaller.” Nevertheless, taking
representation into account does make for
a better-functioning board and a greater
likelihood that decisions will be supported
beyond the boardroom.

Consequences

Nominating committees often fail to
consider the impact of their process
and decisions. They are the gatekeepers
for the board and their decisions are of
paramount importance to the culture of
the board, its ability to function effectively,
and the perpetuation of the board itself.

Nominators and others charged with
bringing new talent to the table need to
fully understand the needs of the board
and recognise the full complement of skills
required for board members to do their
jobs. Among the skills typically overlooked
are: the ability to analyse large amounts
of information quickly, staying on top of a
number of competing priorities including
the company’'s growth and new legislation,
and the context in which the company
operates, as well as the ability to make
decisions within the context of a meeting.

Once a board has the right people doing
the right things for the right reasons, the
next step would be providing adequate
training so that all board members
understand the organisation's vision,
mission and goals in addition to the
regulatory environment in which they
are governed. This should begin during
an orientation process, which is another
area where Cope finds that most boards
fall woefully short. Even the best boards
rarely take the opportunity to orient
new members to meeting formats, goals,
policies and unspoken rules. All this must
be considered within the framework of
the impact of board decisions upon the
captive. The more prepared the board
members are, the higher the quality of
their decisions.

Board development

Cope believes directors are now becoming
more aware of their board development
role just as they are with their governance
and compliance responsibilities. She
says: “The Vermont Captive Insurance
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%Even the best boards rarely take the
opportunity to orient new members to
meeting formats or unspoken rules®

Association (VGIA) has done an outstanding
job emphasising board responsibilities,
which is reflected in the popularity of the
corporate governance topic at its annual
conference. It brought the subject to the
forefront and captive management firms
have made it an imperative as opposed to
something courteous to do.”

Cope adds: “The VCIA supports
strengthening every board and the seminar
this year will go beyond regulatory and
governance issues to address board
development.”

One of the panel members, Brooks W
Chase, president and chief executive of
the Resort Hotel Association, will bring a
taste of reality to the panel’s presentation.
Chase reflected on his own experience
with Cope: “Paula, acting as the facilitator
for our board’s strategic planning retreat,
really helped us hone in on the two or
three key issues we needed to address. By
conducting interviews and completing her
board assessment prior to the meeting,
we were able to hit the ground running.
The result was an extremely productive
session and consequently a purposeful,
usable, strategic planning document and
more comprehensive board orientation
approach. Now she acts as a great
resource for ongoing issues — someone
who really knows our company.”

Cope explains: "My focus is always at
the board level — around the table. One
of the tools I've developed is a functional
assessment of boards so I can survey an
organisation’s vision, mission, strategies
and goals as well as its recruitment
plan, board orientation plan, leadership,
governance model, succession plans,
communications methods and committee
structure. This allows me to provide
feedback to the captive management
firm or to the board itself analysing its

®

effectiveness so we can target where
improvements need to be made.”

As captive boards have become more
aware of their corporate governance
responsibilities, Cope & Associates has
seen its role becoming more refined.

“In the past three years we've been
asked to do more board assessments
and restructuring,” says Cope. “We
have focused primarily on developing
recruitment plans and writing job
descriptions and committee charters.”

Teaching communications, problem
solving and decision making has also
proved an increasingly popular. Cope &
Associates has recently run and planned
board meetings for some large trade
associations who have captives. Effective,
organised board meetings are vital because
the larger board processes impact upon
the organisational effectiveness of the
caplive.

What next?

Cope & Associates has worked for the past
four years to raise the competency level
of the entire captive industry by designing
and developing the International Center
for Captive Insurance Education (ICCIE).
For the past two years, it has provided
instructional design guidance and one-on-
one assistance for all of the presenters in
the VCIA'S annual conference.

For more than 15 years it has been
working with boards of directors across
the US in the areas of financial services,
healthcare, the public sector, non-profit
management and education to improve
the functioning of boards and the people
who serve on them. Through its work
with captive boards and the VCIA Cope
& Associates continues to improve the
captive industry as a whole.
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