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Preface
This report is based on a research study into the theory and practice of credit union
governance undertaken by a team from the Research Unit for Financial Inclusion in
collaboration with directors and CEOs from fifteen British credit unions. It was commissioned
by Cornerstone Mutual Services Ltd (CMS) as part of the wider Credit Union Expansion
Project (CUEP). The study ran from September 2013 to January 2015.
CUEP was established as a radical programme of transformational change aimed at
modernising British credit unions so that they could attract many more people into
membership. Central to its methodology was the introduction of new products, services and
delivery channels built on a modern electronic platform based on a new operating model for
credit unions. CUEP was funded by the UK Department of Work and Pensions through a
contractual arrangement with the Association of British Credit Unions Ltd (ABCUL) and
implemented by CMS, an ABCUL subsidiary company.
It was within this context of organisational change that the research study was conceived. Its
aim was to ensure that the governance of credit unions would be sufficiently robust to lead
and promote business growth and development into the future.
A systematic approach to governance, however, has not always been well-understood by
British credit unions. So before any moves to strengthen governance could be undertaken, it
was important to clarify the principles and practice of effective governance as applicable to
the sector. It was this task that characterised the two-stage governance research study.
The first stage of the research study involved a literature search, semi-structured interviews
with directors and CEOs in nine credit unions and consultation with a range of stakeholders.
In January 2014, this resulted in the publication of the interim research report, “Towards a
systematic approach to credit union governance” (Jones 2014), which set out the principles
on which an effective system of credit union governance could be built.
Stage two was the action research stage of the study in which the ideas and perspectives in
the interim report were elaborated, explored and tested in thirteen credit unions. Briefing
papers1 were produced, and these were considered in a series of interviews, group
sessions, discussions, and evaluations. Through a process of action and reflection, the
system of governance was refined in the light of experience. It was further tuned at multiple
conference workshops throughout the year and with a range of stakeholders, including the
Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA).
The system of credit union strategic governance, as elaborated in this publication, has arisen
directly out of the ideas, concerns and considerations of credit union directors, CEOs and
others with knowledge of and an interest in credit union development. It defines and
delineates the principles of a logical, consistent and integrated system of governance that is
bespoke to the credit union sector, that reflects its co-operative culture and style, but which
is robust and fit for the purpose of assisting boards of directors and CEOs to deliver a sound
and well-run business (cf. PRA 2015).

1

The briefing papers eventually became the chapters of this report. Any repetition from chapter to
chapter arises from the fact that these papers were originally written as stand-alone papers. In further
iterations of this report, such repetition will be reduced or eliminated.
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Executive Summary
Every credit union faces its own daunting array of tactical challenges. But whether it serves
urban workers at a large employer or the residents of a small rural community, or anything in
between, its ultimate strategic challenge is the same: To successfully execute its core
mission as a financial co-operative.
That mission is to bring fair and affordable financial services to people of ordinary means,
and to do so through a co-operative banking business that is owned and democratically
controlled by the members it serves.
Wherever credit unions operate and regardless of size, an indispensable key to achieving
their mission has always been -- and continues to be -- strong, effective governance.
The authors of this report have, collectively, decades of experience working with credit union
volunteers, CEOs and staff on several continents. Over the course of our work, we have
seen credit union governance that has ranged from excellent to calamitous. We have
personally witnessed almost every kind of mistake and every kind of wise decision that credit
union leaders can make.
This report comes out of that experience, which was tested and amplified by our findings
from a two-year action research study focused on credit unions in Britain. That study, “The
development of a strategic governance model for credit unions”, was sponsored by the
Association of British Credit Unions and funded by its affiliate, Cornerstone Mutual Services.
Our study was based on a systematic process of reflection and action involving credit union
directors, CEOs, senior managers, regulators and stakeholders. The study revealed the
essential characteristics of a practical system of governance that actually works for credit
unions that are committed to sustainability and growth.
It is the conclusion of this research study that it is impossible to speak of credit union
governance without at the same time attending to strategic goals and objectives. It is for this
reason that governance in this report is referred to as strategic governance.
The purpose of this report is to describe the elements of this system of strategic governance
and to provide practical suggestions on how it can be effectively adopted and employed.
Understanding strategic governance
In the most general sense, "corporate governance" refers to the set of principles and
practices that determine who has power and authority to steer and direct an organisation,
who can make decisions, and, importantly, where accountability lies for achieving
organisational goals. Corporate governance is essentially strategic.
In the credit union context, corporate governance involves a set of relationships between the
board of directors, management, members and other stakeholders. The central actor in
governance is the board of directors. It is this team of people that is elected by the
member/owners to be responsible and accountable for directing, leading and controlling the
credit union and ensuring it achieves its purpose. The board is accountable in law for the
governance of the organisation.
Our governance study confirmed the elements of a logical, consistent and integrated system
of strategic governance, which draws inspiration from academic and practitioner literature,
including governance codes, but which arises out of the experience and practice of credit
9

union directors and CEOs2. It helped clarify the nature of governance as based on cooperative values and principles, and it enabled us to present in this report a system of
governance bespoke to the credit union movement.
A systematic approach to strategic governance
This report is intended to bring together the diverse elements of governance into a dynamic,
integrated and coherent system, based on a clear set of universal principles which can be
implemented throughout the credit union sector. It is likely to be of most interest to credit
unions seeking to combine expansion with appropriate control, but is applicable to credit
unions of all sizes and aspirations.
It describes the roles and responsibilities, relationships and behaviours that ensure that a
credit union can operate as a sound and well-run business and achieve its goals and
strategic objectives.
The first principle of governance is the distinction between the function of the board of
directors and that of management within a governance framework. Credit union governance
is not management one step removed (Carver 2006) but a distinct reality in its own right.
The function of the board of directors
Credit union boards are elected by the membership and given stewardship, leadership and
authority over all aspects of credit union organisation.
Boards are accountable to the members as owners of the credit union and are tasked to
ensure the credit union achieves its purpose, within the framework of legislation and
regulation.
The board is to direct and to control but not to manage the credit union and its operations.
The function of the board of directors can be divided into four key areas:
-

Defining the purpose and strategic direction of the credit union, approving the
strategic or business plan and setting policies within which the credit union operates.

-

Delegating executive authority and responsibility to the CEO

-

Retaining authority and responsibility for the governance structure and process.

-

Ensuring effective oversight, monitoring, control and support of the CEO in managing
the performance of the business.

The function of the CEO and management
The CEO forms a core constituent element of the system of governance and as such, must
be appointed directly by the board to which he or she is directly accountable.
A key principle of governance is that boards delegate executive authority to the CEO to
manage the strategy and operations of the credit union.

2

The term CEO is used throughout this report for the lead, senior person within the credit union staff
team. The term will be used even though in practice the lead staff member in particular credit unions
may be entitled manager, coordinator or administrator. Chapter 3 discusses the conceptual
differences in these titles, and presents the case for why CEO is the most appropriate title within the
system of credit union strategic governance.
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All credit unions operating as financial institutions need to prioritise the appointment of a
CEO with the leadership skills and strategic competence to manage the business.
The board needs the professional expertise of a CEO in strategic analysis, in preparing a
strategic or business plan and in organisational development if it is going to grow.
It is important for credit unions to focus much more clearly on the skill sets required of CEOs
to lead and drive forward credit unions.
The board – management relationship
Another key principle of governance is the demarcation of authority and responsibilities
between the board and management.
The focus of the board needs to be on the vision, the values, the purpose, the direction,
policy and strategic goals of the credit union. It decides what the credit union wants to
achieve, for whom and at what cost.
The CEO has responsibility and authority over all the management, strategic and operational
activities that have to be put in place to achieve the agreed objectives.
Precisely where the line is drawn between the work of the board and that of the CEO
depends on each individual credit union situation and is ultimately a decision of the board.
A principle of good governance is that the board is not to undertake the work of management
and the CEO should not undertake the work of the board.
The board cannot delegate to the CEO its accountability to the members, its responsibility
for (1) oversight and control of the governance structure and process, (2) the setting of board
policy, (3) for the oversight of strategy, risk and compliance, and (4) the monitoring of credit
union performance. The CEO cannot pass back accountability for the leadership and
management of the performance of the credit union to the directors.
A principle of the governance system is clarity of expectations. Board expectations are
primarily set out in board policy and in the agreed and determined objectives of the credit
union documented in the strategic or business plan (including the budget and financial plan).
It is only the voice of the board, however, as determined in properly constituted meetings
that has authority in the credit union. The CEO relates and is accountable to this single voice
of the board. The CEO is not accountable to any one individual director, including the chair.
The two functions of board and management do not however work in isolation; they are
mutually inter-dependent and must be built on a relationship of mutual respect, trust and
collaborative partnership if the credit union is to flourish.
Delegated executive authority
The CEO is accountable to the board for the management of the credit union, for the
implementation of its strategic plan and for achieving the objectives set by the board. To do
this, the board delegates executive authority to the CEO who, in turn, re-delegates authority
and responsibility for aspects of the business to other staff members. This authority is not
just financial, but includes all relevant decisions about operations, including staffing.
The principle is for the board to have this one single point of delegation so that the CEO can
be held accountable for all aspects of the management and performance of the business.
11

The principle is to give the CEO as much scope as possible in decision making in order to
encourage creativity and innovation in taking the business forward. Unnecessarily holding
back delegated authority is seen to significantly undermine the capacity of the CEO to
deliver on credit union objectives.
Most CEOs in the study felt that their credit unions needed to do more to maximise and to
clarify delegated executive authority. In the absence of written agreed board and
management responsibilities and of defined levels of delegation, some CEOs said that they
felt that they lacked the authority to move the business forward.
The CEO’s delegated authority is constrained internally by board policies, including any
specific executive limitations policies, the agreed strategic plan, budgets and resources and
externally by legislation and regulation. In terms of policy, everything is in the control of the
board, and it is the board that decides where policy stops and CEO authority starts.
The role of the chair of the board
The chair of the board is a key lead individual within the system of governance. For it is the
chair who has the responsibility for ensuring that the board carries out its responsibilities and
functions efficiently and effectively, and that management is held to account through
effective oversight and scrutiny by the board as a whole.
There is no particular authority vested in the office of chair. The chair can only reflect the
voice of the board. In the system of governance, the chair is the chair of the board, not the
president of the credit union. The term president is redundant in the UK context.
The relationship between the chair and the CEO
As the lead member of the board, the chair acts as the primary liaison between the board
and the CEO; whilst the CEO is the single link between the board and the staff. The quality
of the relationship between the chair and the CEO is of fundamental importance to the
success of the credit union.
The chair and the CEO are poles of the two distinct functions of governance and
management within the credit union and, as such, have a relationship that is based on a
sense of equality, rather than any idea of hierarchy.
Both the chair and the CEO are accountable to the board. The CEO is not accountable
individually to any particular board member, including the chair.
It is not appropriate to regard the relationship between the chair and the CEO in line
management terms. The board cannot delegate authority over the function of the CEO to the
chair. Seeing this relationship in line-management terms is a return to understanding
governance as management one step removed rather than as a distinct function.
The relationship between chair and CEO is better understood in terms of mutual support in
which ideas, plans and decisions can be explored and critiqued. It enables CEOs to ensure
chairs and boards are not presented with surprises and it gives a forum to the CEO to check
out what is best brought to the board for discussion and debate. It assists the chair to better
understand the challenges facing the business and understand the realities faced by the
CEO and the staff team in building the business.
The fact that the relationship between the chair and CEO is built on the basis of equality
rather than on managerial hierarchy does not mean that the CEO is held any less
12

accountable for decisions or actions. But this accountability is seen as being directly to the
board, not to the chair or any other individual board member.
Board oversight and control
Board oversight and control is a fundamental principle of governance and is critical to the
success of any credit union of whatever size or complexity. A lack of effective board
oversight is often the main cause of credit union failure.
The three main areas of board oversight and control are:
1) Culture, ethics and values
It is a central function of the board of directors to ensure that the credit union does not
lose its particularity and distinctiveness as a member-owned co-operative and that it
promotes and enshrines co-operative principles and values throughout its organisation
and operation. It is the function of the CEO to develop management policies and
procedures that maintain a co-operative culture
2) Strategic and financial planning
Central to an effective system of governance is board oversight of strategic planning and
the setting of organisational and financial objectives. Along with board policy, it is
through the setting of these objectives that the board makes its values and vision known
to the members and its expectations clear to the CEO and staff.
The board’s role is to provide leadership and direction on strategy and to maintain
oversight of the strategic planning process.
It is the responsibility of the CEO to write the strategic plan within parameters set by the
board, but ultimately, the board must approve the plan before the CEO can implement it.
Strategic planning is regarded not as a one-off event, but rather as a continuous and
essential component of good governance throughout the year. Effective boards focus
continually on strategy and on assessing management’s performance in achieving
strategic objectives as detailed in the plan
3) Risk and compliance
Most importantly, the board defines and establishes the credit union’s risk appetite,
within legislative and regulatory constraints, and its risk governance framework within
board policy. It is not sufficient just to approve the plans of management; the board must
take responsibility for direct oversight of the control and mitigation of risk. This includes
an understanding and a scrutiny of risk within board policies, strategic plans and budgets
of the credit union.
The board is directly responsible for establishing and overseeing the external and
internal audit process. It is critical that the board understands and monitors how the audit
function informs the risk register and risk management plan and that it ensures systems
are in place to mitigate them, such as a Disaster Recovery Plan.
Monitoring of performance
In this system of strategic governance, there are two key management information reports
that are used by the board to measure progress towards the achievement of strategic
objectives. These are the strategic objectives report and the balanced scorecard.
13

The strategic objectives report sets out in a simplified manner progress on the achievement
of board objectives as defined in the strategic plan. It is progress against these objectives
that forms the basis for measuring the performance of the credit union as well of the CEO.
The balanced scorecard is quantitative and statistical. In it, financial and non-financial
objectives, as defined in the strategic plan, are converted into metrics by which credit union
performance can be easily measured. The scorecard may be a single page of clear and
accessible data which enables boards to oversee performance effectively and at a glance.
The board objectives report and the balanced scorecard replace the need for boards to
spend inordinate amounts of time ploughing through management reports and financial
statements without any reference to the objectives set out in the strategic plan.
Too much management information often results not in greater board control but less; if the
board is overwhelmed by the amount of information it receives, effective oversight of the
business can be compromised or lost. The principle is that management information must
focus on the key business issues and be presented in a form that is accessible and easily
understood by all.
Strengthening credit union governance
Effective credit union governance depends on a systematic process of director recruitment,
nomination and election that is focused on the knowledge, competence and experience
required of directors.
This system of strategic governance depends on a high level of director capability and
competence, greater than may have been found on many traditional credit union boards in
the past. Accordingly, we introduce concepts and methodologies for director recruitment,
board and director evaluation, training and development.
We also explore processes for the recruitment and professional development of the CEO as
a critical element of the governance process.
Accountability to the members of the credit union
The board is primarily and ultimately accountable to the members who are both owners and
customers of the co-operative credit union.
To the members as owners, the board is accountable for the safety, soundness and long
term stable development of the credit union as a co-operative financial institution. To the
members as customers, it is accountable for the quality of service members receive.
The reality is that a board of a credit union is more accountable to the members as
customers than as owners, insofar as the added value of membership is measured primarily
by the quality of the deal that they receive on financial services.
The report explores how boards of directors can be truly accountable to their members as
owners and customers, and the steps boards can take to prevent accountability from
degenerating into token compliance with only the minimum legal and regulatory
requirements.
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1 A systematic approach to credit union governance
1.1

Understanding governance

The word governance has its origin in the ancient Greek kybernao which means to steer, to
drive, to guide or to act as a pilot of a ship. Governance therefore is about driving an
organisation forward; corporate governance means that there are group of people in the
driving seat. Corporate, coming from the Latin corpus meaning a body, simply means a
group of people authorised to act as a single entity. Corporate governance, therefore,
describes the system by which a nominated group of people direct, lead and control an
organisation (Cadbury Report 1992) and ensure that its vision and mission is articulated and
sustained (Carver 1990).
Whenever people come together, therefore, in a collective endeavour to achieve a common
purpose there is a need for effective corporate governance. This is the case in government,
private companies, voluntary associations, co-operatives and in credit unions. In every case
there is a need for a group of people to take responsibility for steering, guiding and
overseeing the organisation and enabling it to achieve its purpose and, where relevant,
reflect the will of its owners or key stakeholders.
But there is no steering or guiding without a plan or strategy. Governance only exists within
the context of an organisation aiming to achieve it strategic goals and objectives. Therefore,
a system of governance determines who has power and authority to steer and direct the
organisation to meet its strategic objectives. It is about who can make decisions and about
what, and, importantly, where the levels of accountability lie.
It is the conclusion of this research study that it is impossible to speak of credit union
governance without at the same time attending to strategic goals and objectives. It is for this
reason that governance in this report is referred to as strategic governance. It is about the
way in which a group of elected directors, in collaboration with a CEO and management
team, work collaboratively and co-operatively to achieve their goals and strategic objectives.
Good governance is critical to success in any organisation and particularly to delivering a
sound and well-run business (PRA 2015). In fact, previous credit union research (Jones
2010, 2012) has consistently identified the lack of effective governance as one of the two
fundamental causes of credit union insolvency and default, the other being poor and
ineffectual management.
Understanding governance means grasping the principles and practice of the organisational
system that will enable a credit union achieve its purpose on behalf of its members.
The key players responsible for governance
To speak about power and authority, and the identification of levels of accountability, already
betrays recognition that there are multiple players involved in steering an organisation to
achieve its purpose. There are those with delegated authority and those to whom those with
delegated authority are accountable. It is for this reason that the OECD (2015) defines
governance as involving “a set of relationships between a company’s management, its
board, its shareholders and other stakeholders”.
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In credit unions, it is the members (the shareholders) who elect the board and have the
authority to agree the constitution, the rules and the external auditor. The CEO3 and senior
management contribute expertise and skill in framing the strategy of the credit union. Where
they exist, supervisory committees have a responsibility to ensure the safety and soundness
of the organisation.
The regulator also has a key role to play by interpreting, codifying and enforcing the legal
parameters within which a credit union must operate within the bounds of its enabling
legislation.
However, the major player in the governance of a credit union, or of any company, is the
board of directors. It is this team of people that is elected to be both responsible and
accountable for directing, leading and controlling the credit union and ensuring it achieves its
purpose. It is to this group of people that the members give the overall and ultimate authority
to control, direct and oversee the management and operations of the credit union. It is within
the context of this authority that the board also appoints the senior executive and thereby
strongly influences the manner of delivery of the organisation’s objectives.
It is for this reason that, in this report, governance is primarily seen as the remit and function
of the board of directors.
The principles and practice of governance
The distinction between the principles and the practice of governance is important in the
approach taken in the report. The practice of governance is particular and can vary, but the
principles on which practice is based are general and more enduring.
The practice of governance, as articulated in specific structures, processes and procedures,
is always contextual. There is no one single model of good governance that is suitable for all
organisations irrespective of the status, size and complexity of the business (OECD 2015).
There are many different models of governance all of which can work and enable
organisations to succeed depending on particular circumstances and conditions.
The practice of governance in a public limited company (plc) will differ from that in a cooperative or mutual enterprise. It will also differ between a large professionally managed
credit union and one operationally run by volunteers many of whom may also be directors on
the board. Further, as Birchall (2014) notes in regard to large co-operatives, the practice of
governance must continually adjust and adapt to the changing circumstances of the
business and the needs of the members.
However, the practice of good governance is founded upon an interconnected and coherent
framework of concepts and principles that are enduring and are widely applicable across
organisational and industrial boundaries.
These principles are the fundamental truths, elements or propositions that underpin good
governance in general and that set the benchmarks for particular models of practice. They
have been discovered or revealed through experience and scientific research and are

3

In the study, the term CEO is used for the lead, senior person within the credit union staff team. The
term will be used even though in practice, the lead staff member in particular credit unions may be
entitled manager, co-ordinator or administrator. The term CEO will be used as a catch-all title for the
purposes of the study. However, in Section 3 there is also a discussion of the conceptual differences
in the titles, CEO, manager, co-ordinator and administrator
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explored extensively in a wide range of academic and practical studies (cf. Carver 1996,
OECD 2015). They form the explicit bases for the development of systematic approaches to
governance and are often enshrined in codes of governance such as the UK Corporate
Governance Code (FRC 2016).
Understanding the principles of governance is essential to understanding the nature of
governance itself. It is possible to be familiar with elements of the practice of governance in
an organisation, but without a good understanding of the principles upon which practice is
based, it is impossible to grasp how the different elements of governance link and
interconnect. It is also difficult to understand how and why particular governance practices
can and should change and evolve in response to changing contexts and circumstances.
However, it is also important to recognise that not just the practice but the principles of
governance can also be subject to variance, modification and evolution depending on the
context and circumstances.
There are, for example, grounds for arguing that the principles of governance as articulated
in most of the academic literature and in codes such as the UK Code of Governance apply
primarily to investor-owned plcs and businesses and, as such, do not always align fully to
the specific contexts of co-operatives, mutuals and credit unions. Indeed, even though there
are many similarities in the governance of investor-owned businesses and co-operatives,
there are also important differences. The principle of member accountability in a credit union,
for example, is significantly different from that of shareholder accountability in a plc. There
are differences too in regard to the principle of member representation on boards of directors
member participation and engagement as owners of the business and the commitment to
international co-operative values and principles,
The focus of the strategic governance research programme
It was not the aim of the governance research programme sponsored by the Credit Union
Expansion Project to simply adapt the general principles of governance found in the
academic literature to the credit union sector. Rather, through a process of action research
and reflection with a group of participating credit unions, the aim was to identify, define and
delineate the principles of a logical, consistent and integrated system of governance that
would be bespoke to the credit union sector. That system would need to reflect the unique
co-operative culture and style of credit unions and be sufficiently robust and fit for the
purpose of assisting boards of directors and CEOs to deliver sound and well-run businesses.
In the sections of this report, the principles of credit union governance are set out logically as
they were considered and tested by participating credit unions. The work does not claim to
be the final word on credit union governance; however it does set out a systematic
framework that has been formulated and recognised as effective by credit union boards and
CEOs and by relevant stakeholders in the sector.
This framework of principles is regarded as applicable to all credit unions, but it is accepted
that it most easily fits those credit unions that employ a professional CEO (or manager) and
staff team and whose board of directors focus primarily on strategy and policy rather than
the administration of the business. Credit unions that are entirely volunteer run would need
to consider how the roles, responsibilities and accountabilities outlined in the framework
apply to their situations.
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Even though the principles are generally applicable to all credit unions, this does not mean
that they are immutable or set in stone. Instead, it is expected that they will evolve and
develop in response to the changing contexts within which credit unions operate.
The report also offers examples of the principles of governance being implemented in
practice. These are mainly contained in a series of templates and guides, based on the
experience of participating credit unions. However, in regard to practice, it is stressed that
credit union boards and CEOs need to adopt and adjust all practical implementation to the
particular circumstances and context of their own credit union.

1.2

Governance as a system and process

In credit unions from the outset, there have been legal, regulatory and associational
definitions of the role and responsibilities of the board of directors.
Directors have always been obligated to oversee the safe and efficient operation of the credit
union, to ensure that it complied with statutory and regulatory requirements, to establish
appropriate policies and procedures and systems of control, to maintain a business plan, to
employ the staff and to delegate authority to them as appropriate, to oversee the loan
business and to ensure the financial stability of the credit union in the interests of the
membership as a whole (cf. ABCUL 2003, 2012).
In the literature too there are already multiple theoretical and practical approaches to an
understanding of governance, some with particular reference to co-operative and social
enterprise (Cornforth 2003, Spear et al 2007). Cornforth (2003) identified a series of models
of governance within co-operatives, which included a compliance model, a partnership
model, a co-optation model, a democratic model, a stakeholder model and a rubber-stamp
model. These models arose out of particular theoretical perspectives; principal-agent theory
was, for example, the conceptual base for the compliance model and managerial hegemony
theory for the rubber-stamp model.
In 2005, in a credit union action research study in the British West Midlands (Jones 2005),
an attempt was made to relate each of Cornforth’s models to the credit union sector in order
to tease out the elements of a specifically credit union model of governance. This exercise
had a modicum of success insofar as it enabled the study to identify some of the paradoxes
and difficulties in credit union governance and to identify important aspects of the
governance role and responsibilities of the boards of directors.
What the 2005 research was unable to do, as indeed were any of the models of governance
explored by Cornforth (2003) and others, was to formulate an integrated and comprehensive
approach to governance which brings all its distinct elements together into a coherent whole.
The links and connections between accountability, responsibility, authority and its
delegation, oversight and control, strategy and the measurement of performance, for
example, were not clarified and made accessible for boards of directors and CEOs. The
elements of governance, although itemised, remained unconnected and distinct and left
directors and CEOs without an appreciation of the bigger picture.
For this reason, this report does not describe a model of governance based on a list of
distinct elements. Neither does it present a list of do’s and don’ts, nor a code, nor does it
require one particular organisational structure. Instead, it offers systematic way to
understand the inter-dependent and inter-connected principles that have to be adopted to
embed good governance within credit union practice.
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Rather than a model, this report presents a dynamic system of governance which offers a
logical, consistent and coherent set of principles that describe and determine the roles and
responsibilities, relationships and behaviours that ensure that a credit union can operate as
a sound and well-run business. This systematic approach to governance clarifies the
purpose of the board and of management, and offers the credit union a set of tools as to how
it can achieve its goals and objectives in the interests of the members.
If any organisation is to achieve its purpose, it needs some form of system to set strategic
objectives, to take decisions and exercise control, to monitor progress and to demonstrate
accountability to those involved in the endeavour.

1.3

Governance and its relation to management

Historically most British credit unions were established as collectives run by and for their
members. Whether in communities, in associations or in workplaces, individual members
gave of their time and volunteered to organise and to staff the credit union in the interests of
the membership as a whole. Some of these same volunteers would also form, as required by
the regulator, a committee of management4 to control and direct the organisation.
Even though these committees were typically called boards of directors, their focus was on
collectively running the organisation day-to-day. Board meetings were usually
indistinguishable from operational staff meetings, often with one committee member (usually
the chair or the treasurer), being designated the manager.
As credit unions developed, and work increased, and if they could afford it, these
committees of management/boards of directors began to employ office administrators or
paid managers to take charge of operations. However, lacking funds to hire a full
complement of paid staff, many directors continued to work day after day in the credit union.
Some still performed basic operational roles while others took on higher-level
responsibilities, such as bookkeeping or financial accounting, in order to assist what limited
staff the credit union could employ. The chair or the treasurer, who were formerly de facto
the manager, often remained very hands-on, assuming line-management responsibility for
supervising and directing the paid manager or administrator.
As credit unions continued to grow, the complexities and the time involved in running a cooperative financial institution increasingly required boards to hire more professional staff and
to delegate to them greater authority for managing the credit union. It was not long before
many credit unions, typified by all those in the strategic governance study, were run entirely
by professional managers and staff teams so that hands-on director involvement in
operations was no longer required or even welcomed.
This transition to the employment of professional management is often challenging for
boards of directors. Plumptre and Laskin (2003) give a fascinating account of the difficulties
and pain of such transition in non-profit organisations in their governance paper, “From
Jeans to Jackets: Navigating the transition to more systematic governance in the voluntary
sector”. They describe how many volunteer board members typically find it difficult to let go
of operational decision-making and instead to focus on their specific role as directors. Such

4

Until recently, these committees were designated committees of management rather than boards of
directors by the regulator(cf CREDS 2014).
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transitions inevitably raise questions in the minds of directors as they struggle to understand
how their function is distinct from that of management.
It has only been since the turn of the century (Jones 2005) that the concept of governance
as opposed to management has gained importance within the credit union sector to define
and describe the specific role of directors as opposed to that of the manager and staff team.
However conceptual understandings of governance can be so engrained and enmeshed
with understandings of management that it can be difficult for directors to separate the two.
Even lists of the roles and responsibilities of boards of directors can look like management
responsibilities. It is not surprising then that governance is often not really seen as a distinct
function, but rather as an upper-level tier of management.
The first principle of the system of governance explored in this report is that governance is
not management one step removed (cf. Carver 2006) but is a distinct theoretical and
practical function and reality in its own right. Management principles may be of relevance to
governance, but governance in itself is not management.
A good starting point for discussing a system of credit union governance is the classic
definition of governance set out in the first version of the UK Corporate Governance Code
published in 1992 by the Cadbury Committee. Paragraph 2.5 I states:
“Corporate governance is the system by which companies are directed and controlled. Boards
of directors are responsible for the governance of their companies. The shareholders’ role in
governance is to appoint the directors and the auditors and to satisfy themselves that an
appropriate governance structure is in place. The responsibilities of the board include setting
the company’s strategic aims, providing the leadership to put them into effect, supervising the
management of the business and reporting to shareholders on their stewardship. The board’s
actions are subject to laws, regulations and the shareholders in general meeting” (quoted in
FRC 2012)

This definition states clearly that governance is a system of inter-related elements and
processes through which a company is directed and controlled in the interests of its
shareholders. Within this system, there are the distinct but connected roles and
responsibilities of the shareholders as owners; of the board of directors as stewards of the
company and accountable to the owners, to the law and to the regulator; and of
management as accountable to the directors for the effective running of the business.
It is clearly stated that the board of directors is responsible for governance and that its role is
seen in terms of setting strategic aims, providing the leadership to achieve objectives and to
supervise or oversee the management and the performance of the business. It must report
to shareholders (in credit unions, the members) on their stewardship of the organisation.
There is no sense in this definition that the board is involved in management.
The central principle of the system of strategic governance is, therefore, the distinction
between the function of governance and the function of management within all credit unions.
Clearly, on the basis of this principle, the system of governance is implemented most
straightforwardly in credit unions where different people undertake the two distinct functions.
However, it is important to stress that this principle is universally applicable to all credit
unions. Even in credit unions where directors also volunteer as operational staff members,
the two functions of governance and management exist as distinct entities and have to be
recognised as such.
20

1.4

Typical outcomes from misunderstanding the governance function

Discussions with CEO's and directors of credit unions with professional staff revealed three
generalised scenarios that often result from the mistaken view that governance is an upperlevel tier of management.
-

A strong chair (or sometimes the treasurer) effectively usurps the role of chief
executive and acts as the de facto CEO. Even though the chair and other directors
insist that the CEO manages the credit union, in fact the CEO must get the chair's
pre-approval for even minor operational decisions.

-

Alternatively, even though the CEO makes operational decisions without need for
formal approval, as a practical matter even trivial management decisions involve
protracted discussions at board meetings, with board members unable to resist the
temptation of telling the CEO how to do his or her job.

-

By contrast to the first two scenarios, once they have hired a CEO, some boards act
as if there is little left for them to do except to rubber stamp management decisions
after asking only perfunctory questions. Whilst in the first two scenarios the chair or
board routinely meddle in management, in the third scenario the board abdicates its
responsibilities of monitoring and overseeing management.

Of course, none of these generalised scenarios presented themselves in such an
unambiguous manner. But elements of each scenario were often apparent, from time to
time and in varying degrees, in both large credit unions and small. Indeed, sometimes all
three scenarios can manifest themselves in the same credit union. Over the years, the
authors have personally sat in on meetings where directors, for example, spent thirty
minutes tinkering with the wording of a new marketing brochure and then, without asking
a single question, approved the CEO's list of recent investments totalling millions.
Carver (2006) emphasises that “governance is governance is governance” and argues
that misunderstanding the unique nature of governance undermines much of board
effectiveness, complicates board-staff relationships and ultimately results in
organisations not achieving their full potential.

1.5

The interconnectedness of governance principles

The remainder of this report explores the principles of governance that emerged from the
strategic governance study and that were judged by participating volunteers and CEOs as
being appropriate to British credit unions. These principles form an inter-connected system
with each principle relating to or being dependent on others. Effective governance depends
on the implementation of all the principles simultaneously within one inter-dependent
framework of practice.
For example, a central principle is that directors maintain an effective focus on strategy. But
this principle cannot be implemented unless the board observes an equally important
principle of assuring that all directors have the skills and competencies to think critically and
strategically. Further the board cannot address strategic issues on a fully informed basis
unless it adheres to the principle that the CEO is responsible for providing the board with a
cogent and coherent analysis of its strategic choices. Adoption of a strategy by the board is
not enough unless the board also adheres to the principles of continuously monitoring and
measuring the CEO's execution of the plan as against set targets.
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In one session on governance with a participating credit union board, directors questioned
why the agenda started with consideration of their strategic business plan. For a moment,
these participants were seeing governance and strategy as two distinct and unconnected
activities. However, in the system of governance outlined in this report, the strategic focus of
the board is part of what is meant by good governance. To talk about governance without
speaking of the strategic plan would be like talking about steering a ship without any
reference to its intended destination and the navigation charts that show how to get there.
But the system of credit union governance is more than a framework of interconnected
principles; when implemented in practice it is a system of relationship and behavioural
processes and reporting and information flows. The principles inform, for example, the
relationships and required behaviours between board and members, the board and the CEO
(and senior management) and between the chair and the board and CEO. They also inform
the information flows required to support board meetings with the appropriate management,
risk and compliance data, financial and performance information.
A framework of strategic governance
In the research interviews and workshops, credit union participants explored what they
considered to be the main principles, features and characteristics of an effective system of
credit union governance. Over the period of the study, these principles and features7 were
tested and evaluated as part of the process of strengthening credit union practice. In outline,
the following are central to the governance framework validated by the research study:-

Effective governance depends on the recruitment and retention of skilled and
competent directors.

-

The board is accountable to the membership for the structure and framework of
governance.

-

The board is accountable to the membership for the performance of the credit union.

-

The board has ultimate stewardship, leadership and authority over all aspects of
credit union organisation. The board is tasked by the members to ensure that the
credit union achieves its purpose, within the framework of legislation and regulation.

-

Only the voice of the board, as determined by the majority in properly constituted
meetings has authority in the credit union.

-

The board is responsible for setting the strategic direction and policies of the credit
union.

-

The board is tasked with overseeing and maintaining the co-operative culture and
values of the credit union, over the attainment of strategic objectives and over the
management of risk and compliance.

-

A key accountability of the board is to monitor and evaluate financial and
organisational performance and the overall management of the credit union.

-

The board must delegate full executive authority to the CEO to manage the business,
within the constraints of budgets and policies set by the board.

-

The CEO is responsible for the analysis of strategy and for preparing the strategic
business plan.
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-

The CEO's accountability is to the board as a collective body, not to the chair or to
individual directors.

-

The board should objectively monitor and evaluate the CEO's performance by
reference to the strategic plan and to board-defined performance indicators.

-

The board should be committed to continuous improvement of its governance
processes and its system for director succession.

The above list of principles, it is argued, indicates the elements of a system of governance
which, in one way or another, can be implemented in all credit unions, albeit it may take
more time in some credit unions than in others. However it offers an outline only. The
principles, and the links and connections between then, will be expanded and analysed in
greater depth in subsequent chapters.
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2 The function of the board of directors
Credit union strategic governance is based on an appreciation of the distinct nature of the
function of governance as opposed to that of management. This entails a precise definition
of the roles and responsibilities of the board of directors and those of the CEO and senior
management and clarity about how those responsibilities are implemented in practice.
However, as emerged through the governance research programme, it is not uncommon for
directors, even those with long service, to lack a clear understanding of their roles and
responsibilities as board members. There can often be confusion about how precisely the
function of the board of directors differs from that of the CEO and management. This
undoubtedly leads sometimes to tensions and disagreements among board members
themselves and with the CEO.
It is essential therefore to articulate the precise purpose and function of the board within
governance. Good practice is to detail this function in a clear statement of director roles and
responsibilities which then can form part of a written director job description. (See
Appendices l and XVII).

2.1

Board accountability

The central function of the board of directors is to ensure that the credit union achieves its
purpose in the interests of the members. It is elected by them as the overall governing
authority of the organisation, and it is to the members that it remains accountable. As Carver
(2006) writes,
“There is one central reason to have a board: Simply put, the board exists (usually on
someone else's behalf) to be accountable that its organization works. The board is where all
authority resides until some is given away (delegated) to others. This simple total authoritytotal accountability (within the law or other external authorities) is true of all boards that truly
have governing authority”.

The function of the board, therefore, is to lead the credit union and to have stewardship and
authority over its organisation and operations. It is ultimately accountable for its leadership
and stewardship and must demonstrate to the members that its performance and its
decisions are in their interests as the owners of the credit union.
Carver (2006) stresses this fundamental accountability of the board to the members when he
says that governance is not management one step removed, but ownership one step
removed. The function of the board is to lead, to direct and to control the credit union on
behalf of the owner-members but not to manage its business operations.
Board accountability to the members in a co-operative credit union is, however, quite distinct
from that of a board in a publicly held corporation.
In a for-profit commercial company, the board’s accountability is to the stockholders who
own the company, and the board's success is measured by the dividend payable on shares
and by the share price. Often, the board focuses particularly on share price as this depends
on the company's financial performance and its future prospects. A typical corporate board is
concerned about the customers and image of the company, but it is predominantly
concerned to ensure its stock holders receive a good economic return on their investment.
Hence, in a for-profit corporation there is a built-in conflict between the shareholder-owners
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of the company and its customers, as it is the income generated from the latter that pays the
dividend and impacts the share price for the former.
In a co-operative credit union, this conflict does not exist since members are both
shareholder-owners and customers at the same time. Unlike stock in a regular corporation,
credit union shares are not traded and cannot increase or decrease in value. Credit union
members have no opportunity to profit by selling their shares.
Members do receive a dividend on shares, but this is more like interest on savings, which,
de facto they are, as they cannot be traded and are not at risk of depreciation. A dividend on
savings in a credit union is more like a customer benefit than a benefit of ownership.
In a credit union, the board is accountable to the members both as owners and as
customers. As owners, the members hold the board accountable for the safety, soundness
and long term sustainability of the credit union as a co-operative financial institution. As
customers, they hold the board accountable for the quality of service they receive, including
the dividend or interest paid on savings and the rates charged for loans and other services.
The reality is that a board in a credit union is more accountable to the members as
customers than as owners. Or perhaps, more accurately the board is accountable for
ensuring that the credit union gives members a better deal on financial services than they
would otherwise find in the for-profit sector. The board is accountable for the credit union
offering real benefits and added value to members and contributing to their financial
resilience and stability.
Adding value for members though involves board members facing issues of conflict of
interest, For example, even though all members receive the same dividend rate on savings,
higher dividends advantage savers at the expense of higher interest rates on loans for the
borrowers. Lower dividends can mean lower interest rates on loans. Similarly, if credit unions
do not charge fees on services, this may mean increased economic benefit to the members
who over-use those free services at the expense of others who do not use them at all.
The real challenge for board members is to weigh up the competing wants and needs of the
members and to achieve a balance that is equitable to all. The board is accountable to the
members for the policy guidance it gives to the CEO and management on the design of an
equitable suite of products and services for the membership as a whole.

2.2

Board authority and responsibility

The board of directors has the ultimate power and authority to ensure that the credit union
delivers an effective financial service for its members. This power and authority can only be
understood within the context of accountability to the members, for it is the members who
delegate to the board the authority to make decisions on their behalf and in their interests.
With power and authority come responsibilities. These are responsibilities specific to the
governance of the credit union and are distinct from the strategic and operational
management responsibilities of the CEO and staff team.
In discussions with participants in the governance research programme, the distinction
between ends and means as described by Carver (2006) to clarify the distinct functions of
board and of management was found to be useful in understanding the distinct set of
responsibilities of the board. This is a distinction that is specific to Carver and, in broad
outline, relates to the difference between what the organisation wants to achieve, these are
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the ends, and the way in which it organises its activities to achieve those ends, and these
are the means.
In general, ends concern the vision, the values, the purpose, the direction, and the goals of
the credit union. They designate fundamentally what the credit union wants to achieve, for
whom and at what cost. The designation of ends is the clear responsibility of the board.
The means concern all the strategic and operational management activities that have to be
put in place to achieve the purpose of credit union and specifically its goals and objectives.
The means are the clear responsibility of the CEO and staff team.
Based on this ends/means distinction, the responsibilities of the board of directors can be
divided into the following key areas.
1. Purpose, mission and values
The board is responsible for defining the purpose of the credit union and ensuring it
retains its character as a co-operative financial institution accountable to its
members.
It is the responsibility of the board to approve the mission and values and principles
statements of the credit union; the former setting out the purpose and aims of the
credit union in a clear understandable form, the latter defining the co-operative
values and principles on which the credit union is founded and which are to
characterise its operations and relations with members, staff and the outside world.
Setting the purpose and the values of the credit union must be in the control of the
board. The staff may propose the wording of mission and values statements but it is
the board that must agree and approve them.
2. Appointment of a CEO and senior management team
It is a board responsibility to appoint the lead person responsible for the strategic and
operational management of the credit union. Normally, this person is the CEO, but in
some credit unions could be called the manager or co-ordinator.
Good governance demands a division of responsibility between the chair of the
board, as the lead on governance, and the CEO, as the lead on management.
Choosing the right CEO to lead the management of the business is perhaps the
single most important task a board has to perform.
The board can never delegate the hiring of the CEO to the staff or any outside
agency5. The CEO is a key individual within the strategic governance system who
must be appointed directly by and remain directly accountable to the board.
Normally the CEO would have delegated authority to hire the rest of the staff team,
but direct oversight of and involvement in the hiring of other senior managerial staff is
often a responsibility retained by the board. However, as is stressed in the next
section, it is the CEO who has the delegated authority to finally approve the
appointment of other senior staff members.

5

This can be an issue for example when an external sponsor subsidises a CEO post, but insists on
direct involvement in hiring the post-holder.
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In credit unions without the capacity to hire in a professional CEO, it would be good
practice to delegate executive authority to oversee the management of the business
to a named volunteer director with the required organisational skill and ability. This
would also be the situation in credit unions that employ administrative staff without
executive authority. This was the traditional practice when the treasurer was de facto
the executive director with the function of CEO. It would be best practice not to
delegate this role to the chair (see Section 4.3) to ensure that the functions of
governance and management remain distinct.
3. Delegation of authority over strategic and operational management to the CEO
While the board concerns itself with the vision, values, purpose, direction, and goals
of the credit union, the CEO is responsible for the means of attaining everything the
board, on behalf of the member-owners, wants to achieve.
In the system of credit union strategic governance, the board is responsible for
delegating authority to the CEO to achieve the purpose of the credit union, within the
limitations set by board policy, agreed strategy, available resources, legislation and
regulation, and any other constraints placed on the CEO by the board. These
constraints are sometimes designated "executive limitations policies" (Carver 2006).
As is explored in Chapters 4.5 and 4.6, boards properly limit the CEO's delegated
authority because not all the means to achieve strategic goals and objectives are
lawful, moral or otherwise acceptable to the board. Means could be unethical or out
of fit with the values of a co-operative organisation; others could be too risky or
costly, and some the board might properly forbid because, in its own collective good
judgment, they just do not seem right or appropriate.
Apart from these defined limitations, however, the board of directors should delegate
to the CEO full authority to determine the means by which the credit union will
achieve the ends set by the board. This is important, for if the board also determines
the means to realise its goals and objectives, it is unable to hold the CEO
accountable and responsible for success or failure if the CEO simply executes the
actions the board directed. Central to the system of strategic governance is the
monitoring of CEO performance, and it is important that the CEO has direct authority
and management control over the actions and operations of the organisation.
4. Setting board policy
The setting of policies which define the broad framework within which the credit union
operates is a central function of the board of directors.
It is important here to be clear about the distinction between board and management
policies and procedures. Board policy concerns the principles, rules and the
guidelines which set the context for the direction, strategy and operations of the
credit union.
Board policies are designed to influence and determine the decisions and actions
taken by the board and by management in running the credit union. They set the
boundaries and limitations within which the organisation operates. They do not
concern the means by which policies are implemented. Board policies, of course, are
those policies that the board has to approve.
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Management may also have policies in relation to operating the business. These
concern the way in which activities and interventions that enable the objectives of the
credit union are to be achieved are structured. Procedures and processes set out in
detail how those activities are to be accomplished in practice by operational staff.
Management policies, processes and procedures are the responsibility of the CEO
and staff team.
For further discussion on board policy see Chapter 8.
5. Oversight and control
Lord Myners in his 2014 independent governance review of the UK Co-operative
Group identified the lack of effective board oversight as the main cause of the near
catastrophic failure of the company. He was unsparing in his criticism of the system
of governance at the Group which he claimed resulted in the appointment of a board
that lacked the requisite skills and experience to provide effective leadership and to
monitor, challenge and provide direction to executive management.
Board oversight and control is a fundamental principle of strategic governance and is
critical to the success of any credit union of whatever size or complexity.
In research discussions on the governance programme, participants stressed that
there were three main areas where the board had to demonstrate critical oversight
and control to ensure the safe and sound development of the credit union as a cooperative financial institution operating in the interests of its members:1) Co-operative values, principles and organisational culture
-

It is a specific board responsibility to oversee the development and
maintenance of a co-operative culture throughout the organisation.

2) Strategic and financial planning
-

It is the board’s responsibility to approve a strategic business plan
which details clear organisational and financial objectives. It is then
the responsibility of the board to regularly monitor progress towards
the attainment of the strategic objectives. Collective oversight of the
financial situation of the credit union is fundamental to good practice.

3) Risk and compliance
-

It is the responsibility of the board to establish an effective risk
governance framework in order to oversee a comprehensive,
systematic and documented management approach to risk
identification, analysis and mitigation. It is the responsibility of the
board to assure itself that the credit union complies with legislation,
regulatory requirements and its own board policies.

Detailed discussion of these three areas of board oversight can be found in Chapters
5, 6 and 7.
6. Oversight, support and challenge of the CEO and executive management
The board must take a proactive role in establishing a supportive but critical
relationship with the CEO. This relationship must be one based on a clear
understanding of the different roles and responsibilities of the board (and the chair)
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and of the CEO. The board is expected, for example, to take the lead and not to be
dependent on the CEO and staff for establishing systems of board oversight and
control. On the other hand, the board must not overstep the mark and meddle in
operational management.
Particular responsibilities in this area include:
-

The assessment of the performance of the CEO primarily through his or her
attainment of the strategic objectives agreed by the board.

-

The development of the aptitude, skill and willingness of directors to remain
independent from management and to exercise critical oversight through the
reviewing, challenging and monitoring of credit union performance and
questioning key management assumptions and important decisions.

Further discussion on the board-management relationship can be found in Chapter 4.
7. Governance structure and process.
The board is responsible for the establishment and maintenance of the governance
framework which determines the way in which it conducts its own affairs. The board
is accountable to the members for conducting its affairs in a proactive and positive
manner.
The board cannot delegate to the CEO responsibility for management of the
functioning of the board itself. The CEO should not be, for example, the person to
recruit and select nominees for board positions.
In research discussions on the strategic governance programme and based on the
wider international credit union literature (cf. FICOM 2013), it is clear that board
responsibilities in this area include attending to:
-

the board’s composition, structure, activities and reporting

-

the skills, knowledge, capability and experience of board members

-

the expertise of board members in financial understanding and analysis
and in understanding the credit union business

-

the culture and leadership of the board to support its risk appetite,
strategy and oversight and control of the credit union and its performance

-

setting out the roles, responsibilities and expectations of directors in
writing

-

the policies and procedures that apply to the board directly (e.g.
succession policies, declaration of interest policies etc.)

-

transparency and reporting to member-owners and other stakeholders

-

board education, training and performance assessment

-

recruitment and selection of board members

-

regular assessment by the board of its own performance of the foregoing

Further discussion on these issues can be found in Chapters 10 and 11.
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2.3

The statement of board roles and responsibilities

It is recommended practice that each board adopts a statement of board roles and
responsibilities which is agreed through a process of discussion and debate at board level.
A sample statement on board roles and responsibilities, developed with credit unions
through the research programme, is included as Appendix I. However, it is stressed that this
cannot just be adopted off the shelf by boards but must be discussed, adapted and agreed
by the board. The statement must reflect the unique requirements, circumstances and
interests of each individual credit union.
The sample statement sets out the basic principles of board functioning and highlights that
directors need to be aware that they will, at least, be expected to:
-

Establish, understand, accept and maintain the culture, ethics and values of the
credit union,

-

Approve the strategic direction of the credit union and its long and short-term goals,

-

Oversee and challenge executive management in the interests of the members,

-

Monitor and evaluate progress against the goals and objectives set by the board,

-

Oversee compliance and the control and mitigation of risk,

-

Ensure accountability of the board to the membership for the performance of the
credit union and its adherence to credit union values.

Normally, directors would be asked to sign the finally agreed statement in order to
individually and collectively own the document. This statement of board roles and
responsibilities provides the benchmark for board and director evaluation and clearly details
the role of directors as distinct from that of the CEO and management team.
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3 The function of the CEO and management
3.1

The function and authority of the CEO

In the system of governance set out in this report, the term Chief Executive Officer, or CEO,
is used to define the lead senior staff member who is accountable to the board of directors
for the strategic and operational leadership of the credit union and for implementation of its
strategic plan. The title CEO characterises the staff member who has the delegated authority
of the board for running the credit union’s business.
In practice, there are variations in name for the lead staff member in credit unions. Many are
instead called managers, and sometimes they are called administrators or co-ordinators. At
first sight, the choice of title may seem unimportant, but, in fact, the difference in terminology
implies real differences in expectations around roles and responsibilities. In this governance
system, the title CEO best characterises a lead staff member with leadership and strategic
responsibilities, who has the competence and capacity to take on full responsibility for
running the credit union business.
The governance system can work in the absence of a CEO, but it is more difficult in practice,
as it still requires a single person to be accountable to the board for the operation of the
credit union. In credit unions with office managers and small teams, the chair often adopts
de facto the role of the CEO. This compromises the division of responsibilities between
board and management on which the governance system is founded. The governance
system turns on there being a distinction between governance and management, and for the
latter to be headed by a designated lead employee, with authority for the strategic and
operational management of the credit union.
Credit unions seeking substantial growth need to prioritise the appointment of a CEO with
the leadership skills and strategic competence to manage the business on a full-time basis.
The CEO forms a core constituent element of the system of governance and as such, must
be appointed directly by the board to which he or she is accountable.
The CEO is fully authorised by the board to manage and direct the business of the credit
union as she / he believes to be necessary and appropriate to execute the strategies and
achieve the results approved by the board in the strategic plan (or otherwise by board
action). That authority is contingent on the CEO acting in accordance with the policies,
budgets, and other actions adopted by the board, and performing the responsibilities set out
in the CEO job description. A sample board statement of the role and responsibilities of the
CEO is set out in Appendix V and a sample job description is in Appendix VI.
The board must delegate the necessary authority to the CEO, so that the CEO is able
effectively to manage the credit union and implement the strategic plan. It is for the CEO
then to delegate authority and responsibility systematically throughout the credit union.
Without delegated executive authority, boards constantly become enmeshed in the minutiae
of management decision making.
If the board insists on monitoring and agreeing every decision of the CEO, in fact it is then
the board that is making the real decisions over the activities of the credit union. If the board
makes the decisions, it cannot hold the CEO accountable for success or failure in the
achievement of the objectives set by the board for the credit union.
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The task of the board is not to rein in the CEO but to do everything in its power to maximise
his or her creativity and innovation in achieving credit union success, but also through
effective scrutiny and monitoring systems to hold the CEO accountable for the outcomes and
consequences of decisions taken.

3.2

The strategic leadership of the CEO

The responsibility of the board for determining the credit union’s strategic direction is a
central feature of the governance model.
The CEO, however, has an equally important role in providing leadership in support of the
Board’s strategic direction-setting and in providing analysis and market awareness. As a key
part of that role, the CEO should take the lead in preparing the strategic or business plan,
within the parameters set by the board. The board, of course, is ultimately the body to finally
agree and sign off on the business plan.
The board needs the professional expertise of a CEO in strategy, in management and in
organisational development if it is going to expand and grow as a financial business. Those
competences should be featured in job descriptions and recruitment processes. Barrick
(2013) has argued that research supports the idea that the right CEO increases the
likelihood of organisational success. The board hires a CEO to bring dynamism, passion and
drive to a credit union, to develop its vision and strategy and, as one director said, to create
and to build upon opportunities that are outside of the experience and skill sets of the board.
The 2012 UK Governance code states that:
“The board’s role is to provide entrepreneurial leadership of the company within a
framework of prudent and effective controls which enables risk to be assessed and
managed. The board should set the company’s strategic aims, ensure that the
necessary financial and human resources are in place for the company to meet its
objectives and review management performance. The board should set the company’s
values and standards and ensure that its obligations to its shareholders and others are
understood and met.” (FRC 2012)
This FRC statement of principle is clear and chimes with the credit union system of
governance as developed in this report. The credit union board is to provide strategic
leadership within a framework of effective controls.
However, the focus on the strategic leadership of the board can sometimes lead some
directors to underplay the equally important strategic leadership role of the CEO. In the
interviews, in all the larger, more developed credit unions in the research study, both
directors and CEOs all stressed the importance of the strategic leadership of the CEO,
alongside that of the board.
Most participants agreed that as credit unions expand, they need to prioritise the hiring of a
CEO as well as a middle management team. This is the only way to fulfil the requirement of
the UK Governance Code that there should be a clear division of responsibilities between
the running of the board and the running of the business (FRC 2016).
Most credit unions are comfortable with the strategic leadership role of the CEO, but others
still struggle. In one credit union, the manager said that s/he had virtually no delegated
authority as a CEO. In another, the board were clear that the CEO was a true CEO, but the
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incumbent reported difficulty performing any kind of strategic leadership role since the real
job was basically that of an office manager.

3.3

Skills, characteristics and knowledge of a CEO

Where credit unions are seeking to grow and expand, it is critical for boards to ensure they
have a clear view of the skills, characteristics and knowledge requirements of their CEO. A
greater understanding would lead to smarter hiring of CEOs with resultant improvements in
credit union performance.
It was widely accepted by participants in the study that a successful CEO needs skills and
competencies in strategic leadership, in management and enterprise, in financial and
organisational analysis, and in communications and relationship building.
These skills and competencies need to be described accurately in the job description, and
tested through the recruitment process. The emphasis, the balance between essential and
desirable, and the overall demand will vary depending on a credit union’s aspirations and
capacity (to pay and to deliver). It is likely that competencies, knowledge and experience will
include those identified on the example job description included at Appendix VI.
Strategic thinking is essential for effective CEO leadership
Strategic thinking is an essential component of effective CEO leadership, and it is
particularly important to assess as part of the recruitment process. However, it is often
difficult for board members to grasp and define what is involved.
Early on in the research study, reference was made to the work of Roeder and Schuurmans
(2013) who have developed a practical analysis of credit union CEO strategic thinking based
on work originally under taken by Decision Strategies International (DSI). They analysed
CEO strategic thinking into six distinct elements which they claim every credit union CEO
must know and do.
It was recognised that an understanding of these six elements would assist boards to ask
the right questions in a CEO recruitment process. The six sequential elements are as follows
(the definitions in italics are quotations from Roeder and Schuurman’s (2013)):-

Anticipate: “Curiosity, open-mindedness, and a commitment to “seeing around the
corner” characterize anticipation for the strategic leader”.

-

Challenge: “A strategic leader has to understand what the outlook of the
organization is at any given time and must have the courage to challenge the
dominant logic, or “the way we do things around here”.

-

Interpret, “Interpret refers to the ability of a leader to view strategic challenges
through multiple lenses and evaluate alternative interpretations against robust
decision criteria (strategic fit, risk/reward, organizational fit, financials, etc.)”.

-

Decide: “When pressured to decide quickly, credit union leaders must balance rigor
with appropriate risk thresholds. Typically, strategic thinkers will slow down the action
to appreciate key decision factors and options. Rather than locking in on simple yesor-no decision choices, they explore multiple options to serve the needs of both the
business and its members”.

-

Align: “Once a decision has been made, it is the task of the leader to bring all the
stakeholders together and begin the process of orderly execution”.
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-

Learn: “A key imperative for strategic thinking is learning from experience. By this we
mean the willingness to look squarely at one’s own performance in a transparent and
non-defensive manner”.

In their Filene report, Roeder and Schuurman (2013) describe an assessment tool based on
these six elements which they recommend that boards consider incorporating in the
selection and evaluation of credit union CEOs and other executive-level senior managers.
Personality is as important as skills and competencies
Recent research (Barrick 2013) into the key traits of successful credit union CEOs has found
that a lot depends on personality. In fact Barrick (2013) claims that CEO personality is even
more important than CEO skills and competences.
In the system of strategic governance, it is recognised that personality is as least as
important as skills and competences. Barrick found that the three personality characteristics
that are exhibited above all by successful CEOs are agreeableness, conscientiousness and
emotional stability. He argued that being the CEO can be a lonely position in an
organisation, and recommended that credit unions should take personality into account as
much as skills and competencies, when recruiting a CEO to lead and develop the credit
union.
In fact, Barrick’s focus on personality characteristics resonates with the positive impact of
transformational leadership style CEOs on credit union performance. Transformational
leaders are visionary inspirational figures who are personally committed to specific ideals
and goals and are able to engage followers emotionally in the attainment of organisational
objectives (Anderson 1998; Bass and Riggio R.E., 2005). They are people of magnetic
personality, high competence, charisma and dynamism who are able to establish,
communicate and share a vision and at the same time, empower followers to put all their
energy into realising that vision in practice
Colbert, Kristof-Brown and Barrick (2006) undertook a Filene research study into the effect
of transformational leadership style CEOs in credit unions. They found that CEOs who
exhibited transformational personality characteristics had stronger relationships and greater
strategic goals agreement with the chairs of the board. This led to greater chair satisfaction
with the CEO’s performance and commitment to the credit union, which in turn led to
enhanced performance of the credit union.
In discussions with board members and CEOs undertaken as part of this study, there was
general agreement that it was often the personality of the CEO that inspired the trust and
confidence of the board, supported the development of relationships with the chair and other
board members and motivating the staff team to put energy and enthusiasm into developing
the business. Not to underplay the importance of skills, competences and knowledge; but
without the personality to inspire, motivate and enthuse, CEOs can fail to take the credit
union forward with even the best of strategic plans.
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4 The board - management relationship
4.1

Clear division of responsibility

Good governance is based on a clear division of responsibilities between the board and the
CEO and staff team; so that they can take undertake their respective functions effectively in
the interests of the credit union and its members. The board should not try to perform the
work of management and, similarly, the CEO should not attempt to assume or control the
work of the board.
In the system of governance explored in this report, boards delegate executive authority to
the CEO to manage the strategic development and the day-to-day operations of the credit
union. The CEO then delegates authority and responsibility for various operational functions
to senior managers and staff members. However, it is the CEO who remains solely, directly
and ultimately accountable to the board for the management of the credit union, in
accordance with the strategies and policies agreed and adopted by the board.
As the single point of delegation, a CEO can be held accountable by the board for all
aspects of the management and performance of the business. For this reason the board
delegates authority personally to the CEO who is, in effect, the board’s one employee.
However, the board cannot delegate to the CEO its own specific areas of responsibility. It
cannot pass on to the CEO or other staff members its own accountability to the memberowners, its responsibility for oversight and control of the governance structure and process,
for setting board policy, for overseeing strategy, risk and compliance, for defining its
relationship with management and for monitoring credit union performance. The functions of
the board must in all circumstances remain with the board.
Likewise, the CEO cannot pass back to the directors his or her accountability for the
performance of the credit union. The CEO, in other words, cannot pass the buck to the
directors for strategic or operational management of the organisation.
These two functions of board and management do not however work in isolation; they are
mutually inter-dependent and must work one with another for the success of the business.
The greatest area of complexity and challenge that surfaced in interviews with directors and
CEOs concerned the lack of clarity around respective responsibilities, particularly in relation
to decision making. The system of governance determines who has power and authority in
the credit union. If this is unclear, governance is effectively undermined.
Often this lack of clarity arose from an inability of the board to delegate appropriately due to
reluctance or inexperience, or from chairs retaining authority and acting as de facto CEOs. It
sometimes arose even from CEOs colluding with dominant chairs, allowing them to take
decisions which should properly be taken by the CEO. This allowed the CEO to avoid
responsibility for decisions and even to blame the chair and the board if things went wrong.
In most credit unions participating in the study, however, directors and CEOs stressed that
credit union success depended on a relationship of mutual respect, trust and collaborative
partnership between the board and the CEO and other senior managers. It was recognised
that this in turn depended on a clear understanding and acceptance of the distinct roles and
responsibilities of the board and the CEO.
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It is for this reason that all credit unions are strongly recommended to adopt agreed written
statements of responsibility for the board, chair and CEO. Examples of these can be found in
the appendices. They should not be adopted just as they are; they require each board and
CEO to adjust, agree and own them as the statements of the credit union.

4.2

A relationship built on partnership

Leadership in credit unions is a shared function, and success depends on boards
appreciating that their relationship with the CEO and management has to be one of
partnership, even though the CEO remains ultimately accountable to the board.
CEOs are hired for their expertise in leadership, strategy and management and are
accountable to the board for the achievement of objectives. But they also inform the strategic
thinking of the board and the setting of strategic objectives, and in consequence the CEO is
a collaborative partner with the board in driving the credit union forward.
It is not as if a CEO just does what the board directs, as the board’s own direction is a
product of information and strategic analysis supplied by the CEO. The board and CEO are
inter-dependent actors in the mission to ensure the credit union achieves its purpose. To this
extent, if a CEO and board cannot come to genuine agreement over strategy and direction,
the relationship is fundamentally compromised and therefore they may need to part
company.
In a number of credit unions there was strong support for the board-management
relationship being based on a co-operative culture. Some people were concerned that a rigid
focus on the written demarcation of responsibilities would undermine the co-operative and
participative style of the credit union's leaders.
One chair in interview argued, for example, that rigid lines of demarcation are required only
when there was a lack of trust in organisations. He felt that there were always overlaps
between what might be judged as board or management responsibilities, and that rather
than worry about a rigid demarcation of lines of responsibility, it was better to foster a culture
of co-operation in which the board and management could share ideas and come to a
common consensus on decisions.
Clearly, flexibility and openness is to be welcomed in credit union decision making and all
CEOs interviewed said that, even on matters where they had clear delegated executive
authority, they regularly informed the chair and the board of the issues at hand and their
thinking on decisions taken or to be taken.
However, there are inherent dangers in not having a clear demarcation of responsibility.
Sometimes a chair and CEO who work together for a long time come to know where the
boundaries are through experience rather than documentation – but clearly this cannot
survive with departure of one or both role-holders without risk to the credit union. More
broadly, it can lead to directors making decisions on management matters and CEOs
appropriating control over the board, both of which lead to negative consequences all
around.
If a CEO is to be held accountable for the performance of a credit union, he or she needs to
be clear about his or specific responsibilities and to know the exact nature, extent and level
of executive delegated authority under his or her control. He or she needs to know that, even
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after collaborative conversations on the way forward, the authority and the power to make
management decisions are ultimately his or hers.
However individuals interviewed were still concerned that it was not always in practice
possible to draw a fine line between governance and management. Looking for absolute and
categorical lines between the role and responsibilities of directors and that of the CEO was
perceived as not always easy or even feasible.
Blurriness seemed inherent in all discussions about board and CEO responsibilities, so
much so that a great deal depended on the quality of the board/CEO relationship in working
around hazy lines of demarcation.
Yet it is for this very reason that a clear definition of responsibilities is required. Carver
(2001) argues that it is for the board to define the line of authority and responsibility between
itself and that of executive management, and indeed this may vary according to
circumstances. He writes:
“Even though there is still no predetermined or fixed point where board work automatically
becomes executive work, each board using the principles we are describing can establish and,
when necessary change, a distinct point of delegation applicable to its own organization. It is
at that point, by the values of that board, for that organization, for that time, that governance
stops and "sub-governance" begins”. (Carver 2001)

The focus of the board needs always to be on the big picture and moving the credit union
forward; and that of the CEO and management on making sure that the credit union works in
practice and succeeds. Precisely where the lines of authority and responsibility are drawn
between the work of the board and that of the CEO depends on each individual credit union
situation and is ultimately a decision of the board.
Writing of governance in co-operative and social enterprise, Spear et al. (2007) make a
similar point:
“Much of the practice-based literature on governance stresses the importance of being clear
about the difference between governance and management, and defining the different roles
of boards. While it is important to have some clarity over these issues this prescription is in
danger of over-simplifying the problem. The roles of boards and management are interdependent and the boundaries between the two are often necessarily somewhat blurred
(particularly in smaller organisations) …..What does seem to be important is that board
members and management acknowledge this potential problem and recognise the need to
review and renegotiate their respective roles and relationships from time to time”.

The system of strategic governance acknowledges that documentation can never completely
eliminate confusion or debate, but it makes a considerably bigger stride in this direction than
its absence.

4.3

The chair and the CEO

The governance model is based on the understanding that the CEO is accountable solely to
the board, and not individually to any particular board member, including the chair.
However, central to board-management relations is the relationship between the chair of the
board and the CEO. The chair acts as the primary liaison between the board and the CEO;
whilst the CEO is the single link between the board and the staff.
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The chair and the CEO are the poles of the distinct functions of governance and
management and, as such, have a relationship that should be based on a sense of equality,
rather than of hierarchy. Both the chair and the CEO are accountable to the board.
This is reflected in the UK Corporate Governance Code’s principle that there needs to be a
clear division of responsibility at the head of a company, between the chair and the CEO,
both of whom contribute equally yet differently to the success of the organisation. It states:
“There should be a clear division of responsibilities at the head of the company between the
running of the board and the executive responsibility for the running of the company’s
business. No one individual should have unfettered powers of decision.
The roles of chairman and chief executive should not be exercised by the same individual.
The division of responsibilities between the chairman and chief executive should be clearly
established, set out in writing and agreed by the board.”(FRC 2012)

Recognising the importance of the distinct but inter-related functions of chair and CEO is a
key principle of the credit union governance system.
In no credit union should the role of the chair of the board and the CEO be undertaken by
the same person. Even in totally volunteer-run credit unions, this distinction of function must
be retained. Traditionally, for example in volunteer credit unions it was the treasurer who
was the de facto manager of the credit union, not the chair of the board.
Having a single point of contact between the board and management through the chair and
CEO avoids the CEO being pulled in multiple directions by requests from individual directors.
Equally it avoids the board side-stepping the CEO and dealing directly with other staff
members. The chair-CEO relationship not only fosters efficiency, it enables the board and
management to relate effectively at a senior level. Of course, saying that the chair is the
single point of contact for the CEO does not mean that the CEO does not have direct contact
with all board members, as he or she would necessarily attend board meetings. But the
primary contact for the CEO would be through the chair.
Credit union success depends on building a relationship of mutual respect, and trust and on
a collaborative working partnership between the board and the CEO. Leadership in credit
union development is a shared function, and success depends on boards appreciating that
their relationship with the CEO and management has to be one of partnership, even though
the CEO remains ultimately accountable to the board.
The credit union literature world-wide stresses the importance of boards of directors hiring
CEOs with vision, insight, and competence in strategic planning and organisational delivery
(cf. Hautaluoma et al. 1996). An effective CEO with the strategic leadership skills to enable
the credit union to achieve its objectives is regarded as a critical element of good
governance. A credit union hires a CEO for the leadership and skill he or she can bring to
the organisation.
To make a CEO accountable to the chair as if he or she were the CEO’s supervisor or linemanager is, in fact, to establish the chair as the true CEO and undermine the role of the
actual CEO hired for the job. It undermines the specific role and function of the CEO as a
key pole of influence in the credit union.
The Canadian FICOM makes the point that without an effective CEO furnishing the board
with sound information and analysis, the board’s own level of judgement and decision
making would be compromised:
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“The role of the CEO is critical to good governance; the board relies on the CEO and
management team to prepare and present information in a way that enables the board to
exercise sound judgment and make thoughtful decisions.
A good CEO brings forward the right issues at the right time with enough information and
analysis to allow the board to exercise its judgment and make sound decisions. A good CEO
empowers the board to do its job well” (FICOM 2013).

It would be fair to say that there was often in research interviews a lack of clear
understanding of the implications of a division of responsibilities between the chair and the
CEO. There were often references by some interviewees to the chair being the line-manager
of the CEO and the CEO being accountable to the chair. In at least one case, the CEO said
that he or she would not take any decision without checking it out with the chair in advance.
However, directors and managers who appreciated the nature of a division of responsibility
within the governance model recognised that the chair-CEO relationship was one that had to
be based on equality and on a shared understanding of the two distinct functions,
A sample board statement of the relationship between the board, chair and CEO is available
as Appendix VII.

4.4

Clarity of expectations

The governance system is based on the understanding that the board leads, directs and
controls the credit union whilst delegating executive authority to the CEO to manage the
credit union’s strategy and operations to achieve its objectives. The CEO is then
accountable to the board for the performance of the credit union against defined objectives.
A central principle of the governance system is therefore clarity of expectations. A CEO
cannot be held accountable for directions or instructions that are unclear, unsaid or
contradictory, or which come from multiple directions on the board.
However, boards do not always set clearly what they expect their CEOs to achieve. Where
expectations were unclear or unstated, CEOs can find working in the credit union to be
difficult and often disempowering. Additional CEO time and emotions have to be invested in
second guessing board expectations and in checking out decisions even over quite trivial
items with the chair. However, when expectations are clear and defined, about both
objectives and delegated authority, CEOs in the study said that they felt empowered and
positive about working in the credit union.
Clarifying expectations is certainly in the interests of the board for, without clear instructions,
evaluating performance is futile and meaningless as there are no agreed criteria against
which performance can measured. As Carver (2001) states;
“It is important to the board that management be successful. The board must therefore
increase the likelihood that management will be successful, while making it possible to
recognize whether or not it really is successful. This calls upon the board to be very
clear about its expectations, to personalize the assignment of those expectations, and
then to check whether the expectations have been met. Only in this way is everyone
concerned clear about what constitutes success and who has what role in achieving it”.
In the governance system, board expectations are set out and made clear:
-

in board policy and
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-

in the agreed and determined objectives of the credit union as set out in the strategic
or business plan, including the budget and financial plan (see Section 5.2).

Central to the governance system therefore, is the development of board policy and the
strategic objectives of the credit union. It is against strategic objectives, as achieved within
the context of board policy, that the performance of the credit union and of the CEO can be
measured. Without clarity of board policy and clarity of objectives it is hard to see how
performance can be measured in any real way.
Of course, some boards operate without reference to defined policies and without any real
agreed strategic objectives as set down in a business plan that is used and consulted as a
working document. In many ways, these boards live from day to day, endeavouring to keep
compliant within the regulation and generally working to expand and to improve on the
achievements of the previous year.
Many smaller credit unions can even survive this way. But the system of governance
developed in this report calls for a much more robust approach to the setting of board policy
and strategic objectives. For without giving CEOs precise direction and measurable criteria
of success, research demonstrates that credit unions will not realise their potential as
sustainable financial co-operatives (Jones 2005, Chen et al. 2010, Hoel 2011).

4.5

The delegation of executive authority

The importance of the end/means distinction (see Section 2.2), is not in defining some
external, objective measure by which the role of the board can be differentiated from that of
the CEO. Rather, it aims to clarify the need for the board to focus on what it wants the credit
union to achieve for its members and to delegate maximum possible authority to the CEO to
manage the credit union to achieve its purpose.
Unnecessarily holding back delegated authority to make decisions is seen to significantly
undermine the capacity of the CEO to deliver on credit union objectives.
The issue is of delegation of authority of fundamental importance to the governance system.
If board members and CEOs are uncertain as to the nature, level and extent of delegated
authority, their roles and responsibilities remain confused and the sound development of the
business can be compromised. They can become enmeshed in the minutiae of management
decision-making and distracted from their core role of setting strategic direction and
monitoring the overall performance of the credit union.
Importantly, if the board is de facto making management decisions, it cannot hold the CEO
accountable for success or failure in the achievement of the objectives set by the board for
the credit union.
For CEOs, a lack of clarity on delegated authority has major implications. If CEOs feel that
they need to check out or seek approval for even minor decisions, they are ultimately
hampered in developing the business and are undermined in demonstrating the strategic
entrepreneurial leadership for which they are employed. Without clear delegated authority,
they are in fact denied control of the organisation.
To make executive delegated authority real and effective, the governance system places the
CEO in the position of being the board’s single point of delegation. It is only by having a
single point of delegation that the CEO can be held accountable for all aspects of the
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management and performance of the business. Carver (2006) says that this means that the
board delegates authority personally to the CEO who is, in effect, the board’s one employee.
The reason for such an extensive delegation of authority is to give the CEO as much scope
as possible in decision making and to encourage creativity and innovation in growing and
developing the credit union. Constantly having to seek approval for decisions from the chair
or the board not only undermines CEO morale but is stifling to imaginative and
entrepreneurial decision making.
In research discussions, the level and extent of delegated authority was often a contested or
fuzzy issue. Even in some large professionally staffed credit unions, CEOs were sometimes
uncertain as to the level of their delegated authority, often constantly checking out decisions
with the chair of the board. With regard to decision-making in such areas as non-material
financial expenditures or the hiring of junior staff, it was noticeable how often some CEO’s
said that they felt they lacked the relevant authority and had to constantly defer to the chair
or the board. In some credit unions, the statement of delegated authority covered only
financial expenditure.
In the interviews, many CEOs said that their credit unions needed to do more to clarify the
exact range of delegated executive authority. They were unsure of what decision making
authority they had been given, and that the board, and often the chair, could stray into
deciding on operations rather than remaining focused on direction, strategy and policy.
Board concerns about delegating executive authority can arise, however, not just because of
long-standing confusions around the nature of governance and management, but also
because boards are concerned about losing control and compromising their accountability
for the credit union. For this reason, it is important that boards recognise that they always
remain in control and are the ultimate authority in the credit union. The CEO’s delegated
authority to make decisions is constrained and limited internally by board policies, board
strategic objectives, budgets and resources and externally by legislation and regulation.
Delegated executive authority is always within the parameters set by the board.
Some credit unions in the study attempted to write down a complete list of the areas for
which the CEO has delegated authority. Ultimately this proved to be laborious and
unsuccessful, as there are always new situations that arise in which the CEO has to make
decisions and which might not be on some prior list.
It was for this reason that Carver (2006) put forward the concept of executive limitations
policies. These define not what a CEO has the authority to do but rather what he cannot do.
They are policies which restrict the decision making authority of the CEO over specific items.
Then so long as decisions are within policy, compliant to the strategic plan, budgets and
resources, the CEO has delegated authority to take the credit union forward. This allows a
CEO the maximum possible authority in taking decisions about strategy actions and
operations in the credit union
The task of the board is not to rein in the CEO but to do everything in its power to maximise
his or her creativity and innovation in achieving credit union success, but also through
effective scrutiny and monitoring systems to hold the CEO accountable for the outcome and
consequences of decisions taken. The governance system depends on boards realising that
it is important to delegate as much as possible whilst maintaining board control.
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In terms of policy and strategic direction, everything is in the control of the board, and it is
the board that decides where policy stops and CEO authority starts. Carver (2001) stresses
this when he says:
“At the point where policymaking stops, the authority to make further decisions is delegated”
(Carver 2001).

Importantly he adds that:
“Only the board has the authority to decide where that point will be”.

This is an important point as it demonstrates how the extent and limitations of delegated
executive authority will vary from one credit union to the next. In each credit union, the board
has to decide over which issues and areas decision making authority is reserved to the
board. It is these reserved matters that are set out in an executive limitations policy.
Some CEO interviewees felt, however, that fostering a healthy and positive working
relationship with the board depended on their maintaining a high-level of trust, confidence
and mutual respect with the chair of the board. To maintain that trust and respect, most
CEOs said that even with full executive delegated authority, they would always sound out or
discuss higher-level decisions with the chair. CEO maintenance of a healthy, positive
relationship with the chair is beneficial all around.
These CEOs said that sometimes it was unclear whether decisions should be taken solely
by themselves or referred to the board. They said that the safest and most respectful thing to
do was to keep the chair in the loop and share thoughts and ideas on decisions even though
technically the decision might lie fully within their remit.
One chair, whilst recognising the value of clarity on policy and on executive limitations,
strongly argued that in real life boundaries are often difficult to delineate and, as much as we
might want to refer to black and white policy demarcations, not every situation about which a
decision has to be taken can be planned in advance. Often much still depends on the ability
of chairs and CEOs to relate, to share ideas and to come to common consensus on the way
forward. He argued for a co-operative approach to decision making, whilst at the same time,
strongly making the case that CEOs need to know clearly the level and the remit of their
decision-making powers. This chair felt that the two elements of flexibility and openness to
sharing ideas and CEO defined delegated authority could go hand in hand.

4.6

A schedule of delegated authority

In many credit unions the extent and limitations of delegated authority are often more
assumed through custom and practice than detailed in written delegation of authority
schedules. Much often depends on the quality of the relationship of the CEO with the chair
and with the board.
However, it is increasingly important for boards and CEOs to be able to demonstrate the
scope of CEO delegated authority for decision making. This is not only to ensure boards,
chairs and CEOs are clear about the nature of CEO authority, and its relation to the authority
of the board, but also to maintain compliance with regulation.
The introduction of the Senior Managers Regime, introduced by the PRA and FCA in 2016,
requires the identification of allocation of prescribed responsibilities, mostly to the chair and
CEO, and these responsibilities entail the clear delegation of authority.
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Further, following the introduction of increased regulation regarding the use of third party
technology to deliver critical services, the day to day management of the outsourcing of
these services will depend on a high level of authority delegated to the CEO.
Finally, there is a strong risk for credit unions that custom and practice, however effective
and robust, will not survive the changing of one or both of the key personnel of chair and
CEO.
In general the CEO has delegated authority to:


Develop the credit union’s strategic, business and financial plans for consideration by
the board and, with the approval of the board, implement the strategic and financial
plan within budgetary constraints.



Manage the day-to-day operations of the business including the employment and the
setting of remuneration of staff members within the constraints of the budget and
credit union approved HR policies. The board would normally only be directly
involved in the recruitment and remuneration of the CEO and possibly other
members of the senior management team. In the latter case, it would be the CEO,
however, who would ultimately take final responsibility for the employment of other
senior managers.



Identify and document operational and other risks to the credit union business, and
formulate and implement strategies for managing and mitigating these risks as
considered by the board.



Manage the credit union’s financial budget within budget headings and year end
budget position as agreed by the board. CEOs should be free to manage the budget
and only refer to the board if expenditure exceeds budget by a set percentage (e.g.
five per cent) or is within budget but greater than a set amount (e.g. £10,000).



Manage the credit union’s control, monitoring and reporting systems to ensure that
they capture all relevant material information for the effective functioning of the
business.



Determine, subject to board approval where required in the schedule of delegated
authorities and any applicable legal or regulatory requirements, the terms and
conditions for the share, deposit, loan and other products and services provided by
the credit union, including interest and dividend rates.



Ensure that the board and its committees are provided with the relevant management
information in regard to the credit union business and, in particular, with respect to
financial and non-financial performance, the achievement of strategic objectives, the
identification and mitigation of risk and the prospects for the business, to enable the
board and committees to fulfil governance responsibilities.



Enter into contractual arrangements and incur financial obligations on behalf of the
credit union as necessary and appropriate to execute the strategies and achieve the
results approved by the board in the strategic plan (or by other board action).



Implement the policies, processes and codes of conduct approved by the board.

This delegated authority is constrained and limited by:
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Board policies – these need to be board not management policies, in other words not
shot through with operational practices and procedures.



Strategic and business plans – as formulated by the CEO and management and
considered and agreed by the board.



Financial plans and budgets (including the availability of resources) - as formulated
by the CEO and management and considered and agreed by the board. CEOs have
control of the budget within budget headings usually with predetermined percentage
tolerances authorising expenditure in excess of budget (e.g. five per cent.)



Regulation and legislation – it is the CEO's responsibility to ensure the credit union
operates in compliance with regulatory requirements and advise the board of any
changes or developments.



Any specific executive limitation policies set by the board - not all the means to
achieve strategic objectives are necessarily acceptable to the board. Means could be
unethical, out of fit with the values of a co-operative organisation, some may be too
risky or too costly and some the board could just be against for its own reasons.
These must be clearly set out in executive limitations policies, which may feature
within policy documents or strategic, financial and business plans, but also may be
set out in a schedule of delegated responsibility.

In general, the CEO has overall authority to manage the operations of the business and
achieve its strategic objectives, unless such authority is constrained in the manner described
above.
He or she knows the extent of his or her delegated authority in reference to the above
documentation (board policies, executive limitations policies, strategic and financial plans
etc.) but also from the:


The CEO job description



The CEO defined roles and responsibilities statement (in comparison to that of the
board) – as example of which is attached as Appendix V.



A schedule of delegated authority - this brings together clearly in one place the
definition of the delegated authority to the CEO from the board. It will outline the
extent of delegated authority and set out any executive limitations policies that are
not clearly stated in board policy, strategy and financial documentation.

Where CEO authority is limited or constrained, the CEO must always escalate decision
making to the board that is outside the strategy and objectives of the credit union.
There will always be grey areas, however, where authority for decision making is unclear. In
such cases, the CEO would be expected to check out the extent of his or her authority with
the chair of the board or with the board as a whole.

4.7

The CEO, senior management and other staff members

As a consequence of the principle of the delegation of executive authority to the CEO alone,
the CEO is accountable and responsible for the management of other staff, including senior
management. It is for the CEO then to delegate authority and responsibility systematically
throughout the credit union.
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The board would normally approve written key human resource policies for the credit union,
including such matters as standard terms of employment, contract, pay, and other benefits.
However, the CEO is accountable and responsible for the recruitment, management, and
discipline of other staff, including senior management. Boards should not be involved directly
in the recruitment of staff other than the CEO.
The only exception would be the hiring of those in the relatively few key executive positions
who report regularly to and deal directly with the board.
For example, a large credit union may need a Financial Controller or Chief Financial Officer,
who will perform a crucial role supporting the CEO in providing proposed budgets, financial
reports and analysis to the board. Even though that staff officer “reports” to the CEO as an
employment matter, the CFO regularly “reports”, in the other sense, critical financial
information on which the board depends in its budget-setting and oversight capacity. A CFO
as other senior executive managers will regularly attend board meetings.
The CEO has a very clear stake in hiring a CFO who will enjoy the board’s trust and
confidence, so it is no diminution of the CEO’s authority for the board (or a sub-committee)
to participate in the final interviews of short-listed candidates and to provide their input to the
CEO before s/he makes the final hiring decision.
Likewise, there is an appropriate role for the board (or a subset, such as the Audit
Committee) in the hiring of an internal audit or compliance officer. The CEO needs to be in
full agreement to these appointments, as ultimate accountability for the performance of these
officers would lie with the CEO, not the board.
To keep the line-reporting relationship absolutely clear, directors should not be present when
the successful candidate is actually offered the job by the CEO, and the CEO should solely
handle discussions with the new hire of employment terms, duties, and so on. All the same,
however, and as a practical matter, it would be very unwise for a CEO to appoint an
individual whom board members find unstatisfactory.
This is the approach taken in the Canadian credit union governance guidelines:
“The board exercises oversight of the selection and compensation of other key executive
positions, particularly those with direct reporting relationships to the board such as
independent oversight functions, compliance and internal audit” (FICOM 2012).

4.8

Management of the CEO

The CEO reports to the board as a whole, and is held to account by the directors acting
collectively.
Effective performance management of the CEO, including personal and professional
development, cannot ideally be discharged by the board acting collectively as a full group.
That function should be performed primarily by the chair on the board’s behalf or by a
nominated sub-group of directors.
It does not follow, however, that the chair is the de facto “manager” or “supervisor” of the
CEO. Instead, the chair serves as the day-to-day liaison and informational conduit between
the board and the CEO.
The chair should also serve as the CEO’s primary internal ‘coach’ and advisor and as a
‘sounding board’ with whom the CEO can share ideas and insights. As the director in most
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frequent contact with the CEO, the chair also provides encouragement and counsel to the
CEO, along with a supportive and confidential environment in which to discuss issues
outside formal performance processes. In this way, the CEO can remain assured that his /
her overall management priorities and decisions are aligned with board expectations.
Although the CEO does not ‘report’ to the chair as if he or she were the CEO’s ‘supervisor’
or line-manager, it is sensible, as a practical matter, for the board to delegate to the chair
responsibility and authority for administering the day-to-day details of the CEO’s
employment. Although the board should be kept reasonably informed on such low-level
administrative matters, it should not be involved in approving the chair’s decisions regarding
them.

4.9

CEO performance appraisal

The chair, perhaps together with one or two other directors, should also undertake the
annual personal development and performance review of the CEO. However, it would not be
inappropriate for the board to reserve to itself responsibility for approving the CEO’s final
written performance review and any compensation changes that result from it. In any event,
the CEO’s compensation and other terms of employment are subject to board-approved
budgets and personnel policies and to the CEO’s employment contract.
The CEO’s performance is measured ultimately by the performance of the credit union
against its strategic plan. All other interests and contributions are secondary to the
achievement of credit union objectives. In monitoring these objectives, ‘hard’ measures such
as membership and financial indicators can predominate. To ensure that important ‘soft’
considerations, such as organisational culture, maintain weight and profile, these should be
included in the strategic plan, with metrics, where at all possible.
Any objectives in relation to the CEO’s personal or professional development should be in
direct relation to achievement of the strategic objectives, and should be documented and
agreed in line with the credit union’s performance monitoring approach.
If the board is clear about its performance expectations and objectives, is clear about CEO
accountability, authority and responsibility for delivering on those objectives and if monitoring
confirms that the CEO is achieving those objectives, then the CEO is doing nearly everything
that is required.

4.10 The CEO as an executive director of the board
In practice, in most board meetings, the CEO participates in the discussion and the decision
making in the same way as directors present. It is rare, and inappropriate, for CEOs not to
participate in the policy and strategic decision making of the board. Indeed, the board comes
to conclusions and makes decisions most often on the basis of information and analysis
supplied by the CEO. However, given he or she is not a director, the CEO does not share
the same accountabilities or fiduciary responsibilities as other directors.
To stress the partnership relationship between board and CEO, however, in several credit
unions participating in the study, the CEO has been co-opted or elected as a full voting
member of the board of directors. In line with practice in companies more generally, the CEO
is an executive director; the rest of the board members being non-executive directors.
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This practice is unusual in the British or North American credit union context, but there are
examples to be found. The motivation to make the CEO an executive director of the board is
to ensure that he or she is fully engaged as a partner in the strategic development of the
credit union and shares the same legal and regulatory responsibilities as other board
members.
However, it does not change the accountability of CEO to the board for meeting the board’s
expectations for performance. The CEO as executive director retains the same executive
delegated authority to deliver on board policy and strategic objectives and retains the same
relationship with the chair as a CEO who is not a member of the board. In fact, it could be
argued that by being director of the board, the relationship with the chair is strengthened as
it more clearly demonstrated the equality of the two functions.
In the interviews, most participants considered that the CEO becoming an executive director
of the board was not in the best interests of the credit union as, for them, it clouded the
distinction between governance and management. That said, even in credit unions that were
not particularly pro-executive directorships, chairs recognised that, apart from the right to
vote, most CEOs participated in board meetings as if they were a director.
Other participants considered that the progression to a governance structure based on
executive and non-executive board membership would be an inevitable outcome of the
strengthening of the credit union sector. For it brought new skills and competences onto the
board and more strongly demonstrated to the member-owners and to the regulators the
shared accountability of the non-executive and executive functions in the credit union.
It was noted by some that the engagement of executive directors could be particularly helpful
in the case of employee credit unions where board membership is limited to a particular
industry and where the appointment of executive directors may be the only way to ensure
skill and expertise on the board.
It was also noted by those in favour of executive directors that, if implemented, it would be
more normal and appropriate to have more than one executive director. In the corporate
world, the CEO, the finance director and perhaps another senior staff member (e.g. internal
audit director) would all be executive members of the board.
Executive directors would normally be presented to the membership for election at the AGM
in the same way as non-executive directors. But this is dependent on the rules of the credit
union. In the study, the CEO and other senior employees were appointed as directors by the
board and not subject to election. This had involved a rule change agreed by the regulator.
However, in the strategic governance system, it would seem appropriate that executive
directors are presented to the members for election (as is commonly the case in mutual
building societies). In the rare case that the membership did not accept the CEO or other
employee as a director, his or her position as an employee would be unaffected.

47

5 Co-operative values, principles and organisational culture
The board is accountable to the members for ensuring that the credit union achieves its
purpose as a democratically-controlled, co-operative, financial institution. It has the
responsibility of making sure that the credit union offers quality, fair and affordable financial
services to its members and that it operates to high standards of ethical practice.
The board is tasked with leading and directing a financial institution committed to cooperative values and principles and with the recruitment of a CEO having the ability to bring
those values and principles to life throughout the organisation.
Values are beliefs or judgements about what is important, useful or worthy of pursuit. They
engage interest, motivate action and inspire the commitment of time and energy to the
achievement of organisational or personal goals. Principles align values to practical
application as fundamentally agreed and acceptable standards of behaviour.
Of course all businesses, in one way or another, are founded on values. Values are
judgements about what is important, but they are not necessarily just, ethical or conducive to
the common good. They are neither inherently right nor wrong.
For some in businesses, values may include aggressive profit maximisation, manipulative
marketing techniques or individualistic rather than collaborative modes of working. The
bankers responsible for the credit crunch or for manipulating LIBOR were not without values.
They were motivated by what they saw as important, useful and advantageous at the time.
The problem was that whatever values they may have had; they resulted in behaviour that
fell far short of any acceptable standard of business honesty, fairness and ethical practice.
Such values impact on practice but probably are rarely set out in transparent and agreed
sets of principles.
As part of the co-operative movement, credit unions have had a long tradition of commitment
to cooperative and ethical values and principles. These form the belief system and
framework within which the credit union business operates. They have been formulated and
reformulated throughout co-operative history, since the original statement of principles set
out by the Rochdale Pioneers in 1844.
The latest internationally recognised agreement on values and principles, composed after
extensive consultation throughout the co-operative sector, is the Statement on Co-operative
Identity proclaimed at the 1995 ICA General Assembly in Manchester UK (ICA,1996).
These values and principles set out what co-operators judge to be important and worthy of
pursuit in the development of the co-operative business. The co-operative movement arose
in opposition to the injustice, alienation and exploitation of ordinary people in the 19th century
and its values and principles enshrine an alternative vision of how business can and should
operate if people are to be served fairly and equitably as respected members of society.
For many members of co-operatives, these values are a decisive reason for selecting a cooperative to meet their particular need: an abandonment of these values can be
economically detrimental for a co-operative or credit union.
This statement of co-operative identity sets the agreed standard against which boards of
directors consider the values and principles of their own credit unions. It is not just some
historical document which looks good as a poster on the wall or as the backdrop for emails
on International Credit Union Day. It sets out the values and principles that are to be
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discussed, modified and adapted and brought to life through constant reflection and
application by credit union boards, staff and members.
Unless co-operative values and principles are constantly worked and reworked, there is no
guarantee that a credit union will remain faithful to its historic spirit or practice.
Credit unions, like any co-operative, can become subject to what Cornforth called the
“degeneration thesis’ (Cornforth 1988), whereby, in their search for economic success, they
just adopt the same values and practices as standard private-sector, profit-maximising
businesses. In so doing, they lose their particularity and distinctiveness and indeed their
fundamental reason for being. This is something that boards should not let happen.

5.1

Co-operative values

The ICA Statement on Co-operative Identity puts forward ten values which it regards as
fundamental to the co-operative business model. Six of these values relate to co-operative
organisation and four to the ethical standards on which all co-operatives should be founded.
The six co-operative values are self-help, self-responsibility, democracy, equality, equity (or
fairness) and solidarity. The four traditional ethical values are honesty, openness, social
responsibility, and caring for others.
Boards of directors are tasked with ensuring that these values permeate and characterise
the strategies, operations and service delivery of the credit union. How credit unions interpret
these values will vary from context to context but they remain the standard or the benchmark
for all aspects of co-operative credit union organisation.
However, they are not set in stone and boards may modify and indeed add further values as
appropriate to their particular context and situation. Indeed credit union values as perceived
by those working in the organisation may also vary.
Aldag and Antonioni (2000), for example, identified the four top values as assessed as
central to the credit union business model by CEOs in 454 US credit unions. These were, in
order of importance: providing the best possible service, treating all members with dignity
and respect, member education and providing what members’ want.

5.2

Co-operative principles

The Statement on Co-operative Identity also sets out seven co-operative principles. These
formulate the application of values to the organisational practice of co-operatives, including
credit unions, in the modern world.
WOCCU, in adapting these principles in its International Credit Union Operating Principles
document, argues that these principles are implemented differently around the world but at
their heart:
“is the concept of human development and the brotherhood of man expressed through
people working together to achieve a better life for themselves and their community”.

As a principle of good governance, each board of directors should consider how the cooperative principles, as adopted internationally by credit unions, apply to the context of its
own credit union and how they can be effectively implemented through all aspects of the
business.
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The seven co-operative principles are as follows:
1. Voluntary and open membership
Credit unions are voluntary, cooperative organisations, open to all people within the common
bond who are willing to accept the responsibilities of membership. Boards need to ensure
that the credit union is accessible to everyone who is eligible to join. There should be no
intended or unintended barriers to active membership.
Credit unions should not be run for only one section of the common bond and should remain
accessible to everyone eligible to join.
2. Democratic member control
Credit unions are democratic organisations controlled by the members through participation
in general meetings, through authority over the constitution, rules and purpose of the
organisation and through the election of a board of directors. It is the responsibility of the
board to ensure that the members are informed of the strategic and economic progress of
the business and are encouraged to participate in the democracy.
Historically, when originally formed as small collective organisations, credit unions would
elect directors directly from the membership at the annual general meeting. It was felt that
the principle of democratic member control could only be implemented if boards were
comprised of active members who would be able to represent the wider membership and its
interests. Typically board membership would be open to all members irrespective of any
particular skill or ability they possessed. This approach has been described as the cooperative democratic governance model (Cornforth 2003)
The problem with this approach is that it resulted in credit unions often electing directors
without the relevant expertise to oversee a complex financial institution. This could endanger
the stability of the co-operative and ultimately was not in the interests of the membership.
For this reason, many credit unions are now putting in place more rigorous nomination,
selection and election criteria to ensure that boards are competent to oversee the business.
This can result in credit unions seeking out skilled people to join the board from outside the
membership. These potential directors then join the credit union after agreeing to serve on
the board, unlike in the pure democratic model where directors arose out of the membership.
The challenge for credit unions is to ensure their boards have the required skills to oversee a
financial institution and, at the same time, are able to represent the membership and to act in
their interests. But they must always remain accountable to the members who retain ultimate
control of the institution.
Of course, the vast majority of members of any credit unions do not take any active part in
the democratic processes. Attendance at AGMs is always a small proportion of any
membership, as members generally engage with the credit union as customers and seek
primarily a good financial service. However, member education must include the fact of their
collective ownership of the institution and their responsibility to elect a board competent to
ensure its safety and long-term sustainability.
3. Member Economic Participation
In British credit unions, unlike in some other jurisdictions, members do not contribute directly
to the capital of the credit union. Their shares or savings remain, for the most part,
withdrawal deposits on which they receive a dividend or interest depending on the status of
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the savings. The exception would be deferred shares which do count towards the capital of
the credit unions. There are a few examples of corporate members investing in deferred
shares, but there are no known examples of ordinary members investing in such a product.
Technically the members collectively own the accrued capital of the credit union but they
receive no personal economic benefit from their ownership. Members of a credit union
participate economically in a credit union primarily as customers of the credit unions and in
proportion to the type and the amount of transactions undertaken. They recognise the value
of this participation through receiving better rates, fees and service than they would receive
from for-profit financial institutions.
Ensuring the effective and equitable economic participation of the membership is a
challenge for credit union boards. The problem is that different groups of members have
different economic interests. There is an inbuilt tension, for example, between saving and
borrowing members, where higher interest rates on loans to borrowers can result in better
returns for savers, and vice versa. There can also be a tension between members who
access the credit union electronically and those who demand high levels of face-to-face
contact, for the latter drive up administrative costs and reduce dividends for the former.
These are the kinds of issues that directors have to resolve in order to ensure all members
receive a fair financial service appropriate to their needs.
4. Autonomy and Independence
Credit unions are autonomous, self-help organisations controlled by their members. It is the
role of the board of directors to ensure that the credit union remains an autonomous and
independent organisation accountable primarily to its members.
Credit unions regularly enter into agreements with other organisations. Typically these may
include central and local government, housing associations, churches and a range of
support or funding organisations. Boards must ensure that they do so on terms that ensure
the independent, autonomous control of the members.
It can be the case that major stakeholders (including funders) in a credit union put forward
one of their members or employees for election to the board of directors. In such cases,
even though mindful of the interests of their own organisation, these directors are not
appointees to the board but, as all other directors, remain elected representatives of the
membership. Their accountability must be to the membership as a whole not to any external
organisational interest. Clearly, however, this can be difficult in practice as stakeholder
directors will always feel certain accountability to their own organisation.
5. Education, Training and Information
Credit unions are financial service providers operating in the interests of their members.
However, as all co-operatives, they are charged to provide education and training for their
members, directors, managers, and employees so they can contribute collectively to the
development of the credit union. Directors should ensure that all participants in a credit union
understand its distinct, co-operative and credit union identity and ethos. Credit unions are
not banks, do not share the values of the for-profit banking system and should not portray
themselves to the general public as such.
As co-operative financial institutions, credit unions also have a key role in the financial
education of their members in order to support their long-term financial stability. Financial
education cannot be an add-on in a credit union; it is a fundamental aspect of their rationale
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and purpose as a self-help financial institution. Clearly not all credit unions have specific
financial education programmes for their members, but some do often in partnership with
other agencies. Often most financial education is informal and takes place through the
discussions with credit union staff key points in a member’s dealings with the credit union
(e.g. when taking out or having defaulted on a loan). Staff need to ensure that there is an
ongoing educational aspect to service delivery.
6. Co-operation among Co-operatives
Evidence worldwide demonstrates that credit unions serve their members most effectively
when they co-operate amongst themselves and stay firmly together. They find it much
harder to succeed as independent entities; a fact that explains why everywhere throughout
the world credit unions come together for their mutual benefit in regional, national and
international associations.
As with all co-operatives, a fundamental principle of the credit union business model is cooperation among co-operatives. Credit unions commit themselves to long-term mutual
endeavour which brings benefits all around.
7. Concern for Community
Concern for community characterises many co-operative enterprises world-wide. However,
this concern is particularly important for credit unions, the mission of which is to maximise
financial security and stability within the membership and to widen access to cooperative
financial services within the population at large.
Credit unions cannot therefore appear as closed, isolated institutions interested solely in the
well-being of their current members. Rather their mission demands that there are open and
responsive to the concerns of the societies and communities within which they operate.
This concern for community has led many British credit unions to participate in local
community partnership programmes aimed at reaching out to financially excluded and
vulnerable communities. Credit unions typically partner with housing associations, schools,
churches, local authorities and others interested in enabling an increasing number of people
to access affordable financial services. Some credit unions also work for the sustainable
development of their communities through enabling small and medium sized businesses to
access affordable enterprise loans. Whichever approach they take, a strong community
focus underpins the business model of many credit unions.

5.3

Values and principles in transition and development

The ten values and seven principles defined in 1995 were the result of an extensive
participative process throughout the co-operative movement. They were designed to inform
and to characterise the governance, management, and operations of the sector.
However they are not to be regarded as set in stone. They were revised in 1995 from a
previous formulation and will indeed be revised again in the future. Credit unions are
encouraged to adapt and develop them to suit their own purposes as socially-committed
businesses. Birchall (2011) has argued, for example, that employee participation and
environmental sustainability are principles that could be added to better characterise cooperatives in the 21st century.
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5.4

The board’s role in leading a values driven organisational culture

The oversight of the values and principles that inform the culture of the credit union is a
central board responsibility. It is the role of the board to ensure that the credit union operates
as a co-operative and social business in the interests of its members. The board delegates
authority to the CEO to implement co-operative values and principles throughout the credit
union, but retains oversight and accountability to the members for that implementation.
It is a function of the board of directors to ensure that the credit union maintains its
distinctiveness as a member-owned cooperative enterprise. In his reform of the governance
of the Co-operative Group, Myners (2014) stressed the importance of this point when he
wrote that the second objective of the reforms was to “to ensure that, without compromising
the effectiveness of the Group Board, genuine co-operative values and principles are
protected and securely embedded in the future governance architecture”.
Oczkowski et al (2013) found from a study of co-operatives in Australia that the commitment
of management to co-operative values and principles is a key factor in the success of a cooperative business. But they also discovered that one the main drivers of ensuring this
commitment of management was the passion and motivation of the board. The board must
lead from the top if a co-operative culture is to be instilled throughout the organisation.
To ensure clarity about the values and principles, it is good practice for the board to enshrine
these in a distinct written statement. This is the:


Values and principles statement, which is distinct from the mission statement
which sets out the credit union’s overall purpose and aim (see Chapter 6).
Rather, this statement defines the co-operative values and principles, as agreed
by the board, on which the credit union is founded and which are designed to
characterise its operations and relations with members, staff and the outside
world. This statement should not just be a cut and paste of the international
values and principles statement; rather it needs to composed and agreed to
reflect the particular situation and ethos of the credit union.

Defining the values and principles of the credit union, as is the definition of its mission and
purpose, is in the control of the board. The formulation of the values and principles
statement may be delegated to the CEO, but it is the board that must approve it and ensure
that it is communicated to the members, the staff and to all stakeholders in the organisation.
The board is ultimately accountable for ensuring that co-operative values and principles
inform the culture and the operations of the organisation and underpin the level of service
offered to members. They need to be enshrined in board policies and strategies and in all
aspects of the business. Education and training in co-operative values and principles, for
directors, staff and members, must therefore form part of a credit union’s development plan.
It is the function of the CEO to establish and maintain the co-operative culture throughout the
credit union. It is paramount therefore that the board appoints a CEO who believes in and is
committed to the co-operative ethos.

5.5

Monitoring and evaluation

The values and principles of a credit union are fundamental to the way the people within the
organisation interact with each other, with the members, with stakeholders and with the
wider community. For it is these shared values and principles that inform the culture of the
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credit union and the manner in which it treats all who engage with it. Values and principles
are the motivators and drivers of the way the credit union delivers its service.
However, although an important first step, a statement of values and principles will not itself
create a shared co-operative culture. Co-operative values and principles must be promoted,
taught, owned and embedded in all aspects of the credit union if they are to make a
difference to the way in which it conducts its business.
Boards of directors need to ensure that credit union policies, strategies, education and
training reflect co-operative values and principles. They need to ensure also that there are
mechanisms in place to monitor and evaluate how the credit union is performing against its
own stated values and principles.
One such mechanism is to include a review of values and principles as part of a social audit.
This can offer the opportunity to board members and staff to reflect on the actual values and
principles of the organisation, as revealed through strategies, statements, achievements,
operations and behaviour, and how these relate to the adopted statement of co-operative
values and principles. Birchall (2005) has argued that values and principles should be
constantly reviewed and developed to ensure co-operatives stay relevant in the marketplace. Mayo (2016) agrees when he writes:
“All values ……. need to be renewed over time – being part of an organisation’s past doesn’t
necessarily make them part of its future. You can have values as part of your founding story,
but if they don’t resonate anymore, they become archaic. It is therefore a common pitfall to
romanticise values in organisations” (Mayo 2016. pg. 22)

Without regular attention to and review of values and principles, credit unions, like other cooperatives, face a threat of degeneration, through their adoption of a culture and a way of
working that is indistinguishable from that of the for-profit sector. Without regular
consideration of the values and principles on which the organisation is founded, a credit
union can lose its identity as co-operative financial institution.

5.6

Values, principles and business success

Credit unions are characterised by the values and principles on which they are based. They
are voluntary, member-owned, not-for-profit financial co-operatives committed to providing
affordable financial services to their members, to building the social and economic fabric of
society and to advancing democracy at a local level.
They are driven by social as well as economic objectives. In Britain, it was a sense of social
mission and care for communities that led many credit unions to tackle financial exclusion
and poverty through offering people on low-incomes a pathway to financial health and
stability. Much support for credit unions has come from Government and others recognising
that they are value-driven organisations offering mutual support to their members.
But as credit unions grow and endeavour to serve a wide and more economically diverse
membership, an understanding of the values and principles on which credits unions are
based becomes more rather than less important to their success. The modernised products
and services that credit unions increasingly offer often look not too dissimilar from those
offered by the for-profit banking sector.
The distinctive characteristic of credit unions in the market place is not so much the types
and range of products and services on offer. Rather what distinguishes credit unions is the
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way that they are designed to do business as co-operative member-focused organisations.
By bringing savers and borrowers together in a mutual, co-operative enterprise, credit unions
can offer quality products and services at competitive rates in a way that supports the social
and economic wellbeing of their members.
The distinctive characteristic of credit unions is the values and principles on which they are
based and the social as well as economic goals to which they are committed. As already
noted above, it is adherence to these values and principles that enables credit unions to
succeed as co-operative financial businesses. Research6 worldwide often reveals that credit
unions are trusted more than for-profit, investor-owned banks. This trust only arises because
credit unions are seen to be value-driven enterprises which put their members’ interests at
the heart of their business model.

6

Cf Credit unions top customer satisfaction among US financial institutions (2014). Outpacing banks
in loyalty, expectations, value perceived – see - https://www.thenews.coop/91898/sector/banking-andinsurance/credit-unions-top-customer-satisfaction-among-us-financial-institutions/
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6 Strategy and the setting of goals and objectives
The board’s role in providing leadership and direction on strategy and maintaining oversight
of the strategic planning process is at the heart of the system of governance.
It is the board’s responsibility to approve, on an annual basis, a strategic credit union
business plan which details clear board and organisational goals and objectives.
Goals define the mission, purpose and overall aims of the credit union. They are generally
longer-term and are not strictly measurable or clear-cut. The goal of a credit union, for
example, is to serve its members with quality and affordable financial services.
Objectives, on the other hand, are specific actions that support the attainment of goals. They
are necessarily clear, definite and measurable and are normally to be attained within a short
to mid-term time frame. An objective of a credit union may for example to move to a new
technology platform.
Along with the setting of board policy, it is through the approval of strategic objectives that
the board makes its vision and values known to the members and its expectations clear to
the CEO and the staff team.
It is by regular monitoring of progress towards the attainment of the strategic objectives that
the board measures and evaluates the performance of the credit union. It is also by
reference to the achievement of the set objectives that the board assesses the performance
and competence of the CEO. The CEO is the lead employee responsible, and accountable
to the board, for the implementation of the strategic plan.
For the regulator, the establishment, maintenance and implementation of an up-to-date
strategic or business plan is essential to the effective running a financial institution7. For the
PRA, an effective board is one that, “establishes a sustainable business model and a clear
strategy consistent with that model” (PRA 2015a).

6.1

The strategic business plan

The strategic business plan is concerned with the ends or objectives that the board aims to
achieve for the credit union, along with their costs, resource requirements and priorities.
Defining and agreeing these objectives and time scales associated with them, is the main
concern of the board.
However the CEO and other senior managers must be actively engaged in the strategic
planning process. Indeed it is the responsibility of the CEO to write the strategic plan within
the parameters as set by the board.
The board engages a CEO to bring strategic leadership to the credit union and to provide
information, data and analysis to ensure that the strategic objectives are specific,
measurable, attainable, relevant and time-bound.
Board oversight involves challenging, critiquing and advising to ensure that the strategic
objectives conform to the vision, mission, purpose and values of the credit union and meet
the expectations of the board and the member-owners.

7

See CREDS 2.2.4 (Release 9. August 2016)
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The strategic plan is distinct from a credit union’s operational or action plan. Operational
plans record the means, specifically the actions, tactics and interventions, necessary to
achieve the strategic objectives of the board. The operational plans are the direct remit of
the CEO and management team. Operational actions should not be embedded in strategic
plans, where they risk becoming the focus of board decision-making or monitoring.
The timeframe for a strategic plan is typically three to five years, with a formal review and
update by the board annually. The timeframe for management’s operational plan would
normally be over a year, but this would typically consist of individual and detailed
departmental or project plans targeted for completion over a few weeks or months.

6.2

The strategic planning process

Strategic planning is often viewed and practised as a once-off annual event, an ‘away day’ in
which the board is expected, over a few hours, to come up with all the strategies and
business tactics (including the new products, marketing and internal operating initiatives)
needed for the coming year. All too often this approach results in a plan document that no
one consults until the planning session the following year.
Underlying the system of strategic governance is the understanding that this ‘once-a-year’
method of planning is unlikely to be effective in building strong, successful credit unions that
are able to meet the financial services needs of their members. Strategic planning is
regarded not as a one-off event, but rather as a continuous and essential component of
good governance throughout the year. Effective boards focus continually on strategy and on
assessing management’s performance in achieving strategic objectives.
Indeed, it is understood, following international best practice, that at every meeting the board
should, in one way or another, focus on the following ‘strategic’ matters:
-

Staying informed about the credit union’s operational, financial and competitive
position and the environmental factors impacting on it.

-

Evaluating the on-going appropriateness of board policies to govern management’s
operation of the credit union.

-

Reviewing management’s progress toward achieving plan goals and objectives,
based on measurable criteria that have been agreed by the board in advance. This
may involve a mid-year review of the operational plan which provides another
opportunity to review progress on the implementation of the strategic plan.

-

Challenging management to determine and mitigate any significant risks that may
impact on the delivery of the credit union’s strategic plan.

The board’s role in leading and maintaining oversight of strategic planning is an ongoing
process of monitoring, assessment and modification of the strategic plan as it is being
implemented and delivered on an ongoing basis.
The remainder of this section of the report recommends a series of steps for completing (or
updating) a strategic plan that meets regulatory requirements and documents the decisions
the board has made on key matters.
These steps relate to the overall vision, direction and objectives of the credit union, its
specific short-term objectives for the coming year, risk and compliance analysis and the
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definition of the standards of measurement by which progress towards strategic goals can
be evaluated.

6.3

Setting strategic direction

The board has the overall responsibility for setting the strategic direction of the credit union,
which covers the principles, priority themes and goals for the credit union over a three to five
year planning timeframe.
Strategic direction might, for example, emphasise expanding internal organisational capacity
and capability, or focus on membership, savings and loans growth, or product development
or seek to strengthen the capital assets ratio or improve income over expenditure.
The process for developing an agreed strategic direction should be through informed,
focused discussion at board meetings. It should be based on the vision, mission, values and
principles of the credit union, which as key foundational elements need to be established in
written form if they are not already in place. A strategic plan would normally include both a
mission (and vision) statement and a values and principles statement (see Chapter 5)
The mission (and vision) statement sets out in a brief clear form the overall aim and purpose
of the credit union. It is unlikely that this statement would need to be reviewed on an annual
basis. However, significant risks, material issues or substantial opportunities may drive a
review or change. It is the responsibility of the board to determine when the vision and
mission should be reconsidered or reaffirmed. Chapter 5 discusses approaches to reviewing
the values and principles statement.
The direction-setting process requires a thorough discussion of the advantages and
disadvantages of possible alternative scenarios and includes challenging assumptions and
identifying risks. It must include an analysis of the external environment, informed by the
CEO and management. This assessment should take account of a range of factors including
the evolving needs of members, the actions of competitors as well as economic, political,
and regulatory influences. It can be helpful to construct simple scenarios that summarise the
options available, incorporate basic assumptions and describe potential implications.
Boards should take a pragmatic view on the review of strategic direction. Significantly
changing direction each year makes it hard or even impossible for actions over time to be
mutually supportive and to build upon one another to achieve broader objectives. Over a
number of years, the direction may need adjustment to reflect changes in the external
environment and achievement to date, but not wholesale revision. Conversely, boards
should not fail to make significant changes if this is the best response to circumstances and
the credit union’s operating environment.

6.4

Setting objectives

It is useful and often important to start off the formal annual planning process with a
professionally facilitated off-site planning session in which the board, CEO and senior staff
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review the current strategic plan8 and explore the principal themes and issues that need to
be addressed in a revised plan going forward.
However, if the board is engaged in the process of continuous strategic planning that this
system of governance advocates, the decisions made by the board in completing the final
plan document will come as no surprise to anyone. Instead, in well-governed credit unions,
the strategic plan flows ‘organically’ from the board’s process of continuous understanding,
monitoring and planning that goes on all year long.
In preparation for that first meeting, it is the responsibility of the CEO and the management
team, who have the requisite professional knowledge and experience, to provide the
financial and technical inputs directors need to inform their planning. These inputs include:
-

Research into the current and future state of the financial services market and, if
possible, into the needs of members and potential members

-

The competitive, regulatory, technological and other threats and opportunities that
will confront the credit union

-

An analysis of current and future credit union performance and potential outcomes

-

An analysis of the financial implications of the strategic choices facing the board.

-

Preliminary proposals for new products and other initiatives that will have significant
financial and/or member perception impacts on the credit union

-

Suggested short-term objectives and long-term goals, and the strategies the CEO
would employ for achieving them.

The directors’ role is to discuss and challenge these inputs in accordance with their agreed
direction, and decide upon the specific strategic objectives and priorities for the coming year
and the following three to five years. It is critical that all directors are fully engaged with the
process of setting objectives and understand the nature of the commitment involved. If this is
not the case, it will be hard for them subsequently to contribute effectively to the board.
It is then management’s job to draft a proposed strategic plan document (or update an
existing one) that accurately reflects the preliminary decisions made by the board at this
initial meeting. The draft document should clearly identify the agreed short-term objectives
and long-term goals of the board and is likely to relate to such areas as:
-

Financial objectives as determined by specific financial ratios (e.g. target capital
adequacy ratio, bad debt ratio and loan to asset ratio)

-

Target growth in membership, loans, and savings (as well as in any other financial
services offered by the credit union).

-

The development of products and services (including potentially exit from
services/closure of products as well as the creation of new, and the enhancement of
existing, products/services).

-

Operational and infrastructure enhancements, such as the introduction or extension
of information technology to processes and delivery channels.

8

Here it is assumed that the credit union already has a strategic or business plan which needs to be
reviewed. It might be in certain cases where a strategic plan does not exist that the development of a
new plan would be discussed at this initial meeting.
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-

People considerations, such as skills development, recruitment and retention.

-

Developments in governance and democracy (including member engagement).

-

Strategic policy changes, such as modifications in credit risk appetite.

-

The development of partnerships working with other agencies..

The objectives of the strategic plan will need to be evaluated for time and cost, and
precedents and dependencies. It is vital that the financial and non-financial resources
required to deliver the plan are in place, or that the securing of these resources has been
identified as a dependency for the relevant projects. In effect, this process sets the pace at
which the credit union will achieve its vision and objectives.
In particular, the financial picture of the credit union over the same timeframe as the strategic
plan must be analysed and set out in a financial plan which forms part of the overall strategy
document. This must incorporate the financial implications of the activities set out in the
strategic plan, including any capital investments.
The financial plan should be prepared by the CEO and management team, who have
professional expertise, access to relevant data on current and historic performance and who
can develop the thinking as required. The director with lead responsibility for finance if one is
appointed, often this is the chair of a finance sub-committee, may wish to become familiar
with the detail of the financial projections, to assure the board of the integrity of the financial
planning. All directors should have an understanding of the key assumptions9 underlying the
financial plan; without this, they will not be able to ascertain the realism of the plan, or be
able to exercise effective oversight and performance management.

6.5

Strategic planning and the assessment of risk

A necessary component of the planning process is determining the nature and extent of the
risks associated with strategic priorities and objectives. This inter-relation between strategic
planning and risk analysis is stressed by the Financial Reporting Council in its 2014 paper:“The board has responsibility for an organisation’s overall approach to risk management and
internal control. The board’s responsibilities are:
-

determining the nature and extent of the principal risks faced and those risks which the
organisation is willing to take in achieving its strategic objectives (determining its “risk
appetite”);

-

agreeing how the principal risks should be managed or mitigated to reduce the likelihood
of their incidence or their impact”10

The board must determine its risk appetite in relation to strategic goals and objectives,
ensure that the likelihood and impact of risks are assessed, oversee the identification of
mitigating actions (including an assessment of the likelihood and impact of risk postmitigation) and confirm that all risks are allocated a risk owner with control responsibility.

Key assumptions are those assumptions that have material significance to financial projects – these
may include assumptions on membership, savings and loan growth, rate of inflation, and loan losses.
9

10

Financial Reporting Council. Guidance on Risk Management, Internal Control and Related Financial
and Business Reporting (September 2014), FRC, London
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It is the board’s role to ensure a risk governance framework (see Chapter 7) but it is the
responsibility of the CEO and staff team to manage the risks in the credit union. This is
assisted often by a risk register which sets out the nature of risk, its likelihood and possible
impact, and the means by which it will be mitigated and controlled.
This risk register must be compiled or revised in reference to the strategic plan in a way that
informs board strategic decision making. It should be included in the strategic plan as an
appendix, and subsequently reviewed regularly by the board in its monthly meeting.
The board must be constantly aware of the risks facing the strategic plan and the extent to
which their likelihood or impact changes. It must always be ready to take action when
appropriate. For the most part, risks to the strategic plan will be picked up through
monitoring procedures, but the board must be informed immediately by the CEO of any
incidence of risk to the strategic plan that may fall outside the monitoring framework.

6.6

Communicating the strategic plan

Since the plan is the single document that defines the credit union’s immediate and medium
term ambitions, it is important that it is shared with senior staff and any independent advisors
on sub-committees if these exist. A copy must be supplied on request to the regulator11.
A separate summary and simplified version could be produced for members and for other
paid and volunteer staff. This would need to be written in plain English and would need to
protect the commercial confidentiality of the credit union.
A summary document is recommended as part of the strategic governance process as it is
important that all staff members understand the credit union’s priorities and objectives, the
main activities that are scheduled over the coming years and how their role plays a part in
delivering them. Local operational plans can then be set in this wider context.
For members, a plan summary demonstrates the vision and purpose of the credit union and
how the board intends it to develop under its stewardship. A summary plan enables
members to hold directors to account at AGMs or other meetings.
The strategic plan is sometimes requested by grant funders, community bodies or other
external partners. It is useful to have the option of providing the full or shortened version.
The strategic plan is a means of communicating the professionalism of the credit union, so it
should be well-presented and reflect its importance within the governance and management
of the credit union.
The plan provides a point of continuity in the organisation beyond the connected personnel.
The Board and CEO should consider having the summary version of the plan and the annual
report to members (including the financial accounts) professionally designed and printed.

6.7

The monitoring of strategic objectives

The strategic plan is a critical element of the system of governance and it must be used as a
working document by the board throughout the year.

CREDS 2.2.4 (2016) “A credit union must establish, maintain and implement an up-to-date business plan
approved by its governing body”
11
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Credit union boards that only review the strategic plan once a year and then confine it to a
drawer are failing in their duty of good oversight of the organisation, and indeed may thereby
be non-compliant with regulatory requirements.
Boards need to keep a constant watching brief on the implementation of the plan through the
regular monitoring of performance against the agreed strategic objectives at board meetings,
an activity which is central to good practice. It is for this reason that strategic objectives, both
financial and non-financial, as detailed in the plan document must be specific, measurable,
attainable, relevant and time-bound.
To further assist in the measurement of progress towards objectives, strategic objectives are
converted to a series of indicators (cf. key performance indicators) or metrics (standards of
measurement), by which performance can then be readily and easily measured in board
meetings. In fact, the business of the regular monthly board meeting should mainly focus on
the achievement of objectives as defined in the agreed indicators or standards (metrics).
On the basis of such clear indicators of progress, directors are able to pose questions and
CEOs provide robust, reasonable and worked out explanations, if and when objectives are
not met according to the plan and its time-scale. Such critical analysis can then lead to
corrective action or the revision of objectives if required.
The objectives of the strategic plan are also the most evident expression of the board’s
expectations of the CEO. The performance of a CEO is assessed and measured directly by
progress towards the achievement of the organisational and financial targets as expressed
in the strategic plan.
As well as monitoring performance, directors must continue to challenge whether or not the
credit union has sufficient human, financial and other resources to deliver the strategic plan
and whether the management team has the capacity and the wherewithal to deliver on time.
.
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7 Oversight of risk and compliance12
7.1

Credit unions and risk

Board of directors have the responsibility of ensuring that a credit union maximises value for
its members. In an uncertain and unpredictable world, this is always accompanied by risk.
Actions and decisions taken by boards of directors, CEOs, staff members, stakeholders, and
third parties (including acts of omission) can result in either positive or negative outcomes for
credit unions. Events and circumstances also arise that either enhance strategic and
operational opportunities or, alternatively, erode the credit union and its benefit for members.
Boards need to examine and assess the risks, opportunities and uncertainties in running a
credit union. They need to weigh up the nature of risk and their level of appetite, willingness
or desire to take on that risk. They cannot be so apprehensive and worried about risk that
actions to develop the credit union are compromised or undermined. Opportunity and risk
are often the two sides of the same coin; value cannot be created for members without the
taking of risk. Sensible risk taking is critical to growth and expansion of the business..
In fact, risk is inherent in any business. Effective governance depends not on an aversion to
risk but rather on a systematic approach to the oversight of a business risk management
process. Boards must consider and oversee risk in a way that ensures that it is managed,
controlled and mitigated to safeguard the assets of the credit union and to develop the credit
union as a safe and sound financial institution able to serve its members effectively.
The aim of risk management is not to eliminate risk, but rather to ensure processes and
systems are in place to maximise opportunity and to control and mitigate risk effectively i.e.
in a considered way. The question for directors is how to build a business risk management
process that allows for entrepreneurial and strategic risk taking and which does not result in
some bureaucratic tick box system that prevents the taking of action
Credit unions which are so risk averse that, for example, they hardly lend their members’
money are just not fulfilling their purpose. Directors have to ensure and oversee a business
risk management process that allows strategic and operational risk taking without
endangering the credit union as an institution or the assets of its members.
It is important to note that business risk governance and management is about using
judgement in making decisions. A risk management policy, process and procedures, tools
and calculations are to assist in and not a substitute for rationale and informed decision
making where boards, the CEO and management exercise their judgement
The first governance report (Jones 2014) published at the end of stage one of the CUEP
study identified that board oversight of risk and also of compliance was an area for
development in most participating credit unions. Even in some of the larger more-advanced
credit unions the idea of the implementation of a systematic approach to risk governance
and management was relatively new and often not high on the agenda.

12

This chapter owes much to the input of Tarlok Teji, retail analyst and honorary fellow at the
Manchester Business School (2010-2016) and director of RetailCure Credit Union Ltd, who actively
participated in its writing, and to Nick Mottershead, director (Associate) at Square Peg International
and director of Churches Mutual Credit Union Ltd., who assisted the research team to explore initial
ideas on the subject.
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Of course, all participating boards and CEOs were conscious of risk. They were particularly
conscious of credit, financial, compliance and operational risks, and a number had created
risk registers that itemised and assessed what they regarded to be the key risks that their
credit unions faced. But in general, a comprehensive, systematic and documented approach
to risk identification, analysis and mitigation was something that credit unions were only
beginning to consider. As one CEO commented, “I know the top five risks that keep me
awake at night”, even though these were not written down or documented anywhere in the
credit union.

7.2

Risk governance and risk management

The UK Code of Governance stresses the responsibility for determining and mitigating risk
as a principle of good practice for boards of listed companies. It is clearly also good practice
for the boards of co-operatives. The UK Code states as main principle C2:
‘The board is responsible for determining the nature and extent of the principal risks it is
willing to take in achieving its strategic objectives. The board should maintain sound risk
management and internal control systems’ (FRC, 2014b, p17)

This is reinforced specifically for credit unions in CREDS:
“SYSC 4.1.1 R requires every firm, including a credit union, to have robust governance
arrangements, which include a clear organisational structure with well-defined, transparent
and consistent lines of responsibility, effective processes to identify, manage, monitor and
report the risks it is or might be exposed to, and internal control mechanisms, including sound
administrative and accounting procedures and effective control and safeguard arrangements
for information processing systems”. (2.2.2 CREDS, Release 12, Dec 2016)

The board is accountable to the members and to the regulator for ensuring that the credit
union is a safe and sound organisation and for overseeing, guiding and approving the
approach to the management of risk. The overall accountability for ensuring a culture of risk
awareness, a common understanding and language of risk, and a systematic business risk
management process (EIU, 1995, ICAEW, 1999b) resides with the board. The overarching
assessment, monitoring and control of risk at board level are defined as risk governance.
Effective risk governance presupposes that a credit union has a structure with defined board
and management roles and responsibilities and effective administrative, accounting and
reporting procedures. It involves the board’s active oversight of organisational structure,
strategy, policy and procedures, communication, interaction, and reporting. It is dependent
on boards setting a ‘tone at the top’ and giving guidance and offering critical insight on the
credit union’s approach to the identification, assessment and control of risk.
In the credit union system of strategic governance, the authority for risk management is
delegated to the CEO who then has the responsibility for the implementation and operation
of a risk management process within the parameters and policies set by the board. It is a
process that applies to all aspects of the business; in structures, systems and processes,
strategic and financial planning, operations, controls and service delivery, and in policy and
regulatory compliance.
Deloitte (2013) assesses the stages of maturity of risk management process in the
organisation in Figure 1 overleaf. Here, what Deloitte describes the process in an
organisation as being anywhere between initial (or basic) and what is described as “risk
intelligent”.
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The CEO above who described the process in his credit union in terms of focusing on the
top five risks that kept him awake at night would be at the initial end of the spectrum. Here
risk management is ad hoc and dependent on individual understanding and wisdom.
At the other end of the spectrum, being risk intelligent is having set systems and procedures
in place that embed risk assessment and control in strategic planning, product and service
delivery and in all aspects of the organisation. In the risk intelligent credit union, risk
management is part of everyone’s job and informs all aspects of strategy and operations.
It is perhaps fair to say that most credit unions participating in the research had initial or
fragmented approaches to risk management, even though they aspired to have more topdown and integrated (systematic) approaches. In a number of credit unions, however, some
significant progress had been made. These credit unions had begun to identify the range of
risks they faced as a business, to develop risk assessment and response approaches and
establish risk registers and action plans in response to high priority risks.
There is a wide range of sophisticated, systematic and often technological approaches to
business risk management, the analysis of which is beyond the scope of this report. For one
thing, the focus here is primarily on the role of the board rather than on the operational
activities of management. For those that are interested in high-level approaches to risk
management, there is a considerable volume of advisory material available, such as
Deloitte’s work on enterprise-wide risk management, some elements of which influenced
thinking on the CUEP project (Deloitte 2015). However, becoming fully risk intelligent,
according to the Deloitte specification, would be beyond the capacity of probably all credit
unions within the British movement at this point.
However, from a board point of view, it is essential that directors have engagement with and
oversight of the basic business risk management process, certain elements of which are
clear risk governance responsibilities. For this reason this chapter offers such an outline
based on current practice in participating credit unions and enhanced by the literature.

65

Figure 1: The journey to becoming risk intelligent – stages of risk maturity

•Ad hoc/chaotic
•Depends primarily
on individual
heroics,
capabilities, and
verbal wisdom

•Risk is defined
differently at
different levels and
in different parts of
the organization
•Risk is managed
in silos
•Limited focus on
linkages between
risks
•Limited alignment
of risk to strategies
•Disparate
monitoring and
reporting functions

•Identified risk
universe
•Common risk
assessment/
response approach
developed and
adopted
•Organization-wide
risk assessment
performed
•Action plans
implemented in
response to
high-priority risks
•Communication of
top strategic risks
to senior
management

•Risk management
activities
coordinated across
business areas
•Risk analysis tools
developed and
communicated
•Enterprise risk
monitoring,
measuring, and
reporting
•Scenario planning
•Opportunity risks
identified and
exploited
•Ongoing risk
assessment

•Risk discussion
embedded in
strategic planning,
capital allocation,
product
development, etc.
•Early warning
system to notify
board and
management to
risks above
established
thresholds
•Linkage to
performance
measures and
incentives
•Risk modeling
"Risk management
is everyone's job"

1: Initial

2: Fragmented

3: Top-down

4: Integrated

5: Risk intelligent

Adapted from: Creating a Risk Intelligent infrastructure. Getting Risk Intelligence done (Deloitte, 2013)
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A central theme of the governance study has been the focus on the distinct roles and
responsibilities of the board vis-à-vis the CEO and management. This distinctiveness of
authority and responsibility applies equally to risk governance and management.
In their risk management policy for credit union paper (CUDA, undated), the Credit Union
Development Association of Ireland illustrates, in Table 1 below, the distinction between
board and the management responsibilities through a synoptic table of activities delineating
who does what in the risk management framework and process.
It is to be noted though that effective risk management entails boards ensuring that there is a
strong risk management culture and a common language running throughout the
organisation. This includes the board itself, where risk equally appertains to the recruitment
and renewal of directors and CEO. Directors set “the tone from the top” and it is their lead on
a risk management culture that is critical to business success.
Table 1. Roles and Responsibilities for the Risk Management Framework13
The following synoptic table was produced by CUDA in order to outline the distinct roles and responsibilities of the board and
management within the board’s risk management policy. The table is a direct quotation and has not been modified from the
original.

13

Board of Directors

Management team

Oversight of framework – gains assurance on it
effectiveness.

Develops process to implement risk
management in the Credit Union

Approves and annually updates the risk
Management Policy.

Assigns responsibilities for Risk ownership,
monitoring of risk and risk reporting

Articulates risk appetite/ risk tolerance
statements

Identifies the process to develop risk profile of
the Credit Union.

Gains understanding of overall risk profile of
the Credit Union at inherent and residual
levels.

Implements process to determine risk profile
and to assess the severity of each risk.

Gains understanding of significant risks at
inherent and residual levels.

Implements process to determine risk
responses are in place and identify is further
action is required.

Approves acceptance of residual risk or risk
response where residual risk is outside risk
tolerance level.

Reports to the Board on the risk profile of the
Credit Union including significant risks at the
inherent and residual levels

Gains assurance that management has
undertaken the risk responses as outlined.

Takes action and monitors to ensure risk
responses operate effectively.

Monitors risk indicators for known significant
risks on quarterly basis and more frequently
where specific risks emerge.

Presents monthly reports to the Board which
present level of risk by PRISM category14.

Monitors emerging risks and discuss
implications with management

Presents information to Board on emerging risks

CUDA (undated) Risk Management Policy for Credit Unions

PRISM is the risk based supervision framework as published by the Central Bank of Ireland – see PRISM Explained (2011),
Central Bank of Ireland. The PRISM categories of risk are credit risk, market risk, operational risk, insurance risk, capital risk,
liquidity risk, governance risk, strategy/business model risk. environmental risk and conduct risk
14
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7.3

Compliance

The risk management process has to be understood within the context of legislation and
regulation. It is the law and the regulator that sets the main overriding parameters and
constraints within which credit unions and financial institutions in general credit unions are
required to operate
For this reason, a risk management process has to have a significant bias towards a
framework of compliance to regulatory requirements. As shall be discussed later, boards of
directors can adopt certain tolerances to the management and control of risk; in relation to
what may be called their risk appetite. But in relation to regulatory compliance, tolerance of
non-compliance is problematic since it may result in a revocation of the licence to operate.
It is the responsibility of boards of directors to ensure that their credit unions are compliant
with the law and regulation, not just in relation to credit union legislation and regulation (as
delineated in CREDS but also in relation to such legal requirements as appertain to money
laundering, data protection, consumer credit and mortgage lending (if appropriate) and other
relevant areas.
To ensure compliance with legislation and regulation, and also with its own policies, a
number of credit unions in the project had developed:


A compliance checklist – this would include all regulatory ratios as well as all aspects
of legal and regulatory compliance



A compliance calendar – this would mainly note when certain areas of compliance
were up for review



A breach register - noting areas where the credit union is out of compliance and the
reasons for this



An approval log (where approval has been given for actions that have a compliance
requirement)

Credit unions must appoint a money laundering reporting officer. This is a senior
management function (SMF17 – see Appendix XVIII). In some credit unions is positions is
held by the CEO as it is clearly a role within the management of risk. Other credit unions
may decide to appoint a director to the role.
It is not obligatory but clearly good practice to appoint a compliance officer to oversee the
compliance checklist, calendar, breach register and approval log. This position if allocated is
likely to be held by a member of staff. The development of a compliance framework of the
above elements will have to include a system of reporting on compliance to the board.

7.4

The Risk Management Process (RMP)

The RMP refers to a comprehensive set of policies, processes and procedures which
specifically identify, manage, and control the level of risk that a credit union encounters in its
operations and in the pursuit of its strategic objectives.
Such a framework enables a board to oversee and monitor progress of the management of
risk and to initiate corrective action when necessary. There will be no one-size framework or
RMP that will fit all cases – a governance framework must necessarily reflect the business
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model and strategic approach of individual credit unions and consequently policies and
procedures within a framework will vary among credit unions.
The RMP is concentrated on the strategy and objectives aimed at delivering the business
model. Thus it necessarily must focus on what risks will knock the credit union off course
and/or which opportunities will deliver the strategy faster.
There are many versions of a RMP with varying amounts of sophistication and complexity.
However, in the research with credit unions, a RMP drawn from a risk management life cycle
model as proposed by Deloitte (2000) was found to be the most intuitive and simple to
follow. This cycle is based on three phased core components of: ASSESS; TRANSFORM;
and SUSTAIN, illustrated in Figure 2. Together with eight detailed steps, these phases and
steps are discussed below. The cycle stresses that risk management is a continuous
process in a credit union.

Figure 2. The risk management life cycle
1. Set expectations
2. Identify risk
8. Assess
performance

7. Monitor risk
and internal control

3. Assess and
measure risk

4. Assess control

5. Determine risk strategies
6. Mitigate and control risk
Source: Deloitte & Touche, Enterprise Risk Services Brochure, (Deloitte, 2000)
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Step One - Setting expectations: risk culture, language and appetite
Step one concerns the setting of expectations by the board as supported and advised by the
CEO. The board needs to set its expectations in regard to the creation of a risk management
culture in the credit union, in regard to the way risk is understood and explained and in
regard to the approach taken to the management and control of risk
The creation of a shared risk management culture in organisation starts with the creation of
a common risk language or universe consistent with the RMP. This defines processes and
terms to ensure that when boards and management communicate they are talking about the
same thing and are sharing the same understanding.
There are many examples of business risk models that set out, often in diagrammatic form, a
business risk universe which establishes broad categories and terms for discussing business
risk. One example is presented below in Figure 3.
However, in the system of strategic governance, a simplified systematic but logical approach
to the creation of a risk approach is adopted in which the main categories of risk and the
terminology associated with risk are assembled in a glossary and then used and referred to
throughout the RMP. This glossary can be found in Appendix XII.
In fact, there is no definitive list of the main categories of risk; the risks listed in the glossary
characterise those facing credit unions in general and is based on risks identified by project
participants and by the regulator.
The Central Bank of Ireland, in its approach to risk-based supervision (CBoI, 2011), for
example, identified ten key risks facing financial institutions including credit unions. These
are capital risk, credit risk, environmental risk, governance risk, liquidity risk, insurance risk,
market risk, operational risk, strategic/business model risk, and conduct risk. However, a
recent update on operational risk (CBoI, 2016) is less prescriptive and leaves credit unions
the scope to define the risk universe as appertaining to their particular business model.
Risk appetite
Setting expectations also involves boards establishing a defined risk appetite policy which
creates the boundaries within which the CEO and other executives operate.
Risk appetite defines the amount of risk that a board of directors is willing to accept, manage
or avoid in the pursuit of a credit union’s strategic and operational objectives (COSO, 2004,
COSO, 2014, FRC, 2014b, PRA, 2016b). It sets the tolerances in the achievement of those
objectives. If board expectations are to be made clear to the CEO and management, risk
appetite has to be clearly articulated, defined and, importantly, written down in a risk appetite
statement. Within credit union strategic governance, it is the board of directors that is
ultimately accountable for setting the risk appetite of the credit union. But they do this in
collaboration with the CEO and management team15 whose expertise and advice they seek
in understanding and formulating its definition.
It is recommended, and often demanded, by regulators16 and by auditors that boards
consider, on a broad level and in detail, their specific approach to risk and define this in what

15

Some credit unions may employ a risk management officer, an internal audit officer or compliance officer whose role may
include assisting the board to formulate its risk appetite
In the Republic of Ireland, the Central Bank of Ireland has since June 2011 in its “Corporate Governance Code for Credit
Institutions and Insurance Undertakings” required credit unions to articulate risk appetite in a defined and agreed statement.
16
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is termed a risk appetite statement. This is a key element of ‘setting the tone at the top’ and
embedding a culture of risk awareness throughout the organisation
The importance of a written articulation of risk appetite is that it clearly sets out board
tolerances for risk and enables these to be communicated consistently throughout the
organisation.
Figure 3: A Business Risk Model and Process Classification Scheme
Business Environment Risks
Competitor

Customer

Catastrophic Loss

Shareholder Relations

Political

Process Risks

Uncertainties affecting the viability of the business model
Capital Availability

Technological Innovation

Industry

Legal

Regulatory

Financial Markets

Sensitivity

Uncertainties affecting the execution of the business model

OPERATIONS RISK

EMPOWERMENT RISK

INTEGRITY RISK

Customer Satisfaction

Leadership

Management Fraud

Human Resources

Authority/Limit

Employee Fraud

Knowledge Capital

Outsourcing

Illegal Acts

Efficiency

Performance Incentives

Unauthorised Use

Capacity

Change Readiness

Reputation

Project Management

Communications

Cycle Time
Sourcing/Partnering
Obsolescence
Compliance

FINANCIAL RISK
TECHNOLOGY RISK

Interest Rate

Business Interruption

Relevance of Data & Information

Currency

Service Failure

Integrity of Data & Information

Credit - Concentration

Environmental

Access

Credit - Default

Health and Safety

Availability

Cash Flow

Brand Name Erosion

Technology Infrastructure

Opportunity Cost

Information for Decision Making Risks Uncertainties over the relevance and reliability of information
PROCESS/OPERATIONAL

FINANCIAL

Service Pricing

Budget and Planning

Contract Commitments

Accounting Information

Performance Measurement (Operational)

Financial Reporting Evaluation

Operational Alignment

Taxation

Regulatory Reporting (Operational)

Pension Fund
Investment/Acquisition Evaluation
Regulatory Reporting (Financial)

STRATEGIC
Environmental Scan
Market & Competitor Performance
Business Portfolio
Valuation
Performance Measurement (Strategic)
Organisation Structure
Resource Allocation
Planning
Life Cycle

Adapted and updated from: (EIU, 1995)

The Credit Union and Co-Operation with Overseas Regulators Act 2012 places effective risk management and risk
management systems at the forefront of the new governance arrangements. Developing and documenting an appropriate risk
appetite for the credit union is seen as the necessary first step in developing an effective risk management system.
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A risk appetite statement clarifies where the authority to manage risk is subject to delegation,
and also where infringement of risk tolerances must be rapidly escalated upwards to senior
management or directly to the board.
There were, however, no examples of a risk appetite statement among the credit unions
participating in the CUEP governance project. That said, boards were often conscious of
their attitude towards risk, and of the amount of risk that they considered to be acceptable.
Risk appetite and consequent tolerances were often reflected as financial ratios in strategic
plans or in performance monitoring schedules17 (e.g. the tolerance of a certain bad debt ratio
or loan to asset ratio) or in defined targets for loan delivery, member service and the
handling of complaints.
They also appeared in board policy documents particularly in statements that limit the
delegated authority of the CEO18. In research discussions, it was clear that most directors
and CEOs had an appreciation of their risk appetite, but this was not consciously reflected
upon nor documented in risk appetite statements.
This documentation, communication and disclosure of risk appetite are critical to establishing
transparency and trust. Just as credit unions set different objectives, they necessarily
develop different risk appetites and tolerances. In the literature on risk, there are multiple
approaches to the development and formulation of risk appetite statements. Most begin with
the creation of a high-level, broad statement that can apply widely across the credit union
and generally inform its risk management policy and culture.
One example of a high-level risk appetite statement comes from Vancity Credit Union in
Canada which published the following in its 2013 annual report:
‘Our risk appetite is the level of risk we are prepared to accept in pursuit of our vision. Our
overall approach to managing risk is to have a low risk appetite in some areas so that we can
take on risk in other areas to achieve the transformation that our vision requires. We have a
low risk appetite for legal and regulatory, business, talent, technology and liquidity risks but
we are willing to be bold in areas where we can differentiate ourselves in the market and in
the communities we serve. This includes reputation, strategic, market and credit risk.
Surrounding all these is systemic risk. Systemic risk is external to Vancity itself—it's the risk
that comes from the entire financial system not functioning as needed. While it's beyond our
control, we need to consider it when determining and assessing all of our controllable risks,
and create contingency plans for plausible events in order to manage it. We have a low
appetite for systemic risk” (Vancity Annual Report, 2013)

The challenge is to make this high-level statement practically relevant. This is done by the
development of more detailed risk appetite policy statements with risk tolerance levels for
strategic and operational objectives and specific categories of risk in the credit union.
Various examples of categorising risk appetite characteristics can be researched and
adapted for credit union implementation. Some examples are given in Tables 2 and 3. Table
3 shows a credit union example of tolerances noted as part of the risk appetite policy.

17

A tolerance for risk for example is built into the balanced scorecard approach as noted in chapter 7 on the monitoring of
performance,
Cf. the concept of executive limitations policies in the original CUEP governance report, “Towards a systematic approach to
credit union governance” (Jones 2014).
18
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Risk appetite sets the context for the acceptance, management and avoidance of risk, but
then defined risk tolerances need to set the acceptable level of variation relative to the
achievement of specific strategic or organisational objectives. The tolerances are often
measured in the same units as those used to measure the related objective. Strategic
objectives are converted to a series of indicators (cf. key performance indicators) or metrics
(standards of measurement), by which credit union performance can then be readily and
easily measured in board meetings19. Based on the board’s risk appetite in relation to
specific objectives, these performance indicators should be accompanied by defined risk
tolerances. A strategic objective, for example, may be to achieve a loan to asset ratio of 75
per cent, within set tolerances of 70 and 80 per cent20 .
It is important to note that risk tolerances in relation to objectives can only be set once the
risk appetite has been defined and objectives agreed by the board. But the setting of risk
tolerances is essential if boards are to delegate authority to the CEO and management
team. Risk tolerances support management control and give space for entrepreneurial
activity, but they also set threshold levels which if breached, have to trigger a response.
A recent Irish report (Milliman, 2011) into the introduction of risk appetite statements as a
regulatory requirement for Irish credit unions reported that the key focus of the risk appetite
statements that it reviewed focused primarily on solvency, market, liquidity, insurance,
operational and counterparty risks. But interestingly it noted that there was a general lack of
quantitative metrics being used in risk appetite statements, with qualitative metrics being
used for the majority of risks.
The use of quantitative metrics to define risk tolerances is important if risk appetite
statements are to be used at an operational level. This report also noted that the majority of
the reviewed risk appetite statements did not provide a high-level qualitative statement of
risk appetite at overall credit union level, as discussed above. Instead, they focused on the
appetite for risk categories such as market risk. This tended to lead to a consideration of risk
on a silo basis rather than giving attention to the general overall appetite for risk across the
credit union as a whole.
Much work still needs to be done in the British credit union context to introduce a clearer
understanding of risk appetite and its formulation in high-level statements and in schedules
of risk tolerances for monitoring at an operational level.
A defined risk appetite informs the culture of an organisation, contributes to the development
of risk-aware staff team and enables the CEO to pursue objectives within those risk
tolerances that are acceptable to the board. Just as a board of directors needs to constantly
monitor and review the strategic objectives of the credit union, so too must a board
constantly revisit and review its appetite and tolerances for risk. Risk appetite will change, for
example, as credit union’s operating environment and business model changes. It will also
change following analysis and review.

19

20

See Chapter 7.

Note – these tolerances do appear on the Balanced Scorecard used to monitor performance.
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Table 2 - Risk Appetite Level Characteristics (Credit Union Development
Association – Ireland, undated)
Risk Type

Low Appetite

Medium Appetite

High Appetite

Strategic Plans

To maintain a
static/standard
sector norm in
relation to business
model and has
indicated no appetite
to consider growth
or exit strategy.

Committed to
enhanced product
and service offering
in addition to
enhanced delivery
channels and will
possibly consider
growth strategy
through acquisition
or merger in the
future.

Committed credit
union to new product
and service offering
in addition to
enhanced delivery
channels. Also
committed to growth
or exit strategy within
a specified
timeframe.

Business Model

Historically have
adopted a simple
business model in
relation to product
and service
innovation and
delivery channels.

Adopt a ‘wait and
see’ approach to
product and service
innovation and
delivery channels.
Will respond to
demand pressure.

Industry leader in
product and service
innovation and
development and
delivery channels.
Will create demand.

Financial

Financially driven to
the extent that
financial
performance
prioritises and
underpins the assets
and reserves of the
credit union.
Protection of capital
prioritised over
returns.

Financially driven to
the extent that
financial
performance
protects assets but
also considers
dividends and
funding facilities for
future
capital/strategic
investment.

Financially driven to
the extent that
financial
performance
maximises dividends
and prioritises
funding facilities for
future
capital/strategic
investment.

Regulation

Works to achieve
best in class
regulatory
compliance model in
all instances and
regards regulatory
compliance as a key
driver of the
business.

Adopts a strictly
legislative model of
regulatory
compliance and
considers only
additional
compliance
measures to the
extent that they are
practical

Adopts a practical
regulatory
compliance model
only. Regulatory
compliance and
associated risks
would not be
considered material.

Reputation

Reputation among
key stakeholder
groups is of primary
concern and risks
that may damage
reputation and
standing among
stakeholders, are
not considered.

Reputation within
key stakeholder
groups is a concern
only to the extent
that it does not
prevent the credit
union from achieving
its stated objectives.

Reputation among
key stakeholder
groups is very much
an afterthought and
risk to reputation is
not considered a
material risk.

From: (CUDA, undated)
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Table 3 Risk appetite tolerances (retailCUre, 2016)
Risk appetite and thresholds
Area

Low

Moderate

Substantial

Severe

Critical

Financial

Less than £5k

£5k – £25k

£25k-£75k

£75k - £125k

> £125k

Bad debt

> 2%

> 10%

> 15%

> 20%

> 25%

Capital

< 15%

< 12%

< 10%

< 9%

< 8%

Liquidity

> 15%

> 20%

> 30%

> 40% or <
15%

> 50% or <
10%

Cost / Income

> 75%

> 85%

> 95%

> 100%

> 110%

Operational

Absorbed
without
management
activity

Absorbed with
minimal
management
activity

Significant
event requiring
management
intervention

Critical event
which can be
endured with
targeted input

Disaster which
can cause
collapse of the
business

Reputation:
Media

Social media
based
complaints

Minor adverse
local media
coverage

Adverse local
media
coverage

Adverse
regional or
national media
coverage

Sustained
adverse media
coverage at
various levels

Reputation:
Members

Quarterly
complaints
received

Monthly
complaints

Widespread
complaints on
similar topics

Complaints to
Board /
Executive and
investigation

Repeated
intervention by
Board /
Executive

Some difficulty
recruiting
directors with
the right skills

Moderate
difficulty
recruiting
directors with
the right skills

Poor decision
making, skills
gaps and
deteriorating
relations with
staff

Non-quorate
meetings, with
questions
raised by
regulator

Intervention by
the regulator
leading to a
variation of
permissions

Minor
breaches by
employees

Moderate
breaches by
employees
resulting in
minor adverse
publicity

Letter of
warning from
the regulator
requiring
detailed action
plan

Variation of
Permissions
from the
regulator with
fines for the
firm or
directors

Forced closure
of business
activity by
regulators

Governance

Regulatory
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Step Two – Identifying risks
The next step in the risk management cycle is to identify current and emerging risks. There
will be a multitude of risks facing any credit union and any method or process should
realistically focus attention on the principal risks that is those that will affect the business
strategy in a significant way. The risk identification method needs to be considered in the
context of the business risk universe so the risks cover all aspects of the credit union’s
operations and not just the financial areas.
The identification of risk focuses the mind of directors and CEOs on the possible negative
consequences of the actions (or inaction) they take and it enables them to make decisions
and provisions that offer the possibility of the prevention of harm to a credit union in
advance. But risk does not apply just to the actions and/or inaction of the credit union, but
also to the actions or inaction of external agencies and indeed to events occurring naturally
or within the environment that may result in detriment to the credit union as a stable financial
institution. Renn (2008, p1) points to this association of risk with negative consequences of
actions and external events when he writes:
“Risk denotes the possibility that an undesirable state of reality (adverse effects) may occur
as a result of natural events or human activities” (Renn, 2008)

Risk is regarded here as the possibility of an event occurring that would adversely impact on
the achievement of an organisation’s mission or business objectives.
The same understanding of risk is found in ISO Guide 73 where risk is defined as the “effect
of uncertainty on objectives” (ISO, 2009). Guide 73 states that this effect may be negative,
as a loss to the organisation, but it also states that risk may also have positive effects and
just be a deviation from the expected. Risk is correctly described an exposure to loss against
uncertainty, either as a result of particular actions, external events or as embedded in the
activities of an organisation, but, importantly, it can also be the driver of strategic decisions
and result in positive outcomes for the credit unions. Risk is not always to be avoided but
rather it is to be managed, controlled, mitigated and even sometimes embraced. Understood
positively, a well-managed risk may just be an opportunity.
As already noted, risks need to be identified for the credit union by reference to the overall
business risk universe. All too often only high level areas of operation are considered but
risks potentially arise anywhere in the organisation. The board needs to attend to where in
the credit union systems current and possible risk arises.
A properly conducted process step should involve the board, CEO and key management in
defining each risk carefully and specifically before any assessment of the level of risk, in
relation to possible likelihood or severity, takes place. This process can take time and
involve much iteration just on getting the risk properly defined and written down. This is very
important as it gets everyone talking about the same risk and avoids misunderstanding. The
risks can and should be expressed as risk statements e.g.
“The risk that… our core software supplier fails to deliver ‘fit for purpose’ software on time and
to budget for migration of the credit union’s systems”
“The risk that…the regulator (PRA/FCA) withdraws the licence to operate a credit union due
to non-remediation of compliance failures within the recommended timeline”
“The risk that…the CEO leaves the credit union in the next six months”
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“The risk that…the lending policy and products on offer result in bad debts that breach the
PRA guideline limits”.

It is the board that is accountable for identifying the risks facing the credit union, and it is the
responsibility of all directors to ask themselves if they know and understand the risks that
matter to the credit union. Only by knowing and understanding risk, can boards then go on to
assess the import of particular risks and to ensure that systems are in place to manage them
effectively. This responsibility is made clear in CREDS (PRA, 2016a):
“A credit union must establish, implement and maintain: […] effective processes to identify,
manage, monitor and report risks it is or might be exposed to” (PRA, 2016a, 11.1 (2))

Of course, the board would task the CEO and the executive team to identify, analyse,
assess and report on the range of risks facing the credit union. The board is dependent on
the skill and expertise of experienced professional staff to research and analyse the nature
of both strategic and operational risk across the credit union. However, the board cannot just
leave the control of risk to management; it must be sufficiently cognisant of the nature of risk
to critically question and assess the findings and reports of management and thus to be in a
position to provide effective governance of the risk management framework. The aim of a
systematic approach to risk is to identify all critical risks, strategic and operational, in a way
that they can be managed and controlled in line with the board’s risk appetite statement.
Despite these best endeavours to identify risk, however, often the greatest risks to a
business are those risks which come out of the blue and are caused by drivers that were
unknown and unimaginable before the event. Sometimes these are referred to as black
swan events (Taleb, 2007). They are the risks which by definition cannot be identified or
described in advance. One tool credit unions can use to consider unknown unknowns
(Wells, 2015) is scenario planning, in which the unimaginable is imagined and contingencies
can be put into place in the unlikely event of their happening. So although the occurrence
and the event may not be within the control of the credit union, a response to it if it occurred
can be planned. But perhaps more importantly than scenario planning, is the ability of
boards and CEOs to realise and accept that credit unions inhabit a rapidly changing world,
one in which change is often discontinuous, unexpected and abrupt. One way to manage the
unknown unknowns is for boards and CEOs to be alive to the need to change relentlessly in
response to changing circumstances and to constantly innovate and develop in response to
a market place that is often in a state of flux.
Step Three - Assessing and measuring risk
Risk identification done properly is a relatively straightforward exercise and can generate a
wide range and large number of risks, some of which are much more pressing than others.
The next step in the process is to develop a method to assess and measure the level of the
identified risks.
This is a critical step in the RMP as the board must have in place a method to be able to
make a robust assessment of the potential principal and materially significant risks to which
the credit union’s business model, strategy and operations are exposed.
The traditional approach is to measure the level of risk in terms of the probability of an event
happening multiplied by the impact this event would have on the organisation. Risk equals
probability multiplied by impact, so high probability multiplied by high negative impact would
equal high risk.
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A scoring system is often applied to such an equation as is illustrate Figure 3 below, scores
are given for both impact (consequence) and occurrence (likelihood) and these are
multiplied together to give an overall risk rating. This allows for the relative ranking of what
may be quite diverse areas of risk.
The higher the overall score, the higher is the potential severity of the risk. A high probability
or a recognised frequency of the event occurring combined with an estimated severe impact
on strategy or operations will result in a high risk rating. A lower probability of the event
occurring against a lower estimation of severity of impact will result in a lower risk rating. In
Figure 4, the highest value is 25.
The scores from one to five are given against written criteria set by the credit union.
Examples of such criteria are in Appendices IX and XI. Each credit union would have to
determine its own criteria of scoring severity given its own situation and operating context.
This scoring or ranking assessment process allows for the principal (or key) risks to be
identified and a shared set agreed by the board. Not all perceived risks are of equal
magnitude or of immediate concern. Some are clearly of much greater significance than
others. Thus a scoring system assists, as required in the UK Code of Governance, in the
robust assessment of the nature of identified risks in order to prioritise responses and to
develop appropriate plans of action.
“Provision C.2.1 The directors should confirm that they have carried out a robust assessment
of the principal risks facing the company – including those that would threaten its business
model, future performance, solvency or liquidity. The directors should describe those risks
and explain how they are being managed or mitigated” (FRC, 2014b, p17)

In Appendices IX and XI there are examples taken from participating credit unions of how
likelihood and severity can be measured numerically. In these examples, as in Figure 4, the
scoring is done on a scale of one to five although some credit union participants felt a scale
of one to nine could be better as it could create a better dispersion of the risks and avoids
bunching.
It is imperative to understand that the numerical scores are just a mechanism for getting to a
relative ranking of the diverse set of risks to enable the board to get to one shared list of
relatively ranked risks. Risk management is about judgement and the scoring process is just
a tool to aid the ranking of risks. Giving the scores any more importance can lead to
misunderstanding of their purpose and turn the risk management process into a
mathematical exercise.
It is also important to note that low scores do not mean that the risk is insignificant. A score
of 5 could be created by a risk that is potentially of very high impact but of very low
probability (5x1). Even though unlikely to happen, this is a serious risk which needs to be
properly managed and mitigated. It is worth stressing that some risks, even though of low
probability, have such severity of outcome that they merit special attention within any BRMP.
It is for this reason that all credit unions must have a business continuity and disaster
recovery plan as part of their risk management framework.
It is also important to note when computing the level of risk in this manner what specific
outcome the board is concerned with in relation to each risk; i.e. one can conclude that fraud
may occur infrequently, but be material; or that fraud may occur frequently, but be
immaterial. The former would be a concern in relation to viability perhaps, whereas the latter
has more of an impact on reputation and recruitment of members.
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The identification and assessment of risk should be recorded in a risk register or similar
recording system (see Appendices IX and XI). Once likelihood and consequences (impacts)
are analysed and risks values determined, risks can then be prioritised for action through a
traffic light system.

.Figure 4 – Assessing the severity of risk
This Figure shows how a risk rating score is gained by measuring likelihood against
consequence or impact. How likelihood and consequence are to be understood is
determined by each credit union (see Appendix X and XI the criteria used for the
assessment of both likelihood and impact in a number of participating credit unions is
described)

Step Four - Assessing control
An important immediate step is to assess the control effectiveness over the identified key
risks, particularly those scoring high on the risk rating system.
Risks that have a high impact should have a high degree of effective control. Low impact
risks should have less control applied given that credit unions have limited resources and the
high impact risks should have more effort to keep controls effective.
Controls that are in place need to be listed in the risk register or in a control assessment
table. Some credit unions gave the risks a new score once they were sure of the
effectiveness of the control measures. So in these registers, there would be a score prior to
an assessment of control and one subsequent to the controls being put in place.
An assessment of control of identified risks has to be undertaken within the context of the
board’s risk appetite and defined tolerances. In this stage of RMB those risks that present
ongoing major concerns to the credit unions will be flagged up in red on the risk register.
79

Steps Five - Determining risk strategies
In this transformation stage of the RMP, the CEO and management should develop
strategies and processes to mitigate and control risk and then present these for approval to
the Board. The strategies to mitigate and control risks can be summarised as the four T’s:


Take; Treat; Transfer; and Terminate.

Once risks have been identified and assessed, boards need to ensure that they will be
managed and mitigated in line with the risk appetite, but not in a way that undermines the
enterprise and drive of the organisation. Boards of directors need to ask themselves some
basic questions including:


Do we have a process in place that ensures that all risks that matter are managed
effectively and within a defined timeframe for risk reduction?



Are we sufficiently tolerant of risk not to undermine the entrepreneurism and drive of
the board and staff team?

What is of fundamental importance is that boards have sight over how risk is being
controlled throughout the credit union. In regard to all of the risks that run through the
business, their identification and assessment demand a response both at board and
management level. The typical range of responses to risk using the four T’s within an
effective governance framework includes:

21



Take: frequently referred to as accepting the risks. The board takes no action to
reduce the risk but monitors the level of risk through control processes and systems.
These risks reflect the core mission of the credit union and are worth taking.



Treat: there are a number of ways that risk and opportunity can be treated. The risks
can be priced with varying levels of interest premiums for instance the loans carry
higher rates for higher risk individuals. The risks can be reduced by limiting the
amount that can be borrowed or the repayment time is shortened. The risk can be
mitigated; here the board is willing to accept the risk but endeavours to reduce the
level of risk involved through control systems and processes. The aim is to manage
the risk within established and agreed tolerances, for example, a credit union accepts
a certain level of delinquency (bad debt) so long as it is within defined limits and
covered by loan loss reserves. It can be treated by preparing contingency plans
knowing that the risk acceptance may go wrong so an alternative back-up is planned
for any disruption or disaster recovery. Risk can even be exploited, when a credit
union, for example, persuades a sponsor to make capital available to cover the risk
of lending to more members judged to be of higher risk.



Transfer: here the credit union is not ready to accept the risk but will transfer it to a
third party. This is typically the case when credit unions purchase fidelity bond and
other insurances such as directors’ liability insurance. Among study participant credit
unions, at least one refers high-credit risk borrowers on to a CDFI21 where loans are
available at a higher interest rate.



Terminate: as the term implies this is avoiding the risk to prevent or eradicate the
likelihood that the credit union will embark on a course of action that falls outside the

Community Development Finance Institution
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tolerances set in the risk appetite statement. Here the board’s risk appetite for the
risk in question is so low that it considers the risk to be unacceptable or unwarranted.
Step Six - Mitigating and controlling risk
For each principal risk identified and assessed as significant, the board would normally need
to be reassured that an appropriate response is planned or currently in operation to bring the
risk within an acceptable level of risk tolerance.
As has been noted already, there is no suggestion that all risk is to be avoided.
Principal or key risks should be recorded in the risk register or in a similar system in order to
ensure effective review and monitoring of progress. In fact, the identification and assessment
of risk is incomplete without there being a recorded response which explains how a
particular risk is being managed, mitigated and aligned to the risk tolerances of the board.
There is no one standard set response to risk; each credit union has to decide on its own
response for itself which should be cognisant of its common bond.
Step Seven - Monitoring risk and internal control
It is often not the large strategic risks that undermine the stability of the organisation, but
rather the more day-to-day risks linked to operations and service delivery. These are the
risks that demand robust internal controls that deter or detect errors, omissions or
misstatement of financial or other information.
It is for this reason that the National Credit Union Administration in the US has stated that if
boards want to reduce risk, they have to start with ensuring the robustness of their internal
controls (NCUA, 2014 a.b.). These controls need to be defined and documented and linked
to a credit union’s risk appetite and tolerances. CREDS makes a similar point in several
places (PRA, 2015, PRA, 2016a).
“A credit union must establish, implement and maintain: […] adequate internal
control mechanisms designed to secure compliance with decisions and procedures
at all levels of the credit union, including sound administrative and accounting
procedures and effective control and safeguard arrangements for information
processing systems. (PRA, 2016a, 11.1 (3))
“A credit union must ensure that the arrangements, processes and mechanisms
referred to in 11.1 are comprehensive and proportionate to the nature, scale and
complexity of the risks inherent in its business model and activities”. (PRA, 2016a,
11.2)
“A credit union must establish, implement and maintain a fully documented system
of control, including documenting the system of control it is required to establish
and maintain under section 75 of the Co-operative and Community Benefit
Societies Act 2014 or under article 40 of the Credit Unions (Northern Ireland) Order
1985.” (PRA, 2016a, 11.4)

The Institute of Chartered Accountants stresses that monitoring risk presupposes that good
controls have been designed and implemented (ICAEW, 1999a).
‘Internal control facilitates the effectiveness and efficiency of operations, helps ensure the
reliability of internal and external reporting and assists compliance with laws and regulations.
Effective financial controls, including the maintenance of proper accounting records, are an
important element of internal control. They help ensure that the company is not unnecessarily
exposed to avoidable financial risks and that financial information used within the business
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and for publication is reliable. They also contribute to the safeguarding of assets, including the
prevention and detection of fraud’ (ICAEW, 1999a, p4).

Controls can be divided, for simplicity, into three generic categories (Teji, 1999):


Monitoring controls whereby somebody needs to take ownership of each risk and
have authority to act on information that tells them whether or not controls are
working;



Pervasive controls such as authorisation policies and organisational segregation of
duties; and



Specific risk controls which are the front line of defence in preventing, detecting and
correcting problems, inefficiencies, or errors, such as transaction limits and business
processes such as cost quality and time objectives.

A controls framework when developed should be done so in the context of the unique
structure and environment of each individual credit union. The key is to keep it simple and
relevant. The design of the controls framework should consider two simple principles as
follows:


System-based controls are more reliable than controls that depend on people,
particularly when significant transaction volumes are involved. People get busy,
bored or their work can be inconsistent; and



Preventative controls are more desirable than detective controls. It is usually less
work and more effective to stop something from happening than correct a problem
after the event.

It is important to recognise that in a modernised credit union, the monitoring of risk and
compliance should and will increasingly be built into the technological infrastructure. Manual
systems of control will just not be sufficiently robust or responsive to operate within a fastmoving organisation the systems of which are increasingly sophisticated and technological.
This will, of course, impact on the way the board oversees the management of risk
throughout the credit union. Where controls for compliance and risk, with defined tolerance
levels, are built into the technology, risk and control reviews by the board will undoubtedly be
lighter. However, it is important for boards to be assured that risk appetite and risk tolerance
are embedded within the technological infrastructure and that when things go wrong or
tolerances are exceeded, that issues are still escalated immediately to the board. That which
is to be escalated remains totally subject to the agreed policy of the board.
Having established internal controls, it is important to check what happens in reality and
keep pace with changes. This is an essential part of the accountability boards’ have for
internal control. To exercise this duty, boards need to monitor, measure and report. A regular
monitoring process will help ensure that new risks are promptly identified, that strategies are
updated, that controls are operating effectively, that risks are reduced to acceptable level
and that senior management find out where improvements can be made.
Risk tolerances set the board expectations around the response to risk exposure throughout
the credit union. They define when a response is expected to be made and issues escalated
upwards to senior management or to the board. The board delegates authority and
responsibility for the management and operations of the credit union to the CEO, but does
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this within the context of its risk appetite and defined tolerances. The Balanced Scorecard22,
for example, used in the monitoring of strategic objectives already sets tolerances for such
as member service, financial performance, effectiveness and efficiency and employee
satisfaction. Any exceeding of those tolerance levels must be escalated by the CEO to the
board and reported on as a matter of priority.
It is important to stress that escalation is not about failure, it is getting the right support from
the right people at the right time when the credit union is exposed to a particular risk. A RMP
depends on a clear systematic approach to delegation and expectations of escalation
throughout the credit union. A scheme of delegation and escalation as linked to the pursuit of
strategic objectives and operational practice will determine those issues in relation to risk
that must be considered at board level. A discussion of delegation and escalation can be
found in Chapter 4 above.
Step Eight – Assessing performance
An effective RMP is dependent on the regular review by the board of risk levels and targets
in relation to strategic objectives and credit union management and operations. As a matter
of course all management information reports considered at the monthly board meeting,
including the recommended balanced scorecard and board goals reports23, should be
accompanied by a consideration of risk. The inclusion of risk tolerances and targets within
the balanced scorecard, for example, should be standard practice.
From time to time, and at least annually, the board should carry out a review of risk
management policies, including setting risk appetite, risk tolerances and the effectiveness of
strategies to manage and control risk exposures. This should cover all areas of actual and
potential risk, and include a review of all financial, operational and compliance controls.
The board should also, from time to time, initiate plans to test controls and impacts of the
principal or key risks facing the credit union. This would often include the stress testing of
key risks, or simple scenario analyses of what would happen in certain circumstances and if
the controls in place were insufficient or failed. Stress and scenario testing is emphasised by
the PRA as an important element in risk management processes, of which the board must
have effective control. The PRA states:
“Stress and scenario testing – in which firms consider the potential impact of certain adverse
circumstances on their business – is an important element in firms’ planning and risk
management processes, helping them to identify, analyse and manage risks.
Firms should develop, implement and action a robust and effective stress testing programme
that assesses their ability to meet capital and liquidity requirements in stressed conditions, as
a key component of effective risk management. All firms should undertake relevant analysis,
commensurate with the nature, scale and complexity of their business”24

Overall, the board, through processes of monitoring and review, needs to assure itself that
risk is being managed appropriately, within set tolerances, in order to ensure that the credit
union remains a safe and sound financial institution. The regulator of credit unions in British

22

See Chapter 9 on the monitoring of performance

23

See Chapter 9 on the monitoring of performance

24

http://www.bankofengland.co.uk/pra/Pages/supervision/activities/stresstesting.aspx
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Columbia (FICOM, 2013) stresses that this involves policies and procedures at three
different levels. FICOM (2013) stresses that credit union boards of directors must:
1. Ensure that the CEO and management understand and carry out correctly their roles
and responsibilities in risk management.
2. Ensure that the credit union has an effective independent audit function which
monitors policies and procedures in regard to risk and compliance and tests the
design and effectiveness of internal controls to mitigate risk.
3. Regularly review business operations and the resourcing and independence of
review functions to confirm they are performing at appropriate levels for risk tolerance
and regulatory compliance.
A comprehensive risk framework would inform credit union members, as owners of the credit
union, and other stakeholders of the risks facing the credit union in the pursuit of its strategic
objectives. In general, the board as well as management should report on the management
and control of risk in the annual report.
This is stressed in the UK Code of Governance (2014):
‘C.2.1.The directors should confirm in the annual report that they have carried out a robust
assessment of the principal risks facing the company, including those that would threaten its
business model, future performance, solvency or liquidity. The directors should describe
those risks and explain how they are being managed or mitigated.
C.2.2. Taking account of the company’s current position and principal risks, the directors
should explain in the annual report how they have assessed the prospects of the company,
over what period they have done so and why they consider that period to be appropriate. The
directors should state whether they have a reasonable expectation that the company will be
able to continue in operation and meet its liabilities as they fall due over the period of their
assessment, drawing attention to any qualifications or assumptions as necessary’

In general, good governance involves disclosing to the membership, to whom the board is
accountable, the principal risks and uncertainties facing the credit union and how those risks
are being responded to and managed. Normally this would also involve a report on the board
review of risk management and internal control systems.
It is argued that an essential competence which has to be demonstrated by all directors on a
board of a credit union is the ability to identify the nature of risk and to understand how it is
mitigated and controlled. In research discussions in some credit unions, this assertion was
contested by some directors on the grounds that expecting all directors to be knowledgeable
about risk and its control was asking too much of community or employee volunteers.
Nevertheless, it is the responsibility of the board to ensure that a credit union has a sound
risk management framework in place with tools, policies and processes that are fit for
purpose. The composition of an effective board is reiterated by the FRC (2014, p5).
‘The board and its committees should have the appropriate balance of skills, experience,
independence and knowledge of the company to enable them to discharge their respective
duties and responsibilities effectively’

Consequently, each director is responsible for understanding the nature and dynamics of the
RMP and how it links to the credit union’s business model and strategic plan. All directors
need to sufficiently understand the articulation of risk appetite and risk tolerances, the
methodology of risk identification and assessment and the nature of risk management and
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internal control systems. Individual board members and the board as a whole need to be
able to confidently oversee and be assured by the RMP in place in the credit union.
The range of risks that a credit union faces is ever changing, as too are the risk responses
that are required to be taken by the board and the CEO and management. The life cycle
illustrated in Figure 1 towards the beginning of this chapter reinforces the fact that the RMP
requires constant review and adaptation to ensure it remains fit for purpose

7.5

An audit and risk committee (or supervisory committee)

As part of its RMP, the board is directly accountable for establishing an independent internal
audit process. This will typically involve the internal audit committee of the board, or the
supervisory committee25 as traditionally elected by the membership (depending on which
committee operates in the credit union). However, in either case, the issue is the effective
implementation and the quality of the internal audit process.
The specification of an internal audit function will vary depending on specific credit union
factors including scale, diversity and complexity of the activities and the number of branches
and employees, as well as cost versus benefits considerations. Nevertheless it is essential
that the board and CEO obtain objective assurance and advice on risk and control.
An adequately resourced internal audit function (or its equivalent where a third party is
contracted to perform some or all of the work) may provide such assurance and advice
(ICAEW, 1999a). The requirement (PRA, 2016a) for an internal audit function directly relates
to assurance over the risk framework as clearly stated in CREDS, where the focus on risk is
highlighted:
“A credit union must establish and maintain an internal audit function” (PRA, 2016a, 15)
“The internal audit function (see CREDS 2.2.11G) should develop an audit plan, covering all
aspects of the credit union's business. The audit plan should identify the scope and frequency
of work to be carried out in each area. Areas identified as higher risk should be covered
more frequently. However, over a set timeframe (likely to be one year) all areas should be
covered. Care should be taken to avoid obvious patterns in assessing the different areas of
the credit union's business, so that the audit plan produces a representative snapshot of the
operation and effectiveness of the credit union's internal systems and controls, procedures
and policies”.

CREDS 2.2.46 goes on to detail the key elements of a satisfactory system of internal audit,
which specifically stress risk analysis and the way in which this analysis has to inform the
internal audit plan.
“The key elements of a satisfactory system of internal audit include the following:
(2) Risk analysis. Key risks in each area of the credit union's business should be identified.
The adequacy of the specific controls put in place to address those risks should be assessed.
(3) Internal audit plan. This should be developed on the basis of the risk analysis” CREDS
2.2.46

25

See chapter 15 on the distinction between internal audit and supervisory committees, and further
discussion on internal audit.
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In relation to the RMP, therefore, the role of internal audit is to verify the risk management
process and to provide risk based assurance to the board including reporting to the board on
the accuracy of information being provided in risk management reports (FRC, 2014a).
It is then essential that the board oversees the way in which the internal audit function tests
the risk register and risk management plan, and then reviews and provides independent
assurances on each key risk.
The board is directly accountable for establishing and for overseeing both the external and
internal audit process. But direct control of internal audit is normally delegated to the internal
audit committee (or supervisory committee).
This internal audit committee plays an important role in confirming that management is
monitoring and managing risk. The committee will report directly to the board on any risks
that remain outside tolerance levels.
Depending on the size and complexity of the credit union, some boards of directors may also
appoint a distinct risk committee to oversee the RMP, although in Britain the size of most
credit unions would suggest that the roles of the risk and the internal audit committee can
reasonably be combined in an audit and risk committee.
In addition to overviewing the internal audit, a risk committee (or internal audit and risk
committee) would be responsible for reviewing management’s identification of the principal
risks of the credit union and ensuring that the RMP is in place to measure, monitor, manage
and mitigate risk exposures. It would oversee the application of risk management practices
and the on-going identification of emerging risks and report to the board on risk exposure
levels (FRC, 2014a). It would also be tasked to ensure that appropriate levels of resources
are allocated for assessing and managing risk throughout the credit union.
The risk (internal audit and risk) committee would report directly to the board on risk
management processes and findings. It would normally be made up of at least three
representatives from the board with representation from appropriate officers in the credit
union. Some credit unions will appoint a risk management officer, although in practice this
role could be combined with other validation roles such as money laundering risk officer
(MLRO) or a data protection officer (DPO).
The move away from the traditional supervisory committee26 to the introduction of an audit
and risk committee can be part of this process of strengthening independent risk
management. This can be augmented by the recruitment of directors and independent
advisors with specific professional skills in accountancy, internal audit or risk management.
Some credit unions, for example, ensure the audit and risk committee is always chaired by a
professionally qualified accountant. Boards are also free to obtain independent professional
advice on its role in risk management to ensure that it is meeting the standards expected
within the credit union sector. What it should not do is leave the consideration of risk and
compliance to the CEO and management alone.

26

See Chapter 15 on the internal audit and supervisory committee
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8 The role of board policy
Integral to the system of credit union strategic governance is the development of board
policy, for it is through policy that the board makes clear the manner in which it wants the
organisation to operate and behave and the way in which its strategic goals and objectives
are to be achieved. The development of policy is nothing new to credit union boards of
directors; it has always been a standard component of board responsibilities.
However, given the historic overlap between governance and management, much board
policy can often contain management-oriented prescriptions and procedures as well as
overarching principles and rules, a blurring which tends to undermine the specific role of
board policy. Secondly, given that board policy can be management focused, some boards
fail to examine policy documents in any real detail. Policies are written by the staff and may
be approved by the board after only a cursory reading. For some boards, not all certainly, it
can be as if policy is more about management than governance.
Of course, in some other credit unions, the fact that policy documentation can tend to be
mixed with management prescriptions and procedures can lead, not to a cursory reading,
but rather to board involvement in the minutiae of management procedures which are more
about the implementation of the policies than of the policies themselves.
In the strategic governance system, board policy is distinct from management policies,
procedures and processes. Based on the distinction between ends and means (see Chapter
2.2), board policy concerns the principles, rules and guidelines that set the broad context for
the direction strategy and the development of the business. Whereas management policies,
prescriptions, procedures and processes relate to the specific ways in which strategies,
actions and activities are organised in practice to achieve organisational objectives.

8.1

The distinction between board and management policy

In regard to the running of the business, the board sets policies about the values of the credit
union, its vision, the target groups it wants to serve, with what kind of products and services
and at what cost (the ‘ends’). It then delegates authority to achieve what it wants to achieve
to management which concerns itself with the means to attain the ends set by the board.
It is here that the distinction between board policy (about ends), management policies (about
means) and procedures (more practice detailed prescription for staff on areas of operational
means) arises. Traditionally, boards just concern themselves with policy without distinction.
Table 1 lists the current policy log of all the policies in one of the credit unions participating in
the study. All these policies come either to the board directly or through the finance and
governance sub-committee of the board. Not only are there many policies for the board to
handle, each policy is shot through with issues around ends and also about means. In many
cases, in these policies, the board is being asked to agree and approve decisions about
what is to be achieved, the context within which this is to be achieved, and also about how
these objectives are to be attained. By presenting all these policies to the board in this way,
the board can already be being asked to become enmeshed in the minutiae of management.
The first task then, in the strategic governance system, is to divide out what is properly board
policy from what is management policy and procedures. Where that division is made is
ultimately a board decision, and will be decided by different boards differently. In some larger
credit unions, for example, a number of human resources policies would need management
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approval but others would be management policies and not come to the board (See Chapter
4.7).
It is important for a board not to decide on policy that is a management responsibility, for if
the board decides such policy, which will include quite detailed specifications; it cannot hold
the CEO accountable for credit union performance as it has taken some of that upon itself
through this intervention.
The strategic governance system asks boards to take a more robust and disciplined
approach to the setting of board - not management – policy, as it is through board policy that
direction is given to the CEO regarding the organisation of the credit union and the
achievement of its objectives. Rather than approve policies about management and
procedural issues, boards need to develop board policy, which does not deal with
management activities, but sets outs the values and perspectives of the credit union and
determines the context within which the CEO is obliged to act. Given that it is the
expectation of the board that the CEO and staff operate within policy, it is important that
boards are fully in control of board policy development. This, of course, does not prevent
boards seeking the advice and input of the CEO into board policy, providing the board
retains full control of the policy development process.
Carver (2006) makes an important point about board policy when he says that policies can
exist at different levels of detail, from broad statements of aims and values to quite precise
defined policy elements. It is up to the board to define the detail of policies up to the point it
considers that the CEO and management is able to interpret the policy correctly and without
difficulty. How that policy is then achieved is down to management. The important point for
boards is not to stray inadvertently into the area of means and management responsibility.
This more robust focus on board policy rather than on policy in general, which inevitably
includes both management policy and procedures, should result in a series of relatively brief
board policy statements which can then be used to monitor the progress of the credit union.
In a credit union, for example, in regard to lending, there could be board policy, management
policy and detailed procedures and processes. The board would set out in its policy the
broad principles and objectives of lending, including the target market to be served. The
board would then delegate authority for loan product development, interest rates, credit
administration, loan underwriting and credit control to the CEO, who would then set out a
management policy framework for the handling of operations and developments in these
areas. Procedures and processes would set out the rules and guidelines for the practical
administration of lending by loan underwriting, credit control and administrative staff.

8.2

Policies on the limitations of executive authority

The board could limit the authority of the CEO, however, by determining that the credit union
is not, for example, to compete in the payday lending market, not to offer loans with a
repayment period of over two years and not to charge interest rates over 26% APR.
These constraints would form, what Carver (2006) calls executive limitations policies which
restrict the decision making authority of the CEO. They define what a CEO is not to do rather
than what he or she can do. They were discussed in Chapter 4.5 and 4.6. To introduce such
limitations policies against the advice of the CEO may be a hazardous undertaking for the
board, but it is clearly within the board’s authority to do so. In general, though, boards need
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to delegate maximum management policy making authority to the CEO so that he or she can
achieve the overall lending objectives of the credit union.

8.3

The writing and review of board policy

Board policies are those policies that must be developed, agreed and owned by the board
itself. They include any required by the Regulators and those which impact significantly on
the way the credit union treats members and staff. It is he board’s responsibility to ensure
that all such policies are consistent with co-operative values and principles. The board must
also be assured through the CEO that management policies are also consistent with cooperative values and principles.
However, the framing and writing of board policy will undoubtedly involve the CEO and other
staff members. They may be developed, for example, through a sub-committee structure of
the board in which the CEO or other senior staff members participate. The professional
knowledge and insight of the CEO is in fact required in the formulation of board policy.
The important point, however, and one that the board cannot fail to undertake, is that the
board needs to agree and own board policy after significant debate and discussion. Directors
can only own their own policy once they have time to analyse and critique its content in open
discussion. Otherwise they descend into a board of nodding dogs just dependent on the
decisions of the CEO.
In one participating credit union, the CEO was particularly concerned that the board just
tended to accept whatever policy he or she put forward to the board. For this CEO, this was
a worry for the board was not fulfilling its responsibility to critically oversee the credit union
and its policy direction.
Equally the board should set itself a regular mechanism to review board policies at least
annually. This needs to be built into the board schedule for the year.
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Table 1: Policy log in a credit union participating in the Governance research programme
Current policies and allocation of ownership
Policy name

Policy owner

Governance
Policy handling

Policy review committee

Money Laundering

Board

Business Continuity

Board

Related Party transactions

Board

Conflict of Interest

Secretary

Large Exposures policy

Board

Complaints Handling

Board

Members
Savings policy

Credit committee

Lending policy

Credit committee

Credit Control Policy

Credit committee

Membership

C.E.O.

Equality and Diversity

Board

Health and Safety

Board

Corporate Membership Policy

Board

Child Protection policy

Board

Document Retention Policy

Board

Financial
Cash handling and Banking

Finance and Governance Committee

Provisioning and Bad Debt Write Off Policy

F&G

Scheme of Financial delegation

F&G

Bank reconciliation process and controls

F&G

Fixed Asset Register and inventory records

F&G

Depreciation and controlled stationery

F&G

Liquidity Management Policy

F&G

Human Resources
Childcare Policy

Board

Additional Leave Policy

Board

Pay & Performance Policy

Board

Training and Development policy

Board

Disciplinary and Grievance Policy

Board

Volunteer Policy

Board

Policies in development
Corporate social responsibility

Board

Internal audit

Board

Compliance Policy

Board

Acceptable use

Board

Information technology – incl. information security and management

Board

External reporting policy

Board

Freedom of Information

Board

Treating Customers Fairly

Board
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9 The role of the board in monitoring performance
An effective board is one that is able to exercise oversight over culture, values and
principles, over strategic direction and the attainment of objectives, over risk management
and the internal control framework and, in general, over the overall performance of the credit
union. It is only by keeping a close check on performance that the board can hold the CEO
to account for the management of the business. The active monitoring of credit union
performance by the board, therefore, is a central principle of strategic governance.

9.1

The effective use of management information

To monitor performance effectively, board members need a range of management
information on which to base their understanding of the business. Without access to
accurate and up-to-date data about the organisational and financial realities of the credit
union, directors are left to draw conclusions and make decisions in a vacuum.
However, determining the amount, level and scope of the management information that
boards require to ensure effective oversight of the business can be problematic.
As credit unions expand and develop, they generate an increasing amount of complex
information and data in relation to strategy, operations and finance. Even with the constraints
of much credit union software, information systems enable managers to amass and interpret
detailed data and produce multiple reports on a wide range of issues, all of which assist in
the better management of the credit union.
There can be a temptation to pass this data and information unfiltered to directors for
consideration in board meetings. Some CEOs seek to give as much management
information as possible to the board. Perhaps this is because they consider that directors
have a right to know everything about the business or even out of a misplaced concern that
directors need to be involved in all the decisions taken in the credit union. This wholesale
transmission of management information can be supported, of course, by directors who are
attracted to commenting on all aspects of the business and believe that they need sight of all
information and data; an expectation conveyed back to management.
Of course, board members do have a right to have sight of all management information and
data if they so wish. The problem arises not from directors having access to information, but
rather from their being passed this data and information without some form of filter. Directors
presented with information that takes hours to assimilate, which is complicated to analyse or
which is only understood by the few undermines collective responsibility and board
effectiveness. The reality is that too much information results not in greater control but less;
if overwhelmed by the amount of information available effective board oversight of the
business can be compromised or lost.
The system of credit union strategic governance aims to strengthen board oversight and
control. Directors need to understand the business, how it is performing and to be in a
position to take action if required. To do this in meetings, they require management
information that focuses on the key business issues and which is presented in a form that is
accessible and can be easily understood by all.
Additional and detailed management information can be made available to directors for
consultation and consideration outside of board meetings. Among the credit unions that
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participated in the study, for example, a number made full sets of management accounts,
statistical data and information reports available to board members on Microsoft SharePoint
or other secure but accessible electronic systems.
Typically, director members of sub-committees, such as the finance, risk or internal audit
committees would examine and discuss additional more detailed reports as required and as
pertinent to their committee. However, such detailed management information would not be
reviewed or approved in board meetings, even though questions arising from such
information could be allowed if the need arose.
For board meetings, management information has to be simplified and presented in a way
that enables all directors to see clearly what is happening in the business. Boards need to
ensure that management information systems are designed and implemented so that all
directors are in a position to monitor performance and make effective decisions.
Some credit unions have already introduced dashboard or simplified presentational methods
to direct directors’ attention to the key issues that concern the board. Building on such
experience, strategic governance recommends a system of board reporting that aims to
maximise the accessibility and relevance of management information.
The management information system proposed here is based on a series of reports, the
content and format of which are designed to facilitate the measurement of credit union
performance in board meetings. The aim is to ensure that all reports given to directors are
readily understandable by all.

9.2

Monitoring performance against the strategic plan

As outlined in Chapter 5.2, the setting of goals and of clear, specific and measurable
objectives within the strategic plan is at the heart of the system of strategic governance.
It is essential that in board meetings the directors focus on the achievement of these
objectives, as it is against progress towards them that the performance of the credit union as
well of the CEO is measured. The regular monitoring and evaluation of progress against
objectives is fundamental to the oversight function of the board.
In the governance system, there are two reports that are used by boards to measure
progress directly against the strategic plan. These are the board objectives report and the
balanced scorecard.
These two reports are designed to give directors an immediate and clear view of business
progress. They concentrate board attention on the most important issues facing the credit
union and away from the temptation of discussing operational minutiae. They aim to promote
critical thinking, analysis and learning and to assist boards to take action or modify plans as
appropriate. It is recommended that these two reports are considered high up on the agenda
at every board meeting.

9.3

The board objectives report

The board objectives report relates directly to the specific strategic objectives as set out by
the board in collaboration with the CEO and senior management in the business plan. It
monitors progress against objectives and ensures that the business plan is a working
document used by the board and CEO throughout the entire year.
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Ideally the report would include but distinguish between board and management objectives
in line with the division of roles and responsibilities in the credit union.
Board objectives appertain to those aspects of the governance of the credit union that are
not delegated to management. Management objectives relate specifically to the strategic
and operational management of the business for which the CEO has delegated authority and
responsibility. By making this division, the board makes clear its expectations both of itself
and of the CEO.
It is important to stress that the composition of the board objectives report is only finalised
following board approval of the business plan. In specific reference to the strategic or
business plan, it identifies the short to mid-term objectives in an easy-to-read table. It
typically would focus on those objectives to be achieved within the coming year. The
composition of the report needs to be agreed by the entire board. The report gives mostly
written information to the board on progress towards the attainment of strategic objectives.
An example report is shown in Table 1 below. The table columns relate to the definition of
the objective, the timeframe within which it is to be achieved, the persons responsible for its
attainment and the status that month in regard to its achievement. The report is normally
colour-coded to assist the board to see easily which objectives are on track to be completed
and which are behind schedule.
The board objectives report would normally be completed by the CEO or another senior
manager through consultation with the chair on the status of the objectives. If the CEO or
senior manager prepares this in isolation of the chair, there is the risk of a difference of
opinion requiring resolution in open forum, to the detriment of more substantive debate with
other directors.
The number of objectives to be included will depend on the composition of the strategic plan.
However, the report should refer to headline strategic objectives only and not exceed a few
pages in length. Management will also have an action plan to achieve its objectives, outlining
more detailed actions and targets, but this is not required at the board meeting.
The report will also need to record any modifications or adjustments to the objectives in
detailed in the strategic plan throughout the year. However, any major revisions would
involve a review of the strategic plan and a rewriting of the objectives report.
The overall aim of the objectives report is to ensure that the board and the CEO keep a
focus on the attainment of the objectives as set out in the business plan and do not get
diverted into other areas and considerations.
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Table 1 - an example of a board objectives report which includes a few sample objectives as
may be found in a typical credit union. Each credit union would set its own objectives aligned
to the plan. This report should be no longer than two pages of A4.

9.4

The balanced scorecard

In monitoring progress against the strategic plan, the board objectives report is read
alongside the balanced scorecard. This is a planning and management tool often used by
business managers to measure overall organisational performance against objectives. It is
extensively referred to in the management literature and in many organisations it is standard
management practice to ensure business activities align to strategic objectives.
Unlike the board objectives report, a scorecard is primarily quantitative and statistical. It is
balanced as it includes non-financial as well as financial performance indicators or metrics.
The aim is to focus on the wider aspects of the business than can be measured by financial
ratios alone, even though these form an essential component of the scorecard.
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Like the board objectives report, a scorecard is used to oversee performance in a manner
that is accessible to directors. It offers a clear set of easily understood measures or metrics
to monitor progress in reference to the strategic plan. It replaces the need for boards to
spend large amounts of time reading long management reports and financial statements. For
it gives all directors equal and immediate access to the most important information and data
they require to take control of the credit union and to drive it forward.
There is no one single format of a balanced scorecard that can just be adopted by each and
every board. With CEO input, each board agrees to the items to be included on the
scorecard as they relate to its own strategic plan and objectives, and to the particular needs
of the board. Table 2 below is one example, as is Table 3 which was compiled as a first draft
by a credit union participating in the governance programme in order to adopt this approach.
The idea of the scorecard is to take the financial and non-financial objectives, as defined in
the strategic plan, and to convert these where possible into statistical indicators or metrics.
For each objective, tolerance levels need to be noted in order to give boards an immediate
indication of over or under-achievement in relation to each particular objective. Minimum
tolerance levels indicate when action must be taken as a priority by the board27.
The scorecard often notes too what would be counted as exceeding target levels. This would
denote high level performance in a particular area.
As in the objectives report, the scorecard is normally rated according to a colour coding
system; with red indicating that performance is below the minimum acceptable tolerance
level, yellow (or amber) indicating that it is below the minimum target level, green indicating
that performance is on or better than target28, and, sometimes, a star is used to indicate that
the credit union is significantly exceeding the set target. Scorecards often also include
direction of travel indicators (by arrows up, down or level) which assist boards to see clearly
what is happening in their credit union.
In its traditional management form the balanced scorecard addressed four perspectives of
the business – financial, customer, internal business processes and learning and growth29.
Specific measures would then be identified that indicated progress in each of these areas.
However, in a credit union balanced scorecard, performance indicators or metrics are
typically set against five areas: governance, member service, financial performance,
employee satisfaction and efficiency and effectiveness. Each credit union must determine for
itself which subject areas and indicators of progress it wishes to include.
-

Governance

This section relates to the board objectives report by reporting statistically on
progress to the achievement of board and management objectives. It can also
include any other specific board objectives that can be measured statistically.

27

In the scorecard, the term minimum refers to the tolerance level point at which immediate action has
to be taken by the board. Sometimes the minimum figure may appear as the maximum ratio. In table
2 for example, this credit union notes that a 12% delinquent loans ratio is where tolerance ends. The
target delinquent loans ratio is 10%. The board considers that it is exceeding its target if it reaches 8%.
28

This is often known as a “traffic lights”, or “RAG” (Red/Amber/Green), rating system.

29

Cf. Kaplan and Norton 1996.

95

-

Member Service

This section would record the new members per month against the target as
identified in the business plan. It could also include data on accounts closed per
month, the number of complaints logged by members and the results of any member
surveys. It could include indicators of the demographics of new members.
-

Financial performance ( by key ratio analysis)

An essential element of the balanced score card is the measurement of financial
performance by ratio analysis. Each credit union needs to identify its own ratios to
include, but normally the scorecard would cover:







-

Net income/total assets
Capital/assets ratio
Regulatory reserve ratio
Loan Delinquency ratio
Loans/assets
Income from loan portfolio
Income to expenditure ratio

Staff turnover and satisfaction

This section relates to staff engagement and development in the business. It can
include the results of staff satisfaction surveys, the number of staff joining and
leaving the credit union, and the number leaving for a better job. The item of leaving
for a better job is included to measure the level of staff professional development in
the credit union.
-

Efficiency and effectiveness

This section could include such issues as the value of new loans made during the
month, the percentage of borrowers in the credit union, the percentage of electronic,
non-teller transactions (i.e. non-branch and non-telephone) and the percentage of the
membership on payroll deduction.
In Table 3 below, one of the credit unions in the governance research programme
decided to place the income to expenditure and the capital asset ratio in this section
as its board felt that those ratios indicated the efficiency and effectiveness of the
business. Such adaptation is encouraged as it indicates board ownership of the
scorecard in the monitoring process. This credit union also included a staff to
membership ratio.
The objectives report and the balanced scorecard are thus open to interpretation and
development. But it is essential that both relate to the business plan. In credit unions that
have already introduced dashboard approaches to simplify the presentation of management
information, what is often new in the objectives report and scorecard approach is the use of
indicators or metrics that directly measure progress against the strategic plan.
Without a rigorous monitoring system in place which sets progress against the agreed
strategic objectives, boards can be reduced to just approving reports as submitted by the
CEO and management. If progress against objectives is clearly defined, directors more
readily engage in critical questioning and in holding the CEO to account for the progress of
the credit union.
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Table 2 – an example of a balanced scorecard; as with the strategic objectives report, each
credit union creates its own scorecard aligned to the plan.
ABC CREDIT UNION LTD.

BALANCED SCORECARD
As of End of Month:

Color Code for Monthly Results:

January 2015

Achieved Exceed or Better
At or Better than Target
Below Target
Below Minimum

Minimum

Target

Exceed

January 2015

December 2014

Year to Date

1. Governance
A.

Board objectives on track to
complete on time

4

5

N/A

5

5

5

B.

Directors who have completed
required training to date

6

8

N/A

7

6

7

C.

Management objectives on track to
complete on time

8

10

N/A

9

10

9

2. Member Service
A.

New members per month

80

100

150

96

79

432

B.

Closed accounts per month

10

5

2

4

3

18

C.

Complaints logged by members

1

0

0

0

0

1

D.

Monthly member survey results

93%

96%

98%

96%

97%

97%

1.05%

1.20%

1.35%

1.22%

1.28%

1.29%

14%

16%

18%

17.1%

17.9%

17.5%

11.0%

14.0%

16.0%

14.2%

15.1%

15.4%

12%

10%

8%

10.1%

8.9%

8.8%

3. Financial Performance
A.

Net income/total assets

B.

Capital/assets ratio

C.

Regulatory reserve ratio

D.

Delinquent loans/total loans

E.

Loans/assets

72.0%

75.0%

80.0%

75.2%

74.1%

78.8%

F.

Income from loan portfolio

16.0%

20.0%

22.0%

16.0%

20.0%

19.0%

G

Expenditure/income

45%

42%

39%

42.1%

40.3%

39.7%

95%

98%

100%

100%

100%

100%

3

2

N/A

0

0

1

750,000

850,000

950,000

911,345

831,541

3,396,578

34%

35%

36%

35.4%

34.8%

35.6%

4. Employee Satisfaction
A.

Latest quarterly survey

B.

Employee left for a "better job"

5. Effectiveness and Efficiency
A.

Amount of new loans during month

B.

% of members who borrow

C.

% non-teller member transactions

40.0%

45.0%

50.0%

47.2%

47.1%

46.8%

D.

% of members on payroll deduction

35.0%

40.0%

45.0%

42.4%

41.1%

41.2%
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Table 3 – A draft simplified balanced scorecard as initially compiled by one credit union in
the research study – the fields are unpopulated and the right hand final column is to be
colour coded, red green or yellow as in table 2.
Project Credit Union - Balanced scorecard
Minimum

Target

Exceed

Sep-14

Month

YTD

1. Governance
A
Board goals on track
B
Management goals on track
2. Member Services
A

Net new members per month

New members per month
(employed)
New members per month
C
(Payroll Plus)
3. Financial Performance
Increase in Loan Balance (on Y/E
A
balance)
B

B

Rate of Return

C

Bad Debt Written Off

D

Bad Debt Recovered

E

Overall Delinquency

4. Effetiveness and Efficiency (Ratios)

9.5

A

Cost:Income

B

Capital:Asset ratio

C

Staff:Membership (FTE:Active
Adult members)

Financial reports

In addition to the financial information provided in the board objectives report and balanced
scorecard, directors also require headline financial management information in relation to
income and expenditure as compared with the budget in the financial plan, and to
movements in membership, savings (deposits), loans and loan delinquency.
As with the objectives report and scorecard, the aim is to ensure that such information is
presented in a way that is accessible and easy to understand. Simplified dashboard
approaches, including pictorial graphs and charts, are to be recommended.
9.5.1 Income and expenditure statement, compared against the budget
This is a statement of trading income and expenditure compared against the budget and
which gives an indication of the anticipated year end position. For use in board meetings,
this statement needs to be in summary form and to record income and expenditure only
against main budget headings.

98

A fully itemised income and expenditure statement must be available to directors but not
presented for discussion in the meeting. If directors are presented with such a statement
the danger is that the meeting will focus on the minutiae of expenditure.
For board meeting purposes, the main income headings on a simplified statement would
include interest on loans, grants and other income, and expenditure would include
salaries, bad debt provisioning, and other overheads. However, each credit union
determines for itself which headings to include.
The income and expenditure statement should also indicate surplus, actual and
projected, and the amount anticipated to be available for dividends on savings (interest
on savings accounts would appear as an expense). It would also need to allow for the
entering of “known” differences or expected changes that would impact on the budget
This report would normally be colour coded (RAG rated) to enable board members to
see immediately where expenditure is on or off target.
Table 4 – one example of a simplified Income and Expenditure statement for board
meetings.
ABC Credit Union Ltd
MANAGEMENT ACCOUNTS
YEAR ENDING
SUMMARY INCOME AND EXPENDITURE ACCOUNT
INCOME

PERIOD No.
30.09.14
Month

Month

Month

YTD

YTD

YTD

Budget

Actual

Var

Budget

Actual

Var

Interest on loans
Grants
Other Income
TOTAL INCOME
EXPENDITURE
Salaries & wages
Bad debts
Other Overheads
TOTAL EXPENDITURE
Corporation tax
NET SURPLUS BEFORE APPROPRIATIONS
Tfr to Reserves
Dividends
CURRENT YEAR SURPLUS / (DEFICIT)

9.5.2 Dashboard display of management information
In addition to the ratio analysis on the balanced scorecard, it is recommended that board
members are presented with specific information on performance in relation to growth in
members, savings deposits (shares), and loans made. They also require a trend analysis
in regard to interest received on loans and levels of loan delinquency.
A dashboard presentation of data, both numerically and graphically, is often the most
easily compiled format for credit unions. Information presented in this way is usually
accessible to all directors and can quickly inform their understanding of the development
of the business without the need to read and digest complex reports.
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One example of a dashboard presentation is given in Table 5 below. This relates to
membership, but a similar presentation style can be used for all key data areas.
The dashboard sets out in visible form development in a particular subject area monthly
or quarterly (as appropriate) over the period of a year. It compares the current situation
with the target objective in the business plan and with the situation in the same time
period the previous year. This presentation enables directors to see trends over time,
and avoid knee-jerk responses to one month or one quarter dips in performance, or
alternatively complacency arising from one-off upward blips.
Membership
For adult membership, the dashboard could for example include:
-

the actual number of members that month, (i.e. including new joiners, but net of
members who have left),

-

the target number for that month as set out in the business plan,

-

the number of members recorded at the same period the previous year.

A similar dashboard can be created for junior members or any category of member that
is seen to be appropriate.

Table 5 – Dashboard presentation of membership growth monthly over the year and in
comparison with the budget and the previous year.

A.

Savings and deposits
For savings (shares), the dashboard should include:
-

the total amount of savings that month,

-

the target amount savings for that month set out in the business plan

-

the amount of savings for the same period the previous year.

Similarly a dashboard presentation can be created for current account deposits, junior
savings, and deferred shares.
Loans
The dashboard should record:
-

the actual number and value of loans that month,

-

the target number and value of loans as set out in the business plan
100

-

the number and value of loans for the same time the previous year.

The dashboard could include variations in types or sizes of loan, but it is important to
ensure that the key data is clear and visible and not overly complicated with additions.
Interest yield on the loan book
The percentage interest yield on the loan book is included normally on the balanced
scorecard. However, this can be augmented and reinforced in a dashboard presentation
to include:
-

actual percentage interest yield on loan book that month

-

the target (budget) percentage interest yield on the loan book that month

-

the previous year percentage interest yield on loan book that month.

Loan delinquency and provisioning
The ratio of delinquent loans to total loans is also included in the balanced scorecard.
However, a dashboard can be used to offer directors further trend analysis of loan
delinquency. In order to show the ‘pipeline’ of loans in default, typically a dashboard
would include:
-

The number and value of loans that month with up-to-date outstanding balances

-

The number and value of loans 1 – 3 months in arrears that month

-

The number and value of loans, 4 – 6 months in arrears that month

-

The number and value of loans 7 – 9 months in arrears that month

-

The number and value of loans 10- 12 months in arrears that month

-

The number and value of loans over 12 months in arrears that month.

In each case the number and value of loans would be compared with the same month
the previous year.
The dashboard could also indicate the amount of provisioning allocated to loan
delinquency on a monthly basis and compared with regulatory requirements.

9.6

Risk register/Risk report

As already discussed in Chapter 7, board monitoring and review of the management of risk
entails the recording of the significant and principal risks facing the credit union, together
with response activities, in a risk register or other form of database system.
Strategic governance stresses that the completion of the risk register should not be a one-off
annual exercise. The document, if it is to be effective, must inform the board’s thinking about
risk and the regular review of risk governance and management systems. Reference to the
risk register should be carried out as an on-going ‘living’ process.
The up-dated risk register must be available for consultation by directors at all times.
However, at each board meeting, it is expected that the CEO would give a risk report
outlining the greatest risks facing the credit union and actions being taken to mitigate them.
This can be an extract from the register focusing on those risks colour coded red and yellow
(or amber).
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A report on the risk register must form part of every board meeting if it is to remain a living
document informing the decision making of directors.

9.7

Compliance Report

As discussed in Chapter 7, the risk governance framework includes a systematic approach
to compliance based on the development of a compliance calendar and checklist. The
compilation of the calendar and checklist would normally be carried out by the CEO or, in
credit unions with a separate compliance function, by a designated member of staff or
compliance officer.
As with risk, a report on compliance must form part of every board meeting. This would be
given either by the CEO or the compliance officer.
This does not normally need to be the provision of the full compliance calendar and
checklist. However, it would require a report on any new regulatory breaches and the status
on actions be taken on any prior breaches of regulation. It should also include any known
breaches of credit union policy and of actions being taken to rectify these.
The report would also include an explanation of any new regulatory developments that will
impact upon the credit union and how management are responding to these.

9.8

The CEO Report

The CEO is accountable to the board and a formal written CEO report is expected at each
meeting. However, it is important that this report is brief and to the point. In most cases, it
would be no more than a two-page bullet point report highlighting recent major
developments and those which are likely to arise in the near future.

9.9

Additional papers for Board approval

Further management information may be required by the board in relation to any particular
items that require specific board approval. These would be items that fall outside the CEO’s
range of delegated authority, such as unbudgeted expenditures, contracts, claims against
the credit union and developments that fall outside the current strategic plan.
These papers should be brief (1 – 3 pages maximum in each case) and should outline the
background to the item, an analysis of any costs and benefits involved, any regulatory and
policy issues and the CEO recommendations.

9.10 Access to further management information outside of board meetings
As already noted, all other management information including more detailed financial reports
should be made available to directors as background papers, usually accessed electronically.
Equally available and accessible should be information, communications and letters from the
regulator, trade associations and key suppliers that the board does need to see but which
does not have to be discussed formally in the board meeting. Any particularly important
information in regard to these should be mentioned in the CEO’s report.
Also available and accessible should be any credit union publications, literature and
campaign and marketing materials. These should be seen by directors but not necessarily
form agenda items in the meeting.
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10 Board organisation
10.1 The size and composition of the board
Credit union boards are elected by the membership. It is the members in the annual general
meeting that have to ensure that the credit union has a board that can effectively direct and
oversee the credit union. The members need to decide on the size of the board, on the
percentage of corporate member directors30, and whether or not the board includes
representatives from particular areas or sections of the membership. Clearly recruitment to
the board will be affected by such decisions.
The size of the board is a key issue. Large boards can be unwieldy and hinder active
engagement of all the directors or necessitate the formation of multiple sub-committees that
potentially undermine the central authority of the board. Boards that are too small may lack
sufficient skills or be overly demanding on participants. The number of members of a board
of directors is not defined in CREDS, but is held to be at least five in the ABCUL rules
(ABCUL 2012), with no defined maximum. Current legislation in Ireland states that boards
should be seven, nine or eleven31 persons, which seems reasonable to ensure appropriate
control.
The elected board has to consider the specific roles or positions on the board. Traditionally
boards have elected a president who is also the chairperson, a vice-president who is also
the vice-chairperson, a treasurer and a secretary (ABCUL model rules 110). However, this
can be modified by a rule change. For example, some credit unions no longer have a
treasurer or a permanent secretary. The treasurer has been largely replaced in strategic
governance by a finance sub-committee and finance officers, and the secretary’s role can be
limited to a board member elected temporarily to sign official documents, but who does not
undertake any other secretarial or administrative duties. These officer roles are discussed in
sections 10.4 and 10.5 below.
The role of a president requires special attention by the board. Strategic governance places
strong emphasis on the role of the chair of the board. The chair has the responsibility for
ensuring that the board carries out its functions efficiently and effectively, and that
management is held to account through the oversight and scrutiny of the board as a whole.
The chair facilitates the credit union’s governance process but remains always accountable
to the board for any decisions taken. The chair is not the commander of the board, in any top
down hierarchical manner, but directors owe accountability to the chair for their performance
as a board member.
The ABCUL rules prioritise the role of a president of the credit union, not the role of the chair
of the board. The system of strategic governance has no role for a president of the credit
union; rather it focuses on the chair as leader and co-ordinator of the board who also acts as
the primary liaison between the board and the CEO. The term “president of the credit union”

A director who represents a corporate member of the credit union – a corporate member director is
subject to election by the full membership in the same manner as individual member directors.
30

31

It can be good practice for boards to have an odd number of members as this avoids, if all board
members are present, tied decisions on important matters, without the need for an additional casting
vote of the chair. However, this point should not be overstated. There is no requirement in CREDS for
an odd number of directors; neither was there in the 2012 ABCUL model rules.
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gives a status to the chair that can ultimately undermine the central authority of the board.
President has an executive ring to its meaning that is not implicit in the concept of a chair.
For example, in the US, the president of a for-profit business corporation often holds the title
of CEO. Clearly, this caution does not extend to the role offered by some credit unions of
‘Honorary President’, which carries neither duties nor authority.
The board also needs to consider its sub-committee structure as this can significantly impact
on recruitment, particularly to the chairs of these committees. In the system of strategic
governance the focus is on avoiding the proliferation of sub-committees of the board.
However, boards still need to consider having sub-committees that address such areas as
finance, internal audit, risk, director nomination, and remuneration. Sub-committees are
considered further in section 10.6.
Another area for consideration is the issue of executive directors. In line with company
practice more generally, and allowable under credit union regulation, the CEO and possibly
other senior officers, responsible for management, can be appointed as executive directors
of the board; the rest of the board members then being clearly regarded as non-executive
directors. A number of credit unions have both executive and non-executive directors, a
choice open to all credit unions. For ABCUL credit unions this would involve a change to rule
106 to allow a board member to receive a salary. The reasons to consider the appointment
of the CEO and senior managers as executive directors are addressed in Chapter 4.10.

10.2 Board meetings and agendas
The FCA states that the board of a credit union should meet at least monthly. Technically
this is the guidance of the regulator rather than a rule. But it is guidance as to how the
regulator sees SYSC 4.1.1R rule being applied in practice. This rule states that all firms must
have robust governance arrangements.
The FCA guidance is that at least a monthly board meeting demonstrates compliance with
the SYSC rule. If a credit union departs from this guidance, and decides to have fewer board
meetings in the year, it would have to demonstrate how an alternative arrangement still
satisfied the rule to ensure a robust governance framework.
The reason why monthly meetings are guidance rather than a rule is that it would be hard for
the FCA to insist on absolute adherence to a monthly meeting, as some credit unions may
not meet in August for example due to holidays or for other legitimate reasons.
It is also important to note that there are other requirements that a credit union must fulfil that
may be difficult if not impossible to do if its board meets less than monthly. For instance, the
PRA rulebook part for credit unions requires in 10.3(3) that a credit union carrying out any
additional activity must ensure that its board of directors monitors and assesses the risks
associated with the carrying on of such activities on at least a monthly basis.
A typical board meeting agenda would include, based on the reporting components set out in
section 9 on monitoring performance:
-

CEO’s report

-

Goals report

-

Balanced scorecard

-

Financial report
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-

Compliance Report

-

Risk Register/Risk Report

-

Specific papers for Board approval

-

Information papers for the Board

The content and format of these items were discussed in more detail in section 9.
A number of directors from participating credit unions stressed that if a board meeting took
more than 2 to 2.5 hours, it was probably discussing the wrong things.

10.3 The strategic planning cycle
As explored in Chapter 6, strategic planning is a defining characteristic of an effective board.
This is dependent on a robust approach to a formal annual process or planning cycle
undertaken sequentially throughout the year. In fact, a formal process for bringing together
the board’s continuous strategic planning into an annually-updated strategic plan document
is an essential element of good governance.
A formal annual planning process or cycle would normally include the following steps,
broadly in sequence:
-

Definition and/or review of the mission, vision, values and purpose of the credit union

-

Determination and/or review of the strategic direction of the credit union

-

Review of the previous year’s plan and analysis of progress to date

-

CEO and senior management analysis of and rationale for their proposed strategic
priorities, goals and objectives for the next three to five years, supported by relevant
research data and information

-

Board oversight and critical questioning of a draft or outline strategic plan in
collaboration with the CEO and senior management

-

Production by the CEO and senior management of a financial projection that reflects
the assumptions and investments set out in the draft strategic plan.

-

An analysis of risk and compliance associated with the proposed plan, where the
board has properly challenged the CEO and team to determine that all significant
risks have been properly considered in development of the plan

-

Agreement by the board of the measures to be used to monitor progress against
defined strategic objectives as well as of the system for monitoring performance
throughout the year.

-

Completion of the strategic plan document by the CEO and senior management,
followed by agreement and adoption by the board.

-

Ongoing monitoring and evaluation of progress towards the achievement of the goals
and objectives of the strategic plan at board meetings throughout the year.

-

In some cases, credit unions supplement the process of board monitoring and
evaluation by arranging more in depth mid-term review meetings. It is a regulatory
requirement, for example, for credit unions issuing interest bearing shares to review

105

the assumptions and forecasts in the business plan every six months, and to reapprove the plan as appropriate32.
The board’s role in leading and maintaining oversight of the strategic planning process is
fundamental to good governance and is at the heart of the governance system. This should
involve scheduling the above steps in a systematic approach to plan production and plan
review throughout the year.
An annual planning cycle would therefore integrate:
-

Regular performance monitoring against the strategic objectives as delineated in the
existing plan. This should form part of regular monthly board meetings with the
feeding of results into the next annual planning cycle.

-

The discussion of strategic topics in monthly board meetings. It is good practice to
plan particular discussions in advance to feed into the conversations out of which the
strategic plan arises. Board discussion of strategic issues in regular meetings should
inform interventions on the plan and/or its renewal through the production period.

-

A period of plan review and production, including, if appropriate, workshops on
elements of the plan and an annual strategy planning day. Review meetings mid-way
through the year assist the board to test the plan and ensure it remains fit for purpose
in light of performance and external events. There is no point in maintaining the plan
as the benchmark if reality has moved too far away.33

-

A date for submission of the final plan to the board and its agreement and
endorsement by the board for the following year.

Given the time commitment involved, boards should schedule the strategic planning cycle
into their annual calendar.
The annual calendar should also include the schedule of the review of board policies as
noted in Chapter 8.

10.4 The role of the chair in board meetings
The chair should take control of meetings, ensuring that everyone who wishes to has a
reasonable chance to speak and take part. She or he should be able to listen to and
understand a wide range of views, present information clearly and concisely and get
clarification of relevant points, thus enabling the board to make effective decisions.
The chair does not have individual authority to take decisions except insofar as consistent
with board agreement or where explicitly directed. The chair should also consider the
performance of the board as a whole, and take relevant steps to improvement where
possible. At least one credit union, at the prompting of the regulator, is developing a process
for the chair to appraise the performance of individual directors. This should not be confused
with a concept of ‘line management’, but a feature of the chair’s duty to ensure the proper
This is noted in the auditors’ report form to the PRA for credit unions issuing interest-bearing shares.
See - http://www.bankofengland.co.uk/pra/Documents/regulatorydata/interestbearingshares.pdf
(accessed August 2016).
32

33

All the same, in the absence of real changes in the operating environment, it is not good practice to
“move the goal posts” during the planning year just because monthly performance targets are being
consistently missed.
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functioning of the board. It seems appropriate for each director to have an annual one-to-one
discussion with the chair about their involvement on the board. This would also give retiring
directors the opportunity to discuss seeing re-election.
In undertaking the following responsibilities, the chair will be supported by other director
colleagues and the CEO.
The chair should lead effective meetings by:
-

Ensuring that board decisions are made within the remit of the board’s agreed
policies

-

Planning the annual cycle of board meetings, and chairing and facilitating these to
ensure their smooth running

-

Planning the agenda for meetings.

The chair will support the performance of the board by:
-

Ensuring that succession plans are in place for all directors

-

Ensuring that directors receive induction and adequate training to enable them to
fulfil their roles

-

Monitoring the calibre, level of commitment and attendance of all directors

-

Ensuring that the board reviews its own work and how effectively it operates; making
sure to take any corrective action required

-

Checking that decisions taken at meetings are being implemented.

10.5 Other officers of the board
The system of governance places stress on collective responsibility and accountability of the
board. Within this collective accountability, there are specific roles on the board that credit
unions generally adopt over and above that of the chair. These are vice chair(s), treasurer,
secretary as well as chairs of sub-committees.
As with role of chair, these roles are elected appointments of the board.
Vice chair
The role of vice-chair is usually to carry out the duties of the chair in the absence of the
chair. Some credit unions have more than one vice chair to ensure absences are covered.
This is not a mandatory role, but is recommended. An example role description is included in
the appendices.
The vice-chair can be given additional specific responsibilities e.g. member engagement.
Treasurer
The Treasurer role has a long and important history on credit union boards. For many, the
Treasurer has been and perhaps still is the de facto Finance Manager, dealing with detailed
aspects of financial management and producing the management accounts seen by the
board and used by staff.
For credit unions with professional staff and following this system of strategic governance, it
is no longer appropriate for the Treasurer to undertake operational financial management.
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These activities are at the heart of the line of distinction between governance and
management. The CEO should be responsible for maintaining financial controls and
delivering reports to the board. This may well be actually undertaken by a Finance Manager
or Finance Director. In some credit unions, this person will also attend board meetings, to
support the CEO or lead in discussion of financial performance, including risks.
As discussed elsewhere in the governance system, all directors must be able to participate
at some level in scrutiny of financial performance and setting of future financial targets. If the
employees are fully responsible for the executive aspects of finance, this calls into question
the need for the role of the treasurer. Traditionally, in a credit union, the treasurer acted as
the manager, which it explains why in the past, the treasurer was the only person on the
board who could receive an honorarium.
However, in professionally managed credit unions, the treasurer’s traditional role is
undertaken by the Chief Finance Officer or other finance staff.
Nevertheless, it is imperative that there is at least one director on the board with a specific
and skilled finance orientation who can focus specifically on testing in detail the
reasonableness and robustness of financial performance. This must not result, however, in
other directors relaxing their level of attention to financial oversight and relying on the
director with role of finance, whether or not having the designation of treasurer. This is an
avoidance of due accountability and a governance risk as a point of dependency.
A better means of ensuring robust oversight of finances is through a Finance Committee
and/or an Internal Audit Committee, where the recommendation is that the chair of these
committees has an accounting or financial qualification or background. This also provides a
forum for more than one director to assess the credit union’s financial situation, and provide
a report to the full board. Such committees can also be supported if appropriate by
independent professional advisors.
It is therefore recommended that credit unions remove the role of Treasurer and ensure
appropriate financial oversight through a sub-committee structure, chaired by a director with
a financial or accounting background. The CEO and / or Finance Manager would report to
this sub-committee and participate in its deliberations.
Secretary
The secretary has traditionally had an important role on co-operative boards. In general, the
secretary is responsible for ensuring that:
-

Board and general meetings held and conducted according to the rules.

-

Proper records are kept (these should be held within the credit union, in order that
the departure of the secretary from the board for some reason does not mean the
loss of the records).

-

Returns and reports are made to the FCA, PRA and others as required.

-

Signing documentation and returns required by the regulator, contracts and other
legal documents. It is a legal requirement that the secretary, appointed by the board,
signs such documentation when required to do so.

-

The secretary is often also the person on credit union boards who administers
meetings, i.e. organises the venue, circulates the agenda and papers and takes the
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minutes. Some credit unions have passed these activities to employees, to reduce
the time commitment for the director who is the secretary.
In the system of governance, the first of these accountabilities (if not the legal responsibility)
is assigned to the chair. In many credit unions, records and regulatory returns and reports
are undertaken by employees. There remains a potential active role for the secretary, should
this be seen as valuable to a credit union: this is discussed further in Appendix IV, together
with an example role description.
Chairs of sub-committees
See 10.6 below, on the use of board sub-committees.
Election and terms of office
At the first meeting after the AGM, the board will elect the chair, vice-chair(s) and secretary.
These roles are ordinarily undertaken for a term of three years following election after
appointment, although they still need formal appointment after each AGM. The system of
strategic governance recommends that a director only holds a particular office for a period of
no more than two consecutive three year terms before standing down for at least one period
of three years before re-election, or following the standard director term limits at the credit
union, whichever is the shorter.
These officers may resign at any time, without necessarily resigning as a director at the
same time. Of course, it is preferable if this is a managed process, whereby the officer
signals well in advance their intentions. The board should have a succession plan in place
for each board. Succession planning is discussed further in section 12.7.

10.6 The use of board sub-committees
In the system of governance being considered, credit union boards are elected by the
membership and given stewardship, leadership and authority over all aspects of credit union
organisation. They are tasked to ensure the credit union achieves its purpose and strategic
objectives, within the framework of legislation and regulation.
This authority to lead the credit union resides not with any particular board member or group
of members, but only in the collective voice of the board, as determined in properly
constituted meetings.
However, most boards find that they cannot cover all their business effectively in the monthly
or regular board meeting alone. To ensure a level of rigour and depth of analysis in the
process of oversight and control, they find that they need to establish sub-committees to
take responsibility for particular key areas of governance.
In the system of governance it is recognised that sub-committees can play a significant
supporting role to the proceedings of any board. Sub-committees allow directors to explore
issues in greater depth than is possible within the time constraints of the monthly or regular
meeting and to reach considered conclusions that can inform the decision making of the
entire board.
However, boards need to approach the establishment of sub-committees with some caution.
For despite their evident advantages, they can lead to negative consequences. First, they
can sometimes blur the distinct functions of governance and management, and secondly
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and more importantly, they can result in a reduced engagement of the entire board in issues
that are properly its collective responsibility.
The first case results from sub-committees that move away from strategy, oversight and the
measurement of performance and towards involvement in the day-to-day operations of the
credit union. Credit and marketing sub-committees, for example, are particularly susceptible
to facilitating inappropriate director involvement in operations.
The second case arises when boards delegate authority and responsibility to subcommittees and fail to adequately review and question committee deliberations and
decisions.
In order to avoid these two scenarios, boards need to clearly define the remit and purpose of
sub-committees, set their terms of reference and levels of delegated authority as committees
of the board, keep their number to a minimum and ensure effective processes of reporting
and accountability to the board within its properly constituted meetings.
Ultimately, the constitution and establishment of sub-committees must conform to the central
principles of strategic governance that state:
-

The role of boards concerns strategy, oversight and the measurement of
performance and not engagement in the management of the business.

-

Authority should always remain with the board except where it has been explicitly
and specifically delegated in relation to responsibilities.

Boards should be mindful that accountability remains always with the board.
Terms of reference for and membership of board sub-committees
The terms of reference of a sub-committee, including its membership and authority, must be
documented and approved by the full board before the subcommittee is constituted. The
subcommittee's terms of reference can be modified, and indeed the subcommittee can be
dissolved, at any time at the full board's sole discretion.
The attendance of directors at a sub-committee (or any meeting) does not of itself confer
authority - it is only the voice of the board, as determined in properly constituted board
meetings, that has authority in the credit union. Individual board members do not possess
any individual authority apart from that derived from their contribution to the collective voice
of the credit union. This applies to the chair of the credit union, and to any chairs of subcommittees of the board. Authority derives solely from the single voice of the board, which is
why properly agreed terms are required for sub-committees.
Written terms of reference typically need to outline:
-

Sub-committee goals and responsibilities and areas for action

-

The composition of the sub-committee (the number of members and positions)

-

The selection procedure for appointing the sub-committee

-

The skills and capabilities required of sub-committee members

-

Sub-committee standards and evaluation (including attendance)

-

The terms of office including period of service

-

The maintenance of records and reporting requirements.
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Membership of sub-committees
Sub-committees should not ordinarily be given delegated authority to act for the board
unless they comprise at least three board directors (and even in this case, these authorities
need to be limited and specific). Some committees may include non-director advisors who
do not sit on the board, but who bring independence and relevant specialist expertise.
The use of such non-director advisors is to be recommended particularly on committees
where independent oversight is required and valued. These may include the Finance,
Internal Audit Committee, Risk Committee, Nomination Committee and Remuneration
Committee.
Recommended sub-committees
Because sub-committees carry delegated authority from the board, there is a risk of diluting
the board’s engagement and sense of accountability if there are too many sub-committees,
as well as draining individual director time and energy. In addition, as has been noted above,
board sub-committees should be focused on governance processes not management tasks.
For these reasons, where possible, boards should limit the number of sub-committees. The
following are areas that are suitable for board sub-committees:
-

Internal Audit (or Supervisory), covering internal audit

-

Audit, covering initial review of external audit and accounts

-

Finance, covering detailed financial review and policy guidance

-

Risk, covering review of risks and risk management

-

Nomination covering director nominations and succession (see 12.2 below)

-

Remuneration (likely to be large credit unions only), covering remuneration of CEO,
possibly other senior management, and policy guidance for all employees

Some of these areas may be appropriately combined into one sub-committee, such as
Internal Audit and Risk and Finance and Audit.
Credit unions may identify other suitable remits. In all cases, there is no implication of
reduced accountability for other directors at the full board.
Chairs of sub-committees
The chairs of these committees may be elected by the committee, but the appointment
should be approved by the full board. Their role is twofold:


To ensure the committee operates effectively and within its terms of reference



To ensure that reporting to and consultation with the main board is appropriate
and consistent with the terms of reference.

Chairs of these committees may also bring specific professional expertise. For example,
some credit unions have mandated that the chair of the Internal Audit Committee is a
qualified accountant. HR or employment law expertise may be useful for Nomination and
Remuneration Committees. This knowledge may be desirable but they are less critical than
the skill to discharge the core responsibilities identified above.
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‘Management working groups’
Sub-committees are not for the undertaking of executive and operational activity, although
they have often been used for this.
For example, some credit unions have development or marketing groups, which manage
promotional and advertising activity and engagement with members. This is not governance
work, and should properly be under the leadership of the CEO. It muddles the accountability
of the CEO for delivery if there are directors engaged in these tasks. If individuals who are
on the board wish also to act as volunteer members of the group, to support the CEO in
delivery, that is entirely acceptable, but is must be clear that they are acting in a personal
capacity, and not in the role of director.
These management working groups need to be clearly defined as operational committees as
distinct from sub-committees of the board. As credit unions develop as professional financial
co-operatives, some committees move from being sub-committees of the board to becoming
management committees. One common example of such a transition is the credit
committee. Where these committees exist in a credit union managed by a CEO and staff
team, they would mostly involve staff members under the direction of the CEO; directors still
may attend as volunteer members of the group, but not to articulate the voice of the board.
Examples of frequently found sub-committees that at face value do not match the
governance criteria for sub-committee status include: marketing, staffing and credit
committees, where the activities generally fall within the remit of the CEO.
Some credit unions have an Executive Committee, where a smaller group of directors
discuss business issues with the CEO. These are seen by some to be particularly useful for
taking decisions between board meetings with a group wider than the chair / CEO. This runs
a risk of (usually unintentionally) usurping the function of the board, so its role and operation
must be clearly defined to avoid this or any perception of this. If an executive committee is
constituted, it should include the board chair and at least two other non-executive directors,
and its remit should extend only to those rare instances where emergency board action
needs to be taken and time does not permit convening a full board meeting.
Standing v. Temporary Sub-Committees
Even though they exist only under the auspices of the full board, sub-committees have a
tendency to assume lives of their own and outlive their usefulness. It is particularly in those
cases that a sub-committee may be tempted to extend its deliberations into matters that
should be reserved to the CEO and management staff.
Before setting up a sub-committee, the board should consider whether the work that needs
to be done is basically a one-off that does not require creation of a standing committee.
An example might be where the full board has taken action to authorise a major financial
commitment (such as an office lease) but there are final details to be settled before the
transaction can be closed. This may be one of those rare cases where it is appropriate to set
up an ad hoc, temporary sub-committee that includes only one director (e.g. the chair or
treasurer) along with the CEO and another senior member of staff. In that case the subcommittee has only the power to approve the final transaction if it meets specific parameters
set out by the board in its terms of reference.
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11 Strengthening credit union boards
11.1 Knowledge, competence and experience of directors
The system of credit union strategic governance depends on a high level of director
capability and competence in governance, much greater than may have been found on
many traditional credit union boards in the past. As noted in the interim governance report
(Jones 2014):
“As directors move away from an involvement in management, they require a new set of skill
sets and experience to lead and direct the credit union, to define mission and strategy, to
ensure accountability to the membership, to shape organisational culture, to oversee the
planning process and agree organisational objectives, to understand the nature of risk and
compliance, to advise and to challenge the CEO from a position of authority, to confirm key
metrics by which to measure performance and to evaluate and monitor performance
systematically over time”.

It seems inevitable that director capability and competence will be increasingly emphasised
by the regulator, particularly in relation to larger credit unions, and expected by members
and stakeholders in the movement. Recent documentation on the PRA-FCA senior
manager’s regime, for example, speaks of board members, particularly those in key roles,
being required to demonstrate evidence of “fitness and propriety”. Even though not yet fully
defined, this could include qualifications and experience to demonstrate that individuals have
the skills and competencies to serve on the board of a credit union.
This growing focus on director skill and competence is replicated in credit union movements
throughout the world. In the United States, the National Credit Union Administration (NCUA)
now insists that all directors of Federal credit unions have basic financial skills and
understand the nature of risk and internal control. In Ireland in the new fitness and probity
regime, credit unions must take all necessary steps to ensure that directors are competent,
capable, honest, ethical and financially sound. The directors of Canadian and Australian
credit unions are subject to even more stringent fitness and probity requirements under their
regulatory systems.
It is also worth noting that the impact of the crisis at The Co-operative Bank has had an
impact on the co-operative sector in general and there is a sharp awareness of the need to
ensure that directors “possess the skills and experience to exercise leadership and effective
oversight of the executive management charged with running a business” (Myners 2014).
In order to assess the fitness of candidates to serve on the board, the board needs first to
identify the essential and desirable skills and competencies required of directors. Essential
competencies are those that apply to all directors and are required to ensure that the board
achieves its purpose. Desirables are those additional competencies that would assist in the
governance of the credit union. It is important to note that these are not to be confused with
management competencies which are rather to be sought in the CEO and staff members.
For transparency, essential and desirable skills and competencies need to be written down
in director person specifications. These form the objective criteria against which candidates
for the board are selected and proposed for election. Once written, they can then be given to
any prospective candidate in order to ensure clarity in regard to expectations.
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Each credit union must decide its own list of essential and desirable skills and competencies
as they apply to its own context and situation. However, a typical list of essential director
competencies would be ability to:
-

demonstrate a commitment to credit union ethics and values;

-

understand the business of delivering financial services within a competitive market
environment;

-

interpret financial statements and assess credit union financial performance;

-

identify the nature of risk and how it is mitigated and controlled;

-

demonstrate an understanding of credit union legislation and regulation;

-

think critically and independently, to ask questions and challenge assumptions;

-

be a team player, to respect confidentiality and collective decision making;

-

to act in the best interest of the credit union and its members.

Desirable skills and competencies may, for example, refer to particular expertise in such
areas as strategic planning, internal control and audit, risk, remuneration, and
board/management relations.
New directors to the board may not in every case be able to demonstrate that they possess
all the essential skills and competencies. It may be sufficient that they are able to
demonstrate an ability and willingness to acquire the skills that are missing.
As already noted, desirable competencies should properly relate directly to governance,
rather than to management. Nevertheless, in credit unions with small staff teams,
management competencies on the board can prove useful. These would have to be
individually identified by particular credit unions to suit their own set of circumstances.
On some boards, for example, directors are sought with expertise or competence in legal
affairs, money laundering, compliance, marketing, IT or HR, which in larger credit unions
would be management responsibilities. However, in these circumstances, directors offering
management advice must do so in an individual not a director capacity and conscious of the
preeminent role of the CEO in managing the business
Specific competencies required to fulfil particular roles
The board will also need to clarify the specific competencies required to fulfil particular roles
and positions on the board, such as the chair of board and chairs of constituent committees.
Certain desirable competencies may become essential when fulfilling a particular role.
In one credit union participating in the study, for example, the board determined that the
chair of the finance sub-committee had to be a qualified accountant, and this was laid down
in the criteria for selection to the position.
However, each credit union will need to make its own decision on the competencies, skills
and experience required to undertake such roles and write these down in an agreed person
specification. Without the definition of clear criteria for selection, the appointment to
particular positions can become hazardous.
In particular, a clear definition of the skills and competencies for selection as the chair of the
credit union is required in all credit unions. The appendices include a statement of the roles
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and responsibilities of the chair. This would need to be accompanied by a person
specification indicating the essential leadership and organisational competencies required to
undertake the role.

11.2 Board and director evaluation
A systematic approach to recruitment and succession planning starts from an analysis of the
needs of the board and of how and where it needs to be strengthened. This involves
evaluations of individual director contributions and of collective board performance. Such
evaluations not only identify which skills and competences need to be retained and
enhanced into the future, but also those which are weak or lacking on the board.
It is on the basis of knowledge gained through evaluation and assessment that boards can
identify which kinds of people, with which kinds of skills, competences and levels of
experience, need to be recruited to the board either to fill current gaps or replace people
leaving through the ending of their term of office. Such evaluation also identifies those
people who need to be retained.
It is a principle of governance that boards should attend to the evaluation of individual
director and collective board performance. While some credit unions have started to look at
the latter, the former is new to most credit unions. Many directors and boards have served
for years without any systematic or direct appraisal of their contribution. Just as with any
other aspect of a credit union’s performance, the board and its components (the directors)
need assessment from time to time, to ensure that they have the requisite skills and
knowledge, diversity and representation of the membership, and that they are making the
necessary contribution. One credit union has found the regulator wants to see the chair’s
process for appraising director performance.
The UK Corporate Governance Code 2014 requires that: “[A] board should undertake a
formal and rigorous annual evaluation of its own performance and that of its committees and
individual directors.”
This enables boards to put in place actions to improve performance, such as director
development plans, recruitment of new skills (directors) or even retirement of existing, noncontributing directors.
This kind of reflection has further valuable benefits:
-

It helps tease out the board’s expectations of directors. These should be set out
in the role description and statements of responsibility, but this process provides
a useful test of these documents.

-

It reminds boards to be clear on their goals.

-

It helps build team cohesion.

If a CEO has been made a member of the board (an ‘executive director’), then they should
be assessed alongside other directors in their directorial capacity. Performance
management of the CEO as the senior staff member is discussed in Section 4.9.
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Principles for evaluation
The following principles are recommended in approaching evaluation:
-

The board should state in the annual report how performance evaluation of the
board, its committees and its individual directors has been conducted

-

Evaluation may in general be internally conducted, but if possible there should be an
externally facilitated review at least every three years. The external facilitator should
be identified in the annual report and a statement made as to whether they have any
other connection with the credit union

-

The evaluation should be made available to the regulator, following any visit or
general request for information

-

Ensuring arrangements are in place is a responsibility of the Nominating Committee,
or failing this, the chair (although there can be risks to placing this on the chair in
terms of conflict of interest), with the administrative support of the CEO / staff team

-

All evaluation activity should respect confidentiality, so that participants feel able to
be open and honest.

What is to be evaluated?
“Effective people do not equal an effective board.”

Evaluation should address the effectiveness of the board as a whole, the contribution of
individual directors and the performance of specific officer roles such as chair, treasurer and
secretary. It is vital that in general, but specifically in advance of any evaluation, every board
member clearly understands his / her responsibilities. Directors should have a documented
set of responsibilities and / or a role description. This provides a baseline for individual and
collective performance evaluation.
This assessment does not need to cover explicitly the performance of the credit union (and
the role of the board) against the business plan. It should be evident from other management
reporting whether the credit union has “hit the numbers”. Rather, what are being explored
are questions such as:
-

Is the board meeting all of its responsibilities?

-

Are all the right components of good governance in place?

-

Is the contribution and commitment of directors at the required levels?

-

Does the board work effectively as a team?

-

Is there clarity of purpose and direction?

-

How does the board enforce its accountability to members?

Therefore the issues to be assessed by a board evaluation should include:
-

Development of strategy, and the monitoring of strategy and performance

-

Balance and level of skills and competencies on the board, including financial literacy

-

Quality of communication within the board and with staff

-

Board processes and procedures, including the effectiveness of meetings and
decision-making, and the suitability of reporting and information

-

Governance processes.
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There may be specific issues that need to be explored by a board that determine whether an
evaluation covers the full scope outlined above, or is more focused. If this requirement is
identified, it is still recommended that a broader evaluation be undertaken first of all, to
validate any perceived issues objectively, and to provide context when these are addressed.
It is important that the assessment of board effectiveness focuses primarily on processes.
The team-working aspects must covered, but this can often be a ‘comfort zone’ for
discussion, when the aim should be to test whether the right processes are in place to
achieve the board’s objectives, such as effective provision and scrutiny of management
information.
Evaluation mechanisms
There are three potential approaches to evaluation mechanisms, which have different
relevance to the assessment of boards and individuals:
-

Personal: self-evaluation of a director’s contribution to the credit union board, for
example to develop professional development plans

-

Peer: individual evaluation of the performance of peers and the group, to ensure high
performance standard and potentially to establish performance criteria for renomination for election to the board

-

Collective: group evaluation of group performance, to ensure high performance
standards.

There are three methods of evaluation put forward in the system of governance
-

Self-evaluation

-

360 degree feedback

-

Group discussion.

The self-evaluation approach is the most common. This invariably involves a questionnaire
that asks an individual to rate their competence and performance against a range of criteria.
This is usually a numerical rating. It generates a picture of an individual’s view of himself or
herself that can be helpful for the individual in planning their development. These outputs
can also be collated and analysed to show average, high and low scores across a board,
offering useful insights into the confidence and capability of the board as a whole. A board
might take comfort if, for example, members of the board have assessed themselves as
having a relatively high average score for financial understanding, but if the average was
low, and / or only one or two individuals has self-assessed as high, this might give cause for
concern.
This method can be extended to evaluate board performance as a whole, i.e. the
questionnaire asks an individual to score the board’s performance on a range of measures.
This offers board members a framework for providing feedback to their colleagues as a
group on how they believe the board is performing. By looking at average, high and low
scores, it is possible to see where there is relative consensus or a broad range of views. An
example template tool for an evaluation is attached to this document (Appendices XIII-XVI).
NB It is important that if individual scores are collated, anonymity is preserved where
possible, in order that people feel confident they can be honest and objective.
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360 degree evaluation takes these questionnaire-based assessments a step further – it asks
individuals to score other individuals. This can be done broadly, i.e. everyone to everyone, or
more focused, e.g. just for the key office-holders. For practical purposes, it is sensible to
have a reduced and targeted question set, relative to the self-evaluation.
In organisations, 360 degree processes involve gaining feedback from people above and
below and individual in the managerial hierarchy, as well as peers. For credit union board
members, this might translate as soliciting the views of staff members and volunteers: either
all of them, to get a sense of the visibility of the board and a wider perspective on
perceptions, or for more specific observations simply those who have regular contact with
the board.
The advantage of a 360 degree process is that it provides an alternative perspective. For
example, a highly self-critical chair lacking in confidence might score his or her performance
quite low, but find it valuable to discover that the other board members are more positive.
Commenting on the performance of others is much more challenging than self-appraisal.
Boards should be seeking an environment where there is sufficient honesty, openness and
trust that constructive feedback is an accepted and constant feature of board interactions.
This is difficult to achieve, however. Even in such a context, the systematic structuring of
questionnaires can enable a consistency of investigation and feedback that is hard to create
in an ad hoc way. It also provides a way of reporting and capturing feedback that stands up
to external scrutiny, e.g. by the regulators.
In any event, for a 360 degree evaluation to be effective there needs to be a level of trust
already in place at the board so that feedback can be given and received constructively.
Some boards choose to use an external facilitator to act as an independent collator of the
data and deliverer of feedback. External facilitators are discussed further below.
The direct feedback generated here must be handled carefully. One way of doing this is for
one member of the board, perhaps a vice chair, taking responsibility for soliciting views on
performance of these roles from all directors (this still needs to be systematic), then feeding
back through a one-to-one meeting with the individuals concerned.
Some transparency is required however, to ensure directors feel their views have been
heard: a short report to the board outlining agreed key development points is one option.
Clearly, if the exercise reveals a breakdown of trust or relations between directors and these
role-holders, the person holding that information will need to make decisions on how to
address this.
Group evaluation involves direct, face-to-face discussion, whether through dedicated time at
a board meeting or a separate workshop. It will tend to demand external facilitation to be
effective. It is recommended that this form of evaluation takes place as a follow-up to the
questionnaire-based evaluations, so that discussion can focus on data, rather than get
caught in observations from individuals that are contested.
Evaluation delivery
These tools can be used by boards themselves. There are advantages, however, in using an
external facilitator, in particular for 360 degree feedback and group discussion, as noted
above. These advantages include:
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-

Professionals can be experts in discerning messages that might not clear from the
base data and they may observe more effectively body language and other nonverbal or questionnaire-based cues.

-

They are independent, and therefore can deliver with less complication messages
that directors might be uncomfortable to give or receive.

-

They will bring fewer pre-conceptions to analysis of data and of discussion.

-

With less of a stake in relationship-building and management with directors, they
should be fully focused on keeping discussion on track for action-orientated
outcomes.

The final outcome of an evaluation process should be a board report summarising the
strengths and weaknesses of the board, and making recommendations regarding some or
all of the following, as appropriate:
-

Collective development and training

-

The appointment of new directors

-

The resignation of directors from the board or specific roles.

Individual directors should primarily focus on addressing their performance to address
feedback, but should also look to update their personal development plan as necessary.
Stakeholders in evaluation
There is a wide range of internal and external parties with a direct interest in the evaluation,
beyond the individual directors and boards themselves:
-

Regulators will wish to see evidence that boards are ensuring their fitness to undertake
their responsibilities

-

The Nominating Committee needs to be aware of skills gaps, or impending vacancies

-

The Audit Committee, or other internal audit function, will want to see assessment and
improvement in board processes, in particular risk management

-

Members should be encouraged that directors and boards are not complacent and are
seeking to improve their performance in members’ interests.

Whatever the approach, an important prior step is a collective discussion regarding
expectations and standards. It is inevitable that individuals will have different views on what
‘good’ looks like, and this will put at risk the value of subsequently sharing the outcomes of
an evaluation exercise. For example, a wide variation of scores on financial awareness may
be due to some people’s perception that ‘adequate’ means a professional financial
qualification, compared with others seeing this as an understanding of board finance reports.
In this instance, it would be difficult to draw conclusions about the board’s overall position.
Boards embarking on an evaluation should therefore set aside some time to agree standards
and goals.
When to undertake an evaluation
The evaluation process should be situated within the credit union’s governance system and
should be done on at least an annual basis. There is no external requirement on credit
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unions for the timing of an evaluation, but the following factors might be taken into
consideration:
-

It could be unhelpful to undertake a survey immediately after an AGM, when there
are likely to be new directors who are still learning their roles and building
relationships with colleagues

-

It is important that there is sufficient time to respond to the results of the exercise
prior to an AGM if new skills, for example, are required on the board. This suggests
an evaluation is best undertaken between June and November in any given year.

An alternative approach is to undertake a more frequent but less intense assessment, e.g.
quarterly.
Toolkit materials
Sample evaluation materials have been developed and are included in the appendices (one
is designed for an annual appraisal, and is accordingly extensive; the other is based on a
more frequent assessment so is simpler):
-

A spreadsheet template for an annual self-assessment, comprising a board
performance evaluation, a director (i.e. self) performance evaluation and a training
needs assessment

-

A Word document template and sample online survey for a quarterly assessment.

11.3 Board and director training and development
During the strategic governance research, credit union directors recognised the importance
of individual director and collective board education and training, but they said that they often
experienced barriers to implementing effective educational and training programmes. Two
problems to doing this were mentioned.
First, and perhaps the most important, directors often felt that high-level and quality director
and board training was not always available within the credit union sector. Training on offer
was often of a generic nature, and did not always address the development of skills and
knowledge in governance relevant to advancing the credit union’s business model and
strategic plan and to controlling its risks. As credit unions expand, there is a need for new
and more rigorous and higher-level approaches to the development of training opportunities
on offer for boards and board members.
Secondly, directors noted that most skilled professional directors are busy people and
consider that they do not always have the time to undertake training. Educational and
training programmes would have to be regarded as a significant contribution to their
knowledge and skill base for them to make time to attend.
However, if evidence of ongoing education and training were made a regulatory requirement,
or even a requirement of continuing board membership, the approach to education and
training would undoubtedly change. This is supported by Chen et al (2010):
“One way to encourage better governance is to demand individual improvement. Surveyed
directors who ranked their boards in the top decile of governance performance all had formal
continuing- education policies, while those in the lowest decile rarely did”.
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12 Director recruitment, nomination and election
12.1 A strategic approach to director recruitment and succession planning
A well-functioning and competent board of directors is critical to credit union success, and its
strength must be planned, developed and managed. Central to board planning has to be a
consideration of the recruitment of new directors and of the succession of those currently
serving. If recruitment and succession is left to ad hoc opportunity, chance or even to the
social and business connections of existing directors, boards are in danger of failing to
ensure that they possess the required range of skills and competences to oversee the credit
union in the interests of the membership.
There are eleven key elements, all of which, it is argued, have to be in place to ensure a
coherent, integrated and strategic approach to director recruitment and succession planning.
Some elements credit unions will have in place already, others may need to be developed
and yet others will necessitate a modification to the rules.
The eleven elements of a recruitment and succession planning strategy are:
1.
Definition of the purpose of the board of directors, including a statement on the roles
and responsibilities of directors and a director job description.
2.

Definition of the size and the composition of the board.

3.

Identification of the skills and competences required of directors.

4.

Identification of the specific competencies required to fulfil particular roles.

5.

A system of director and board evaluation.

6.

The introduction of term limits.

7.

The effective use of a nomination committee.

8.

An agreed approach to co-options, observer and independent advisor participation.

9.

A recruitment and succession action plan

10.

Transparent and clear election procedures.

11.

A system of induction of observers, co-optees and elected board members.

12.2 The nomination or search committee
The current ABCUL rules (ABCUL 2012) state that the board of directors may appoint a
nominating committee to manage the process of finding and recommending people for
election.
“101. The Board of Directors may appoint a nominating committee of not less than 3
Members of the Credit Union. The nominating committee shall ascertain the number of vacant
Officer posts requiring candidates and ensure that there is at least one suitable candidate to
recommend to the annual general meeting for each vacancy. In making their recommendation,
the nominating committee shall ascertain that the nominee is ‘fit and proper’ to become an
Approved Person. The nominating committee shall adhere to any policy established by the
Board of Directors in relation to the suitability of candidates. The nominating committee shall
also be responsible for identifying and recommending potential co-options to the Board of
Directors to fill any vacancies. The Board may delegate powers to the nominating committee
to manage applications for Approved Person status”.
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(Note on Approved Persons: The Senior Managers Regime (SMR) introduced in 2016 has
updated the definition of ‘fit and proper’ and Approved Persons concepts for credit union
board directors and senior managers such as the CEO. It is outside the scope of this report
to describe the requirements of credit unions under SMR, but credit unions must ensure they
take SMR into account when recruiting to the board and allocating responsibilities. There is a
short discussion of allocation of responsibilities in Appendix XVII.)
Within the system of governance, the nominations committee is regarded as an integral
element of good governance and it is recommended that every credit union establishes an
active nominations committee. The nominations committee is not just charged with finding
people to fill gaps on the board, but rather it is appointed by the board to ensure that the
board is ultimately fit for purpose through a rigorous process of director candidate
identification and assessment.
The role of the nominations committee is to ensure that only skilled and competent people
are put forward for election or re-election. Assessment of competence must be undertaken
through a process of evaluation against the set criteria of essential and desirable
competencies as determined by the board.
The nominations committee must act in an impartial and objective manner, and must be
assured as such by the board. To this end, best practice would indicate that the chair of the
nominations committee should not be the chair of the board, nor should the committee
include directors whose positions are up for re-election at the next AGM. The remit of the
nominations committee and its constitution must be decided by the board and documented
and its membership reviewed by the board each year. In some credit unions, the
nominations committee is appointed at a set period in advance of the AGM and disbanded
afterwards. However, it is suggested that the better practice is to keep the committee as a
standing committee of the board in order to develop and oversee a recruitment and
succession strategy over the longer term.
The nominations committee is a crucial part of the governance process and it is significant to
note that it is now required by law in Ireland.

12.3 Election by the members at a general meeting
In some credit unions, as illustrated in the 2012 ABCUL model rules, it remains possible for
candidates to be put forward for election at an AGM without going through a nominations
and assessment process. This is detailed in the following rule:
“100. If, after all of the nominations have been received, there are outstanding vacancies, the
chairperson of the meeting may call for further nominations from the floor. Such nominations,
if duly seconded and if the nominee is present and provides their consent, shall be in order”.

In the system of governance, it is recommended that this rule be changed and nominations
from the floor of the AGM no longer be accepted. To do so leaves a credit union vulnerable
to people without the requisite skills and competencies being elected to the board.
However, it could be objected that the removal of the possibility of nominations from the floor
could leave the credit union equally vulnerable to a too powerful nominations committee
which, if acting in collaboration with the board, could institute a self-perpetuating clique on
the board.
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12.4 Nomination by petition
To counter this danger, it is recommended that British credit unions adopt a system utilised
by Federal credit unions in the US. In this system, nominations for vacancies may also be
made by petition directly from the members.
The petition needs to be filed with the credit union at least 90 days before the general
meeting and signed by at least one per cent of the members, with a minimum of 20 and a
maximum of 500. For example, in a 14,500 member credit union, a petition would have to be
signed by 145 members before the nomination could be presented to the AGM for election.
Nominations by petition do not have to be agreed by the nominations committee or the board
to be moved for election at the AGM.

12.5 The issue of term limits
Increasingly credit unions are considering the advantages of term limits for the positions of
directors and chairs of the credit union.
Traditionally credit union directors serve a three year term of office and then present
themselves for re-election. This process can continue indefinitely with the result that often
boards are comprised of many of the same people over many years. In some cases,
directors are re-elected continually and serve 20 or 30 years in the same credit union.
The same process can take place with the chairs of the board who, with continual reelection, can serve many years in the same position.
This practice can bring benefits of continuity, but some credit unions are concluding that it
has more disadvantages than advantages. It can lead to self-perpetuating boards becoming
fossilised in time and can result in a lack of drive and commitment to seek out new
competent and imaginative people to serve on the board.
At least one credit union that participated in the governance programme has introduced a
director term limit of two periods of six years. After that period, the director must leave the
board and is not eligible for re-election. Another large credit union has introduced the same
system but allows directors to present for re-election after a two year period of absence. In
some jurisdictions, director term limits have been introduced by legislation. In Ireland, by law,
from March 2014, a person may not be appointed or elected to the board of directors if they
have served more than 12 years out of 15 years in aggregate either as a member of the
board of directors or the supervisory committee.
The introduction of term limits can have a significant impact on recruitment and succession
strategies, as boards have to plan in the clear knowledge that the current board cannot carry
on indefinitely into the future.
The objection that term limits could result in the loss of directors with important skill sets
could be countered by credit unions introducing term limit waivers. Normally this would mean
that a majority of the board in secret ballot, perhaps with a two thirds majority, could extend
an individual’s period of office for a further term. However, indefinite extensions would
possibly lead to the same kind of problems term limits were designed to solve.
The system of governance would expect boards to consider term limits for directors and for
the chair of the board. Where they have been introduced, credit unions report a positive
impact on director recruitment, retention and engagement.
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12.6 Co-options and observer participation in board meetings
It is recommended that candidates for co-option to the board when a vacancy arises prior to
an AGM be subject to the same assessment process by the nominations committee as
candidates proposed directly to the AGM. The nominations committee must review all
potential co-optees to the board against agreed competency criteria.
However, in the system of governance, it is not envisaged that many people will be
presented for election to the AGM without some prior experience of the credit union board
operations.
It is recommended that a new position of board observer be created. Such position(s) would
be held by individuals with the requisite competency and skill, as evaluated by the
nominations committee, and they would be invited to attend and participate in board
meetings for a year or so in advance of their possible nomination for election to the board.
Since these observers would not have the legal status of director, they would not be able to
make motions or vote at meetings, but they would be welcome to participate in board
discussions.
Such participation would ensure that the potential candidates to the board are fully aware of
what is involved before they submit themselves for election. It also gives the board an
opportunity to get to know new candidates in advance of nominating them.
It is recommended that the position of board observer becomes part of the standard preinduction process onto the board prior to election. Such board observers would need to sign
the confidentiality agreement as standard for all directors.

12.7 Recruitment and succession action planning
It is recommended that the nominations committee has the responsibility of the development
of a recruitment and succession action plan. The committee is in control of the assessment
of applicants, but those applicants must be found and encouraged to apply for election in the
first place.
The action plan would address such issues as making information on directorships available
through social and community networks, advertising and seeking out contacts who could be
personally approached to consider joining the board. It may involve giving presentations at
particular events or ensuring articles on volunteering as a credit union director appear in
local publications. It may involve liaising with other companies and associations, such as
banks, building societies, social housing providers and community and voluntary
organisations.
Applications should be encouraged directly from the membership, and all members should
know that they can put forward people for nomination and election, even though all
applications have to be assessed by the nominations committee against standard criteria.
Of particular importance in the recruitment action plan are issues concerning equality. The
action plan will need to address issues such age, gender and race among director
representation on the board. The aim is that board composition should reflect the nature of
the communities the credit union serves. The action plan will also have to address any
decisions by the membership in the AGM in regard to corporate member directorships or on
seeking directors from particular areas or sections of the membership.

124

12.8 Transparent and clear nomination and election procedures
Transparency and clarity in nomination and election procedures is critical to good
governance. It is the responsibility of the board to set out, agree and publish the processes
and procedures for nomination and election.
It is recommended that all credit union websites have a page on the board of directors’
nomination and election process.
This page would detail how credit union members are able to nominate and vote on
candidates to the board. It will give information on current vacancies and how to go about
making application, including timelines. On the website should be available the statement on
director roles and responsibilities, the director job description, a statement of the skills and
competencies required (this can take the form of a person specification)34 and an application
form. The application form could be replaced by requesting a statement of experience and
qualifications..
The role of the nominations committee should be clearly stated and it be made clear that no
nominations for election can go forward without the direct support of the nominations
committee. A nomination to the board and then to the AGM must be accompanied by a
signed letter from the nominee stating that he or she is agreeable to the nomination
The process for nominations by petition should also be clearly stated. It could be stressed
that this would be regarded as an exceptional route to nomination.

12.9 Induction of co-optees, elected board members, observers and
independent advisors
Good governance entails an effective system of induction for all co-optees, elected board
members, board observers and independent advisors on board committees. Each board
would need to decide its own system of induction but it would normally involve furnishing
new people with a standard set of documents, arranging one-to-one induction meetings with
the chair, CEO and any other directors or officers deemed appropriate and the offer of a
training programme in various aspects of credit union governance.
Ongoing training and education for directors cannot be addressed fully in this report, but
access to quality training in governance must be seen as essential to the effective induction
of new directors and the continuous improvement of those already on the board.

34

A job specification is a detailed description of the director role, including all responsibilities and
requirements. A person specification is a profile of a suitable candidate to become a director,
including skills, experience, and personality type.
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13 CEO recruitment and professional development
13.1 The process of recruitment and selection
Growth-orientated, expanding credit unions will usually have an identified Chief Executive
Officer (CEO) or senior manager. In the governance system, the term CEO is used to
characterise the senior staff member who has the delegated authority of the board for
running the credit union’s business. The term CEO is used because it has strategic and
substantive connotations that are lacking in the term “manager”. It therefore better describes
this key role.
The CEO is accountable to the board for the overall management of the credit union, for the
implementation of its strategic plan and for achieving its strategic objectives as set by the
board. To do this, the board delegates executive authority to the CEO who, in turn, redelegates authority and responsibility for aspects of the business to other senior managers
and staff members.
The CEO role is therefore critical to the success of the credit union, and it is the
responsibility of the board to define the role of the CEO, appoint an individual to that
position, manage their performance and ensure that a succession plan is in place for their
eventual retirement or other departure (whether at the instigation of the board or otherwise).
The role and responsibilities of the CEO, and the relationship of the CEO to the board, are
outlined elsewhere in this report. This section considers the board’s responsibilities in
recruitment and performance management of the CEO, and succession planning including
contract termination. It seeks to cover issues from a board perspective, not in relation to
operational management procedures.
Boards should if at all possible take professional advice through an appointment process.
This might be from lawyers with employment law expertise or HR professionals. Professional
advice refers to either of these routes.
Expectations and job description
“Hiring a hardworking, experienced CEO who shares the credit union’s values and then
rigorously monitoring that person’s performance is the board’s most important role. It’s not the
only role, but it will cover a multitude of other sins.” (Hoel 2011b).

The first requirement for any appointment, which is only magnified in importance for the
CEO, is for clarity and agreement about what the post-holder is expected to achieve. The
board needs to ensure it has this as its first step on the recruitment process. The board
appoints a CEO to bring dynamism, passion and drive to a credit union and to develop its
vision and strategy.
There are standard expectations of a CEO, such as the business disciplines of strategy,
management and organisational development. Each credit union, however, will have
different emphases given its current situation and future strategy. For example, if the credit
union is expanding rapidly and taking on numbers of new staff, it may want someone with
considerable experience of building strong teams. If it is unclear about its future direction, it
may need extensive strategy or business development skills.
Credit union directors may sometimes assume that the CEO’s professional skills should be
complementary to those of the board, but this presumes that directors are undertaking
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management activities, which this governance system argues against. If directors are able to
provide support and guidance to the CEO from their own backgrounds, this can be useful
and helpful, but it is only to augment, not replace, the skills and accountability of the CEO.
Credit unions have the option of appointing the CEO as an executive director of the board.
This is now a matter of choice and some credit unions have adopted the practice, the
majority however retaining the traditional practice of the CEO not being a director. The
governance system applies whether or not the CEO is an executive director but the role
description must be clear as to whether this is a board expectation. A CEO executive
director job description carries additional accountabilities and demands additional features
through the selection process.
An example job description for a CEO is attached in the appendices. Some features sought
by directors and CEOs consulted in this research study are:
-

Leadership direction and purpose

-

Insight and creativity

-

A strong sense of credit union values and principles

-

An aptitude to work collaboratively

-

Good communication skills

-

The ability to think strategically and plan ahead

-

A commercial and entrepreneurial orientation

-

An understanding of the credit union business

-

Technical skill in financial and organisational analysis

-

Organisational and negotiating skills

-

An ability to delegate and to inspire commitment and enthusiasm among the staff

-

If relevant, the skills and experience to perform the role of board director.

The requirements of the credit union should be captured in a role description, and also
summarised in any advertisements.
Thinking about succession planning
Because of the key role of the CEO in effective governance, boards need to plan ahead for
how they will go about appointing a new CEO when that becomes necessary. Through its
chair, a board should stay in communication with the incumbent (if there is one) regarding
that individual’s plans and intentions, so that the board can start detailed recruitment
planning once they know the incumbent has decided to retire or move on to another job.
But whether a credit union is looking to hire its first CEO or is planning for an incumbent
CEO’s eventual departure, the basic process will be largely the same. In either case, a credit
union with professional staff should have a CEO succession plan that is reviewed and
updated annually or even sooner if the credit union's circumstances change materially. The
plan should include three components:
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Executive Development Plan
In general, successful organisations of all types aspire to recruit from within when it comes
time to appoint a new CEO. As a practical matter, of course, this simply may not be feasible
for a very small credit union. However, in a credit union large enough to have a second level
senior management team, it is wise for the board to assure itself that there is a training and
development process to prepare one or more of the management team as the CEO’s
potential successor. It is good practice to encourage the CEO to have a qualified successor
‘in the wings’ as this helps to assure continuity if the CEO retires or moves on to another job.
It also makes for a much less risky transition in the event of the CEO’s sudden death or
disability. (Of course, no commitments should be made to such an individual except as part
of a board-approved contractual succession process, under professional advice.)
Contingency Succession Plan
Secondly, the board should confidentially document a “contingency succession plan” that will
maintain business continuity in the event of the CEO’s sudden death or disability. This part
of the plan should be developed by the CEO together with the chair (and/or the board or a
board committee) to identify in advance the senior staff member (or possibly a director or
other individual) who can step in immediately to serve as interim CEO until the permanent
successor is chosen. Having this in place is an essential element of the credit union’s overall
disaster recovery and business continuity planning.
CEO selection process
Lastly, the plan should describe how a permanent successor CEO will be selected. Credit
unions may already have recruitment processes that can be adapted for the CEO
succession plan. However, because of the unique nature of this role, the CEO plan needs to
reflect careful consideration and documentation of the following:
-

A clear statement of the leadership needs of the credit union in the future, and how
this affects the existing job description. A key part of the annual review of the plan is
the board’s consideration of how the job description should be amended in light of
changed circumstances.

-

The minimum and desired qualifications and experience that will be required of the
new CEO, based on the foregoing.

-

The specific salary range to be advertised, along with the standard employment
benefits of the credit union (plus any that may be unique to the CEO.) As already
noted, this should be based on a periodic review of market conditions.

-

The degree, if any, to which the incumbent is involved in choosing a successor. Of
course, the actual choice of a successor is solely the board’s prerogative. However,
when the current CEO is retiring, for example, and the board considers the credit
union to be running on a smooth track, it may be highly desirable to closely involve
the departing CEO in every step of the process. On the other hand, the board may
choose to narrowly limit the departing CEO’s involvement if it concludes that the
credit union needs to transform itself under new and very different executive
leadership.

-

Whether or not an outside recruitment specialist should be retained to assist in the
process. It is beyond the scope of this report to discuss all the pros and cons of
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retaining such a resource. However, in general, the board should carefully consider
the advantages of having professional assistance with the practical steps involved in
the recruitment process (e.g. preparing legally compliant advertisements, seeking out
potential candidates the board would not otherwise know about, access to
benchmarking data on market salary ranges etc.) as well as the impartial perspective
that a recruitment professional can bring. While engaging such a consultant can
involve significant expenditure, its cost pales when compared to the cost of getting
the CEO choice wrong.
-

The details of the search and interview process will depend on the degree to which
an outside professional will be employed. If tasked with conducting the initial
interviews, the professional will presumably be expected to then pare down the
candidates to a short list. Those finalists should then be interviewed by a panel of
directors, which should include the chair, given the future working relationship, and it
might also include the recruitment professional, if there is one. Whether the panel
includes the current CEO is very much a case-by-case question, as already
discussed.

-

Since the CEO should be encouraged to develop an internal successor if practical,
there may be an identified, preferred internal candidate. In this instance, there should
still be a formal interview process – it ensures that the appointee starts from a
‘proven’ position, and it helps directors to test their expectations of the individual
against the job description and establish any areas for development. However, the
question of whether to precede that final interview with a competitive search and
interview process is very much a different matter. If there is only one fully qualified
internal candidate whom the board plans to hire in any event, conducting what might
later be characterised as a ‘sham’ search process could expose the credit union to
legal claims by unsuccessful candidates. If one of those unsuccessful candidates is
already a member of staff, the risk is even greater, and in any event, the new CEO
might then inherit an unhappy subordinate and all the problems that can entail. It may
also be difficult to retain qualified internal successor candidates if they believe they
will be given no more consideration than an outsider upon the CEO’s departure. If in
doubt on the relative risks involved, directors may wish to seek professional advice.

-

Finally, the selection panel should present its recommended candidate to the full
board for its approval of the final appointment decision.

13.2 CEO retention
Given the importance of the CEO role, it makes sense for a board to consider actively how to
retain an effective employee in post. Obviously, competitive factors affecting the
attractiveness of salary and other remuneration will be important to this. Beyond the cash
components, there are other actions that a board can take to incentivise a CEO and
strengthen their performance for the credit union, such as:
-

A structured training and development plan

-

A separate mentoring / coaching arrangement for the CEO

-

Effective and clear delegation and escalation of responsibilities, so that a CEO can
feel empowered to get on with the job
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-

Ensuring the critical role of the CEO in relation to the board is properly documented
and actually reflected in how the board operates

-

As more fully discussed in the next section, a robust performance management
system by which the CEO is given clear authority, objective measurement of
performance and progress toward goals, and on-going feedback and
encouragement.

13.3 CEO performance management
It is a truism for all organisations that providing employees with understanding, recognition
and appreciation for jobs well done are more important to retention than cash compensation
and benefits. In practice, this translates into the need for robust performance management
systems.
It is the CEO’s job to manage the performance of the rest of staff. Only the board, however,
can provide performance management to the CEO. However, from the CEOs and directors
consulted, it appears that this key element is deficient (and even missing entirely) in many
credit unions.
The board relies on a capable CEO to contribute to the vision, culture, strategy and direction
of the credit union, to provide accurate data and information on which the board can exercise
sound judgement and make informed decisions, to manage effectively the operations of the
credit union, and to ensure that the credit union achieves its objectives as agreed by the
board.
The CEO’s performance is measured ultimately by the performance of the credit union
against its strategic plan, within the constraints of board policy, legal compliance and ethical
practice. All other interests and contributions are secondary to the achievement of credit
union objectives. In monitoring these objectives, quantitative measures such as membership
and financial indicators can predominate. Important qualitative considerations need to be
included in the strategic plan and monitored accordingly. These measures might include
organisational culture and employee retention, support and training. To the extent that these
objectives are a part of the culture of the credit union, they may be embedded in board policy
rather than plans. They would therefore still be a benchmark for performance.
If the board is clear about its performance expectations and objectives, is clear about CEO
accountability, authority and responsibility for delivering on those objectives and if monitoring
confirms that the CEO is achieving those objectives, the CEO is doing everything that is
required.
Whilst the objectives for the CEO are clear – assuming these are set out in the strategic plan
– effective performance management requires more than full board discussions of
performance against target. These discussions must necessarily be focused on collective
business issues, whereas there need to be occasions for specific focus on the CEO’s
personal contribution and impact, expressed through business performance.
Some credit unions will have performance management systems. Where possible the
approach to the CEO should be consistent, but should in any event as a minimum include:
-

An annual training and development plan, agreed with the chair (or another
nominated director) that aims to support the CEO’s ability to deliver the objectives
through the year.
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-

Quarterly reviews with the chair to consider the CEO’s personal impact on the credit
union. The chair is well advised to seek informal input from the other directors before
each review session.

-

At least at the full year, these meetings should be formal appraisals, with one or two
directors additionally in attendance, using an agreed performance assessment
format. The results should be documented in writing and reported to the board, along
with any accompanying actions.

There are various formats for documenting the formal appraisals. The board should consider
utilising a form that documents the CEO’s performance in the following areas:
-

Objective measurement of performance against board-approved metrics, as reflected
in the scorecard and other documentation of performance against goals.

-

Measurement of the CEO’s performance of any individual goals that have been
assigned by the board (e.g. completion of the CEO’s personal development plan,
progress on projects specifically assigned to the CEO, such as exploring merger
possibilities, etc.)

-

The CEO’s compliance with board policy and legal requirements (primarily included
for purposes of documenting when this has not happened).

-

Inevitably, subjective feedback on how the board assesses the CEO (e.g. how well
the CEO has kept the board informed, how effective the CEO has been in providing
strategic leadership or in building the staff team, and so on). Evidence for some or all
of this could be elicited through the board evaluation process outlined in section 11.2.

-

Lastly, if applicable, a listing of any specific steps (or outcomes) the CEO is expected
to take (or achieve) as a result of the foregoing.

Whilst the CEO’s objective performance against strategic plan and other board-prescribed
goals should be of greatest importance, the unique role of the CEO requires that the CEO
also enjoys the board’s confidence and trust. To the extent the board is satisfied on any of
these counts, the CEO should receive the positive re-enforcement that comes from
recognition and appreciation.
However, if the board is unsatisfied on any of these counts, it is equally essential that the
nature and reasons for that dissatisfaction be communicated to the CEO as clearly and
unambiguously as possible.

13.4 The CEO contract of employment
An appropriate employment contract is an important arrangement. The board should prepare
this with professional legal advice and assistance: the details of how a CEO’s contract might
be framed are beyond the scope of this report. However, a few general observations on
establishing and terminating the CEO’s employment contract may be helpful.
The skills and experience to be recruited through the CEO may vary, depending on the
stage of the credit union's development. Boards may want to consider offering a fixed term
contract aligned to the strategic plan, such as a term of three years, for example. This gives
a clear timeframe to plan for change, if required.
Given the pivotal role of the CEO, it is vital that boards retain flexibility within the contract of
employment to terminate the CEO’s employment when the CEO no longer enjoys the
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board’s full trust and confidence. This may not be to do with competence or integrity, but
could be a profound difference of view on the future direction of the credit union. If the
relationship between the directors and CEO breaks down irretrievably, it will be impossible
for the CEO to perform the role effectively. This may occur even if the business plan
objectives are being generally delivered.
In these circumstances, it is important that there is the possibility of an adult, ‘no fault
divorce’ between the parties. A suitable clause within the employment contract should be
included. This will also need to address terms for appropriate compensation for loss of office.
Boards should take professional advice in drawing up the employment contract with the
CEO, and include this requirement.
This type of ‘employment at will’ contract is standard practice in other industries, both private
sector and community-based, and it is particularly common in financial services companies.
It recognises the unique role of the CEO, and is intended to avoid damaging and prolonged
legal disputes. Without the ability to end the employment relationship on such a ‘no fault’
basis, the credit union is exposed to considerable financial and reputational risk when the
board concludes that it must replace an incumbent CEO in whom directors no longer have
confidence.
In the long run, a one-off payment is likely to be far less expensive and disruptive than the
litigation that often results because the terminated CEO is seeking reasonably to protect her
/ his reputation and the board is seeking, also reasonably, to employ a new CEO who will
have their trust and confidence.
This kind of individual contractual arrangement may well mean that the CEO is not employed
on the terms and conditions that are standard for other staff, and this can be uncomfortable
for credit unions (and sometimes CEOs). The CEO role, however, is different from other jobs
in the credit union and this approach reflects that reality.

13.5 Considering remuneration
The board also needs to consider what it is prepared to pay for the role. It is important that
boards do not assume that the remuneration for a new CEO is simply the same as the last
post-holder, especially if the dimensions of the role or the credit union are changing.
Boards should endeavour to understand the market for the skills they are seeking to appoint:
if similar jobs attract higher pay in other places, it will be hard to incentivise candidates from
other organisations to leave or talent from within the credit union to stay, even bearing in
mind the advantages a credit union may have in terms of its values and culture.
If a board feels it does not have the budget to offer ‘the going rate’, it should look very hard
at its other spending priorities and identify where enough savings can be achieved so that
the credit union can afford the CEO it needs. The ‘cost’ of getting the CEO appointment
wrong can make it the most expensive decision a board is likely ever to make.
CEO remuneration in other sectors has received significant public attention in recent years,
notably in banks but also in charities, for example. While taking a realistic commercial
approach to acquiring the right resource for their credit union, boards should have regard to
co-operative values and principles. In considering the best approach to CEO remuneration,
boards may wish to consider agreeing a remuneration policy that sets out the principles for
all staff. This might include a statement on restrictions on pay differentials between highest
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and lowest paid staff (and possibly also on the ‘living’ or minimum wage) so that there is
transparency for staff and members. In a small organisation like most credit unions,
significant pay disparities are likely, but they can be divisive and have a negative impact on
overall staff effectiveness if there is not clarity and a belief in fairness

13.6 CEO training and professional development
It is important that the board, through the chair or other nominated director, agrees an
annual training and development plan that aims to support the CEO’s ability to deliver the
objectives through the year.
The CEO needs to be given space and time to develop his or her own skills and
competences in the interests of the credit union as a whole.

13.7 Handing conflict between the board and CEO
Rarely, a board may discover that the CEO has so egregiously violated a policy or legal
requirement that immediate disciplinary steps, including termination, must be taken.
But in the far more common case where a CEO is simply not performing, it is critical as an
ethical as well as a legal matter that the board’s decision to terminate the CEO comes as no
surprise to the CEO. Long before things reach that point, the CEO must be given a clear
understanding of where performance is viewed by the board as unacceptable and what must
be done to correct the deficiency. That is why the formal assessment process described in
the previous section is so essential.
Accordingly, good practice in recruiting, managing and retaining a CEO must be combined
with good practice in planning and preparing for the possibility of involuntary termination of
the CEO’s employment.
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14 Accountability to the membership
A central principle of the credit union system of strategic governance is that the board is
primarily and ultimately accountable to the members of the credit union; who are both the
members and customers of credit unions. It is the members as owners of the credit union
who elect the board in general meeting and who have democratic authority over the rules
and the purpose of the credit union.
Boards therefore are accountable to members as owners and as customers. The two are
distinct realities and it is important to ensure both realities are clear in the context of board
accountability.
In relation to ownership, the board is accountable to the members for the safety, soundness
and long term stable development of the credit union as a co-operative financial institution.
In relation to custom, a board is accountable to its members for the quality of service they
receive, which includes the dividend or interest on savings and the availability of suitable
products.

14.1 Accountability to members as customers
Board accountability to the members is more tangible in relation to them as customers than
as owners, as the board must ensure that the credit union gives its members at least as
good as deal on financial services as they would find in private sector businesses. It is
accountable for the credit union offering real benefits and added value to members and
contributing to their financial resilience and stability.
Board accountability to members as customers, therefore, is more complex and challenging
than the straightforward accountability to shareholders in a public limited company (PLC),
set as it is by the dividend and share price, both of which are equal for all. In a credit union,
there are so many ways of returning value to members that there is always the possibility
that some members will be more advantaged than others. A simple example is the pricing of
loans compared with savings and / or dividend – do borrowers get a better deal than savers?
The real challenge for board members is to weigh up the competing wants and needs of the
members and to achieve a balance that is equitable to all. The board is accountable to the
members as customers for the policy guidance and decision making authority it gives to the
CEO and management on the design of an equitable suite of products and services for the
membership as a whole.

14.2 Accountability to members as owners
It is the members as owners who appoint the board at the AGM, and to whom the board is
directly accountable by credit union constitution and legislation. Whilst the board in turn
delegates management authority to the CEO, the board is accountable first and foremost to
the members who elected it in the first place.
There are common challenges to the reality of this accountability, however. Frequent issues,
often in combination, include:


Members’ understanding of their status and rights as owners of the credit union is
very weak.
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Treating members solely as customers, and referring to them as such, dilutes the
awareness and reality of ownership within staff and membership.
 The level of active democratic participation in the form of voting on important issues
is very low.
 Information to members as owners of the credit union is limited to reports furnished
once a year at the AGM, so members have no sense of performance in between
AGMs.
 Challenges to the value or authority of the AGM, such as
- Attendance is very low as a proportion of the membership, reducing the moral
authority of the AGM and potentially the representative nature of the
attendees in relation to the full membership.
- Little or no scrutiny of the board by the membership present at the meeting,
and questions that do arise often concern customer issues rather than
ownership concerns.
- Attendees nod through appointments to the board. Contested elections are
rare.
A credit union’s democratic control structure can either create or reduce risk depending on
the degree to which the members take an active interest in the safety, stability and
sustainability of the credit union as owners.
Engagement with members as owners can create goodwill, contributing to a stronger
member bond and a more resilient credit union. This is at the root of the credit union (cooperative) advantage: the customers are also the owners. In contrast to private companies,
in co-ops there is no inherent conflict of interest between owners and members because
they are the same.
If the member-owners are not effectively engaged, however, risks can emerge. These can
include:


A conflict of interest between owner members and the volunteers / staff, where –
notwithstanding the best intentions of the latter – the credit union’s approach can be
focused on volunteer / staff needs



The challenge of treating members 'equally'. The benefits of ownership can come
back to members in many different forms, such as lower cost loans, higher rates on
savings, low or no transaction charges. Boards must provide guidance to
management on how to balance the benefits out, so they are fair and in some way
equal, and owner member engagement – ideally, active endorsement – on this
approach is important.

How can boards of directors be truly accountable to their member-owners and how can that
accountability be prevented from degenerating into tokenism or basic compliance with legal
or regulatory requirements?
If directors are to be accountable to members, they will first have to build awareness among
the staff team and the membership as a whole that members are owners as well as
customers. The strategic governance research suggests that the majority of credit unions do
not have a member engagement strategy. This requires action on three key dimensions:
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1. Information, transparency and disclosure – sufficient volume and relevancy of
information to ensure members are both informed about their organisation and
engaged and stimulated
2. Meaningful democracy – the role of the AGM, and action outside the AGM
3. Communication and participation – different from the ‘member as customer’
communications.

14.3 Information, transparency and disclosure
Introducing membership
Many people join credit unions primarily, or even solely, to gain access to a loan
arrangement. Relatively few are attracted primarily by the co-operative ownership structure.
All new members, however, must have their rights and responsibilities explained to them,
together with the governance structure of the organisation they now co-own.
This explanation is most effectively done verbally by a member of staff or a volunteer, so that
any questions can be answered. Relying on the provision of written information carries a
significant risk that it is never read. In addition to a conversation at the point of applications,
some organisations make “welcome calls” to new members shortly after they join, to ensure
that all materials have arrived, that any funds have been transferred and standing orders set
up (this has the additional benefit of testing that contact details are correct).
In most credit unions, membership is introduced during the membership application process
or immediately after. The discussion will usually focus on the rights of membership
(ownership, voting, AGM). Only a small number of credit unions routinely mention
responsibilities (to the credit union and other members).
In some credit unions, however, this introduction cannot be verified, notably because:



For online membership applications, whether the applicant has read the membership
details is unknown
In order to offer a quick, convenient and efficient service, some of these
conversations are no longer had.

Credit unions should give consideration to how these issues can be overcome, for example
by requiring a brief summary of membership rights and responsibilities to be read as part of
an online process (like T&Cs).
One opportunity that does not appear to be utilised in British credit unions, but it offered by
other co-operatives and credit unions overseas, is a meeting specifically for new members.
This is a chance for the credit union to introduce itself in more detail to members, to put a
‘face’ to the organisation and explain the role of membership. It is also – just as valuably –
an opportunity to build community and social links between members, increasing the real
sense of a ‘common bond’.
Information and disclosure
Members-owners cannot engage in contributing to the credit union unless they have the
relevant information at their disposal. Disclosure includes making available for the
membership as a minimum:


The rules of the credit union
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A fully documented annual report including audited accounts



A management discussion and analysis report on the credit union’s financial and
operating results



Background information on directors and their qualifications and experience



Attendance records of directors at board meetings.

In very large credit unions, the salary of the CEO and other senior managers may also be
disclosed35.
These are the basic components that enable member owners to interrogate effectively the
performance of their credit union, primarily through the AGM. Questions that should be
answerable from these materials that are of direct relevance to members in this context are:


What is the dividend policy?



What is the approach to pricing of loans and savings products?



What is the high level plan for the credit union?



Do I think these directors are taking things in the right direction and in the right way?

Members need to be able to answer these questions, and others, to feel they have a
measure of control and influence. One means to achieve this, is to publish a summary of the
strategic plan for discussion at the AGM. In this way, the members are given an opportunity
to see how their credit union is being directed for the future.
Disclosure should be in place throughout the year, and not just at AGM time. In the world of
public companies, quarterly results are demanded for investors. This is not necessary for a
credit union, but a half yearly update at the least is appropriate, indicating performance
against plan and any relevant key decisions that have occurred or may be imminent.

14.4 Meaningful democracy
Boards should consider the opportunities for members to be directly consulted on significant
decisions. The AGM is the most obvious opportunity, but need not be the only means to do
this.
Effective Annual General Meetings
As outlined above, members attending AGMs should have access to relevant information,
likely to include the items identified above. Most credit unions provide the annual report and
accounts, some commentary on the credit union’s performance and information about the
directors. A minority provide the business plan, while some make a presentation. The salary
of the CEO is disclosed very rarely.
In addition to approving the accounts and the dividend, and electing the directors, boards
should request from members:

35

In the UK, charities are required by accounting standards to report in their annual accounts the
number of employees whose total employee benefits (excluding employer pension costs) for the
reporting period fell within each band of £10,000 from £60,000 upwards. This might be a guide for
credit unions
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Endorsement for the strategic direction, including the vision and mission and the
strategic plan – this will require a summary of the strategic plan to be made available.
Note this would involve presenting the strategy, taking questions and noting points
raised in the AGM but not promising to make any immediate changes. Control of the
strategy remains with the elected board.



Approval for the dividend policy, i.e. the board’s plan for dividend payments in the
medium term – this will engage members with pricing, profitability and investment.

Beyond these areas, there are other business and organisations decisions that must involve
members at the AGM. Recent examples from credit unions of proposals put to members
include:





Changes to the common bond / field of membership
Changes to the rules
Changes to product policy, such as life insurance, price caps, dormant and
overdrawn accounts
Merger with another credit union (this can require a General Meeting vote, depending
on the direction of transfer of engagements).

Research suggested that there are very few contested director elections in credit unions
(Goth et al, 2006) so clearly engagement of members in this context remains a challenge.
Means of generating interest from suitable candidates for the board is discussed in Chapter
12 above.
AGMs for many credit unions are poorly attended. Given the centrality of the AGM to good
governance within a credit union, this requires prioritisation by the board. From research,
average attendance is between 25 and 100 people, of which several are paid staff. This
means considerably less than 5 per cent of the members are attending the AGM. There
must be attention paid to attracting members to the AGM, and potential actions are
discussed below.
But credit unions must also recognise there are likely to be significant limitations: citizens in
contemporary society are much less inclined to attend meetings (as evidenced by political
parties and other institutions), and for credit unions with expanding geographies there will be
less willingness and capability to travel. There can also be biases in terms of the groups of
people who do turn out for AGMs, who may have different perspectives from the much larger
groups of members who do not – the well-known example here is that it is the dissatisfied
who are more motivated than the satisfied.
With this in mind, credit unions must explore alternatives, such as





Postal voting
Online or social media voting
Remote access facilitated by technology such as webcasting (there are also real time
voting mechanisms to run alongside, although these are more expensive)
Local consultation meetings in advance of AGMs.

The alternative voting mechanisms are particularly important to ensuring wider democratic
participation. In the USA, some credit unions use lottery or raffle competition entries as an
incentive to postal voting. Technology provides new ways of enabling people to join in, and
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the best solutions will come with the necessary technical safeguards to maintain integrity to
the process.
Good attendance at the AGM remains a positive aspiration, however, and actions need to be
planned to support this. Boards should give sufficient advance notice of the time, date and
venue, so attendance can be planned ahead, together with the documents for review.
‘Looking after’ members who give up their time is important – food and drink is a frequent
minimum provision, and credit unions sometimes offer external speakers and even an afterAGM party and disco. Crèche facilities may also be appropriate, to enable parents and
carers to attend.
Beyond the AGM
The board will be taking strategic and major policy decisions throughout the year. By seeking
approval, endorsement or feedback from members on some of these, boards enable
democratic participation beyond the AGM, reminding members of their ownership rights and
responsibilities. Issues might include whether to take on the engagements of another credit
union, or major investments in, for example, technology. Members might be asked for views,
or to approve a proposal.
Mechanisms for effecting such consultations include:




Paper communication
Email communication and online (including online voting facilities, as noted above)
Special / Extraordinary General Meetings.

These forms of consultation should not be over-used, however, as members can feel
bombarded by communications, and interest may diminish. The board has been elected to
take decisions on behalf of the members and must accept that responsibility – judging which
issues should be aired publicly. A policy should be drafted that sets out when and why the
board might choose to poll the members; this could be presented to the AGM for agreement.

14.5 Communication and participation
Most communication with members focuses on members as customers, including surveys
and feedback. This is, of course, necessary to ensure the credit union is providing the
products and services that the members want. It is vital that the fact of the members’
ownership role is communicated through this process – feedback from members on products
and services is not just ‘market research’, as it might be in a non-co-operative business, but
is soliciting the voice of the owners in determining the offer. Members need to know that this
voice is heard, both through how consultation is communicated and through the
demonstration of change as a result (the “you said, we did” model). This is a – perhaps the key benefit of membership.
Engaging members about responsibility for the ownership and direction of the business may
be less straightforward, but remains a necessary task, and should be made easier if the
practical benefits of membership as discussed above are clear. Regular communications
with members, such as newsletters and social media, should provide information and
updates on member-owner issues. These include:


Financial performance
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Issues and risks and proposed management
Governance, such as director opportunities / resignations / co-options.

Participation
The traditional forms of participation are through governance, e.g. AGMs and decisions, as
outlined above, and volunteering. How to maximise and manage volunteering, beyond the
directors, is outside the scope of strategic governance, but a member who volunteers is
more likely to exercise their governance rights and responsibilities.
The opportunities and benefits of volunteering can be regularly communicated to members.
Even with the increasing complexity of credit unions and the regulatory environment, there
will be many areas where voluntary support can be valuable to the credit union and
motivating for the member.
Another important opportunity to increase member participation is to foster community by
bringing members together. New member meetings are discussed in 14.3. Credit unions in
other countries have facilitated local forums, sometimes known as Member Relations
Committees, to provide a focus for engagement with members as owners and customers
(see Ketilson and Brown 2011).
These forums build links and connections within communities and promote member
engagement and participation. The forums are generally focused on the credit union, but in
other co-operatives the membership link is simply a means to bring people together for
another social or community purpose, such as to campaign on a community issue or
participate in a shared hobby or interest.
This reinforces the credit union’s role as an actor in its field of membership, and builds a
sense of tangible connection with the organisation among members. Boards should consider
the suitability of such forums within its approach to members.
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15 Internal audit and the supervisory committee36
In many credit unions in Britain and Ireland, there has been traditionally a second committee,
alongside the board, that is directly elected by the membership at the AGM. This is the
supervisory committee, often composed of three independent people, who are not
directors37, but have a role in the oversight of the organisation. The supervisory committee
has the power to suspend officers for breaches of legislation or credit union policies, it
monitors loans made to officers and employees, and it ensures that the credit union’s
internal audit function is carried out properly.
This set of responsibilities results in the supervisory committee being seen in terms of
oversight and monitoring of the credit union’s board and officers, with a particular focus on
the effectiveness of accounting systems and the accuracy of financial statements.
In fact in Ireland, the credit union act was amended, with effect from October 2013, to
formally replace the supervisory committee with a “board oversight committee”, whose
function is to assess, evaluate and report on whether the board has operated in accordance
with legislation and regulation38. Here, in this current Irish interpretation, the supervisory
committee is seen as being the eyes and ears of both the membership and the regulator and
as being tasked to monitor the performance of directors – not of officers - in controlling and
overseeing the running of the credit union.
In Britain, the tendency to regard the supervisory committee as a kind of watchdog
committee overseeing the board and the credit union goes back to the days when directors
were also staff and involved in managing day to day operations. In that situation, it was the
supervisory committee that was seen as providing independent oversight that was
accountable not to board but directly to the membership in annual and special general
meetings. This perception of oversight was strengthened by the fact that the supervisory
committee volunteers personally conducted the internal audit. They checked the accounts,
the passbooks and the minutes of meetings themselves.
There are, however, a number of potential difficulties that arise from regarding the
supervisory committee as a form of oversight committee.
First, it is the board that has the ultimate authority and accountability for the running of the
credit union. If there were a second body with the authority of oversight granted separately
by the membership and the regulator, this second body could not be subject or accountable
to the board. Thus the ultimate authority of the board would be by definition compromised.
The second issue arises from the first. A supervisory committee with the power to oversee
the board carries the risk of it meddling and interfering in the governance process. With a

36

Please note that this section was first written as a briefing paper in 2014 and refers to a previous
issue of CREDS. Note the approved persons’ regime has also been superseded.
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The UK regulator until recently confusingly referred to supervisory committee members as nonexecutive directors. This designation is suppressed in the regulatory regime from 2016.
38

Implementation of the New Governance and Prudential Requirements for Credit Unions Frequently
Asked Questions, Central Bank of Ireland. July 2014
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supervisory committee claiming to be the eyes and ears of the membership and even of the
regulator, the potential for confusion is considerable.
The role and responsibility of the supervisory committee within the future system of
governance in British credit unions is, therefore, questionable. When directors are no longer
involved in management operations, it is the board that clearly provides oversight of the
credit union in the name of, and as accountable to, the membership. Accordingly, it would
seem to follow that the supervisory committee must not compromise this fundamental and
central authority of the board.
It is argued, based on British regulation and credit union model rules, that any designation of
the supervisory committee as a board oversight committee is misplaced. It will be shown that
the role of the supervisory committee should be limited by its terms of reference, and that
those terms should be established by the board. The supervisory committee should have no
power or responsibility to act outside the authority delegated to it by the board. Instead, its
primary responsibility should be to ensure the proper conduct of the internal audit process,
as defined by the board, and to report on this to the board and to the membership in the
annual general meeting.

15.1 The supervisory committee in the ABCUL model rules
Not all credit unions in Britain traditionally had a supervisory committee. Credit unions
outside of ABCUL membership would have an internal audit committee of the board.
However, until recently, it was a condition of membership of ABCUL that credit unions had
supervisory committees. This reflected practice is most WOCCU-member leagues
worldwide.
In the ABCUL rules (ABCUL 2012) the supervisory committee is an independent committee
elected by and accountable to the membership, to which it must report at the Annual
General Meeting. To retain its independence, it may not include directors or employees.
The key areas of responsibility of the supervisory committee as outlined in the model rules
are detailed as:
-

The suspension of officers and members for breach of the law or credit union rules

-

The calling of special general meetings for any good reason not defined in the rules

-

The monitoring of loans to officers and employees

-

Ensuring that the internal audit is carried out in the credit union

In order to carry out these responsibilities, supervisory committee members are to be notified
of all meetings of the credit union, are entitled to attend such meetings (including board
meetings) and have access to the books of account and other records of the credit union.
However the definition of the key areas of responsibility is subject to the agreement of the
board of directors in the defined terms of reference of the supervisory committee.
129. The Credit Union shall have a supervisory committee. The Board of Directors and the
supervisory committee shall agree the Terms of Reference of the supervisory committee.

There is no suggestion in the ABCUL rules that the supervisory committee has an overriding
and independent power of oversight of the board. Instead, the supervisory committee can
only act within its terms of reference as agreed by the board of directors, and the board
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retains the power to dismiss the supervisory committee for any grave and sufficient reason
(Rule 133).
In other jurisdictions, the pre-eminence of the board is stressed by the fact that the
supervisory committee is appointed by the board and can only attend board meetings with
the permission of the board. This is the case in US Federal credit unions.39
It is significant that the model rules do not specify the exact terms of reference for a
supervisory committee or even the number of members of the committee or their terms of
office. This is left to each individual board of directors and supervisory committee to
determine and agree, ultimate authority however remaining with the board.
However, written terms of reference would typically need to outline40:
-

the composition of the committee ( the number of members and positions),

-

the nomination procedure

-

the skills and capabilities required of committee members

-

committee standards and evaluation (including attendance)

-

the terms of office including period of service

-

committee goals and responsibilities and areas for action, and

-

the maintenance of records and reporting requirements.

-

the scope, authority and responsibility of the internal audit function

This last item is included, even though only mentioned in a few lines in the model rules, as it
is the priority and most demanding area of responsibility of a supervisory committee to
ensure the proper conduct of the credit union’s internal audit function.
Traditionally, supervisory committee volunteers were tasked to carry out the internal audit
personally, but they do have the power in the rules to recommend to the Board that the
internal audit function be outsourced to a third party (although the decision to outsource is
the board’s and not the supervisory committee’s).
Nevertheless, terms of reference for the internal audit function need to be agreed whether
that function is carried out by the committee or outsourced to a third party. If outsourced, the
supervisory committee would normally liaise with the internal auditor, but this would have to
be agreed as noted in the rules. The parameters for these terms of reference are outlined in
CREDS41 as is discussed in the next section.
In the model rules, there is no mention of the role of the supervisory in relation to the
external audit, even though traditionally liaising with the external auditor may have been
expected of the supervisory committee. (In US Federal credit unions, managing the external
audit function is noted as a supervisory committee responsibility42). However, in practice in
British credit unions and on the basis that it is the directors alone who have the responsibility

39

NCUA (1999), Supervisory Committee Guide for Federal Credit Unions. Alexandria, VA

40

For further discussion of the terms of reference of the supervisory committee see Section 5 below

41

Bank of England, Prudential Regulation Authority, Credit Unions sourcebook(CREDS)

42

NCUA (1999), Supervisory Committee Guide for Federal Credit Unions. Alexandria, VA Section 4.08
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for receiving and signing the accounts, external auditors mostly relate directly to the board,
sometimes via a finance sub- committee. One large credit union in the Governance research
project noted that its external auditors act independently of the internal audit and, in fact,
place no independent reliance on internal audit reports.
It is important to note that in the ABCUL model rules there is no role for the supervisory
committee in setting or influencing the policy or strategic direction of the credit union or in
establishing operational procedures or processes. Irrespective of its role in such areas as
the suspension of officers and members for breach of the law or credit union rules, the
overriding purpose of the supervisory committee is to perform the functional role of
managing the internal audit function and the process of feeding back audit findings into
governance and management processes.

15.2 The supervisory committee in the regulation
There is only a couple of direct mentions of the supervisory committee in CREDS, and
where it is mentioned it is equated to an audit committee (CREDS 2.2.41). The focus is
entirely on its role in ensuring the effectiveness of systems and controls, compliance with
requirements and in overseeing the internal and external audit function. There is no mention
of additional roles for the supervisory committee in relation to suspending officers or
members or in calling special general meetings.
The regulator expresses no view as to whether a traditional supervisory committee or audit
committee is to be preferred. The first is elected by the membership and the second
appointed by the board, but the regulator expresses no view as to which is more appropriate.
For the regulator, what is of utmost importance is that all credit unions have an internal audit
function (CREDS 2.2.10), which is defined as the “function of assessing adherence to and
the effectiveness of internal systems and controls, procedures and policies” (CREDS
2.2.11).
This internal audit function is to be overseen by a properly constituted audit (or supervisory)
committee. The remit of this committee is detailed in SYSC 4.1.11:
“An audit committee could typically examine management's process for ensuring the
appropriateness and effectiveness of systems and controls, examine the arrangements made
by management to ensure compliance with requirements and standards under the regulatory
system, oversee the functioning of the internal audit function (if applicable) and provide an
interface between management and external auditors. It should have an appropriate number
of non-executive directors and it should have formal terms of reference”.

It is clear that this committee is subject and accountable to the board. The board is tasked
with oversight of the audit committee and has to be assured that its functions are being
properly carried out (CREDS 2.2.50). Terms of reference must be set and agreed by the
board and the board must assure itself that the audit committee ensures that the internal
audit function is “independent of all the functions it inspects” (CREDS 2.2.47).
The issue of the independence of the internal audit function is central to the approach of
CREDS. How this is to be achieved is left to the board to decide but a number of basic
requirements are identified.
First, it is stated in the quotation from SYSC 4.1.11 above that the audit committee should
have an appropriate number of non-executive directors. CREDS 8.3.4 makes the distinction
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between directors, non-executive directors and chief executives and these are allocated
distinct control functions in the approved person’s regime. Here directors refer to people
acting in the capacity of a board member of a credit union (control function CF1) and nonexecutive directors refer to people who do not take part in the decision making of the board
but who scrutinise the “approach of executive management, the credit union's performance,
and its standards of conduct” (control function CF2). CREDS identifies supervisory
committee members as non-executive directors43.
In stating that internal audit committees should have an appropriate number of nonexecutive directors, CREDS is asserting that the audit committee, if constituted as a board
committee, cannot be made up entirely of directors and the CEO (and/or other employees)
but should have a number of independent participants. Of course a traditional supervisory
committee is made up entirely of non-executive directors according to this definition.
Secondly, as noted in CREDS 2.2.48, the board of directors must be assured that the status
and reporting relationship of the chair of the audit committee “is sufficient to maintain the
independence and objectivity of the function”. Also, in CREDS 2.2.48, the board needs to be
assured that the qualifications, experience and training of people responsible for the internal
audit function are adequate. How these two objectives are to be achieved is not noted in
detail, but some credit unions would insist, for example, that at least one qualified
accountant is on the audit committee. There is no mention in CREDS of the number of
directors or non-executive directors required to serve on an audit committee.
The majority of references in CREDS which relate to the audit committee concern the
internal audit function. CREDS notes the purpose of the internal audit function (CREDS
2.2.43) and the key elements in effectively carrying it out (CREDS 2.2.46). These will be
referred to in section 15.4 on the terms of reference of the audit committee.
CREDS also states that the internal audit function may be carried out in house, by an
employee or, although not stated as such, by supervisory committee volunteers, or
outsourced to a third party (CREDS 2.2.42).
Above all, the board of directors has to be satisfied that the internal audit function is being
properly carried out (CREDS 2.2.50). To this end, the board should oversee and review the
adequacy, scope and effectiveness of internal audit planning and the work undertaken and
should consider how findings and recommendations from the internal audit are handled.

15.3 Choosing a supervisory or an internal audit committee
Credit unions have a choice to continue with the traditional supervisory committee or to
establish an audit committee of the board. The regulator does not have a view on which is to
be preferred and, for those credit unions in ABCUL, as there is no requirement to adopt the
ABCUL model rules, these can be altered through normal rule change procedures.
However all credit unions must have either an audit or a supervisory committee, and an
internal audit function that is independent of all the functions it inspects. The board needs to
ensure through its definition of the committee’s terms of reference that an audit or

43

Note this terminology is different from the normal terminology of executive and non-executive
directors, where, if they existed in credit unions, executive directors would be directors, such as the
CEO or CFO, employed in the management of the business and non-executive directors would be
those with overall control and oversight of the business but not involved in management or operations.
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supervisory committee retains an independence from the board and that the internal audit
process is independent of both management and the board. The constitution of the
traditional supervisory committee, of course, has an in-built independence given its direct
election by and accountability to the membership.
Credit unions that hire-in professional internal auditors are probably the most likely to
consider moving to an audit rather than a supervisory committee structure.
Key reasons for suppressing the supervisory committee and moving to an audit committee
may include:
-

Clarity on the accountability of the board of directors to the membership and the
regulator. Suppression of the supervisory committee highlights where accountability
in the credit union lies.

-

No longer having a need for volunteers to carry out the internal audit process as now
outsourced to professional internal auditors. In larger credit unions, traditional
supervisory committee volunteers often lack the skills and time to carry out a full
internal audit to professional standards. Thus, in these cases, retaining a traditional
supervisory committee could give a false impression of effective oversight44.

-

Ensuring that internal and external auditors report directly to a sub-committee of the
board rather than to a supervisory committee which then in turn reports to the board.
An audit committee can thus be seen as simplifying and streamlining processes.

-

The simplicity of changing the rule given that the regulator would have no objection to
the replacement of one structure by another. Supervisory committee powers to
suspend officers or members can be reformulated to be held by the board in common.

For those credit unions with a supervisory committee, their reasons for retaining the current
supervisory committee structure may include:
-

A currently effective and skilled supervisory committee that meets the requirements
of the regulator.

-

A desire to keep the accountability of the supervisory committee directly to the
membership, rather than to the board (albeit the supervisory committee can only
operate under terms of reference agreed by the board)

-

The involvement of supervisory committee volunteers is still needed to personally
carry out internal audit functions (in the absence of the internal audit being
outsourced to a third party)

15.4 Terms of reference of the internal audit (supervisory) committee
Irrespective of whether a credit union chooses an audit or supervisory committee to oversee
its internal and external audit function, the board must define and agree the remit of the
committee in precise and written terms of reference (TOR).

It should be noted that the expectations of the regulators in the scope of internal audit’s evaluation
of systems and controls is increasingly extensive. For example, recently a study group seeking to
establish a new credit union was asked by the regulator how third party suppliers of technology
services would be controlled and how the internal audit function would assess the strength of these
controls.
44
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Clearly, these TOR will vary depending on whether the credit union chooses to operate with
a traditional supervisory committee or with an audit committee of the board. However, TOR
are likely to contain the following
A) Scope and objectives of the audit (supervisory) committee
The TOR will need to include a statement of the scope and objectives of the audit or
supervisory committee. The focus of the committee should primarily be on the
oversight of the internal and external audit functions.
Supervisory committees also have responsibility for suspensions, the calling of
special meetings and the recording of loans to officers and employees. It is argued
that these responsibilities are best left to the board of directors and the members as
a whole. The argument is to focus the supervisory committee on its role in managing
the internal audit function, as proposed in CREDS.
B) Composition of the committee
The TOR will need to set out the number of members on the audit and supervisory
committee and any specific roles to be filled (chair, secretary etc.)
An audit committee as a sub-committee of the board is made up of board members
and retains independence by having a chair who is not the chair of the board and by
including independent persons (previously referred to by the regulator as nonexecutive directors) skilled in finance and accountancy. The chair of the board, the
CEO and CFO would attend the internal audit committee but would not be members.
The TOR will need to identify the number of independent persons and directors to be
appointed to the committee.
The current ABCUL model rules state that members of the supervisory committee
shall not be members of the board of directors, or any other permanent committee of
the credit union, or be employed by the credit union, and shall be elected in
accordance with the provisions of the rules. The TOR will need to address the
continuing relevance of this rule in the context of an increasingly complex financial
institution.
C) Nomination and election (appointment)
The TOR will need to address how nominations to the audit committee are to be
handled and the process of appointment.
In the case of the supervisory committee, the TOR will need to identify how
nominations are to be sought and recommended for consideration in the elections at
the AGM.
D) Skills and capabilities
In both internal audit and supervisory committees, the skills and capabilities required
of committee members will need to be defined. A number of people may be required
with identifiable skills, notably in the areas of finance, accountancy and, potentially,
information systems / IT.
It is good practice that the chair of the internal audit committee is a chartered
accountant or a personal with accountancy qualifications. The chair needs to be
someone with the experience and skill to manage an internal audit process.
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E) Independence
The TOR need to address specifically how the independence of the committee is to
be established. In the case of an audit committee, this will probably entail the chair of
the audit committee not being the chair of the credit union and the involvement of a
number of independent persons with professional skills in accountancy or internal
audits.
F) Term of office
The length of the term of office will need to be identified as it is not noted in the
model rules or the regulation. This would normally be for a three year period.
G) Powers and authority
The TOR would need to make it clear that an audit or a supervisory committee is not
a board oversight committee. It has delegated authority from the board or, in the case
of the supervisory committee, from the membership, to carry our specific duties
primarily in relation to the internal audit function and liaison with the external auditors.
The TOR will need to define the extent of its powers to obtain information and
explanations from officers and staff members and access records and credit union
data. Protocols for engagement with the CEO and staff members will need to be set,
as the committee cannot interfere in the operations of the credit union.
The TOR will state that the board has the power to dismiss the committee or
individual committee members for just reason, which, if the ABCUL model rules are
retained, would need to be referred back to the members in special general meeting.
H) Meeting schedules
The TOR would set out of the expected meeting schedule, and the expectation of
attendance of other meetings, including board meetings.
I)

Oversight of the internal audit function

Central to the TOR will be a consideration as to how the internal audit function is to
be handled by the audit or supervisory committee.
Purpose of the internal audit
The TOR need to state clearly the purpose of the internal audit in terms of
reviewing and evaluating the way in which the policies and procedures of the
credit union are followed, the effectiveness of its governance, management
and control systems and the accuracy and completeness of the financial and
operating information supplied to the board (cf. CREDS 2.2.43). The aim is to
make recommendations for improvements from the internal audit findings.
It should be noted in the TOR that a sound system of internal controls rests
with the credit union and work performed by internal audit cannot be relied
upon to identify all weaknesses which exist or all improvements which may
need to be made
How the internal audit is to be carried out

148

The TOR will need to identify if the internal audit is going to be carried out
internally or to be outsourced. If this is internally, the TOR will need to explain
how the people who will carry out the work will be identified.
If outsourced, the TOR will need to define the process of hiring professional
internal auditors and the establishment of their terms of reference.
Internal audit strategy
The TOR will need to state that it is the responsibility of the audit or
supervisory committee to consider and approve the internal audit strategy on
behalf of the board.
The internal audit strategy will need to address strategic planning and risk
management, governance, key financial controls, member systems (savings,
current and loans accounts and delivery channels, information technology)
and how the internal audit process is to be managed and reported.
Audit needs assessment
The TOR need to stress that the internal audit is a risk based process and
has to be proceeded by an assessment of those aspects of the credit union
that present the greatest risk to the achievement of its objectives. This allows
for the prioritisation in the internal audit work plan.
Risk analysis and register
The TOR should confirm that the audit needs assessment involves risk
analysis and the development of a risk register. The audit or supervisory
committee is to have oversight of this process.
Internal audit plan
The audit or supervisory committee is responsible for the oversight of the
internal audit plan and constituent programme of works drawn up by the
internal auditors on the basis of the risk analysis and needs assessment. The
committee will oversee the timing of audits within the strategic plan.
“The audit plan should identify the scope and frequency of work to be carried out in each area.
Areas identified as higher risk should be covered more frequently. However, over a set
timeframe (likely to be one year) all areas should be covered“. CREDS 2.2.44

Internal audit reporting
The TOR will identify committee responsibility for receiving and assessing
internal audit reports, working papers and findings and reporting on these to
the board.
Recommendations and compliance with recommendations
The TOR will identify the role of the committee in overseeing and reporting on
the recommendations based of the internal audit and its role in verifying
compliance with these recommendations.
J) Liaison with the external auditor
The TOR will identify the role of the audit or supervisory committee in liaising with the
external auditor and in overseeing the external audit process. Given the external
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auditors must submit the accounts to the board, there is really little or no role for a
traditional supervisory committee in overseeing the external audit process. In one
participating credit union where the internal audit committee did liaise with the
external auditor, it was stressed that his/her relationship is always seen as being with
the full board. The external auditor decides and sets out the audit plan which it
presents and discusses at a meeting of the internal audit committee. The external
auditor will take suggestions from the committee but will insist on the provisions of his
or her own independent audit plan.
K) Reporting requirements of the audit and supervisory committee
The TOR will include a general schedule of reporting requirements of the committee
to the board and, if appropriate, to the membership in general meetings.
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Appendices
Appendix I – Role and responsibilities of the board of directors
1. The board of directors is accountable to the members for the achievement of the purpose of the
credit union. The role of the board is to lead, to direct and to control the credit union so that it
achieves its objectives.
2. The board of directors is endowed by the members with all authority for the credit union, and
bears ultimate accountability for credit union functioning and performance.
3. It is only the voice of the board, as determined in constituted meetings that has authority in the
credit union. Board members do not possess any individual authority apart from that derived from
contributing to the collective voice of the credit union.
4. The board of directors is responsible for the setting of policies that concern the vision, ethics,
values, culture, purpose, direction, and the goals of the credit union. The board determines what
the credit union is to achieve, for whom and at what cost.
5. The board is responsible for recruiting and retaining a CEO (the lead person who is accountable
for the management of the credit union) who can inform and implement its strategic plan.
6. The board has the central responsibility of setting, approving and monitoring the credit union’s
strategic planning process.
7. The board of directors delegates maximum authority to the CEO to manage the credit union and
ensures that any limitations to this authority are made as clear as possible within board policy.
The CEO is accountable to the board for managing the credit union in accordance with the
strategy and policies the board has adopted.
8. The focus of the board needs always to be on the big picture; and that of the CEO on making sure
that the credit union works in practice and succeeds. Precisely where the line is drawn between
the work of the board and that of the CEO, however, depends on each individual credit union
situation and is ultimately a decision of the board.
9. The board defines and establishes the credit union’s risk appetite and its risk governance
framework within board policy.
10. As part of the risk governance framework, the board is directly responsible for establishing and
overseeing the external and internal audit process.
11. The board is accountable for oversight and scrutiny of legislative and regulatory compliance.
12. The board of directors takes a proactive role in establishing its relationship with the CEO and in
monitoring his or her performance.
13. The board has oversight of the setting of clear, specific and measurable objectives within the
strategic plan. The regular monitoring and evaluation of progress against these objectives is
fundamental to the oversight function of the board. It is against these objectives that the
performance of the credit union as well of the CEO is measured.
14. The board of directors is responsible for the governance framework of the credit union, which
includes the board’s composition, structure, activities and reporting; the recruitment, retention and
development of directors, and board education, training and performance assessment.
15. The chair of the board is a key individual within the model of governance. It is uniquely the chair
who has the responsibility for ensuring that the board carries out its responsibilities and functions
efficiently and effectively, and that management is held to account through the effective oversight
and scrutiny of the board as a whole.

16. The chair has a particular role in acting as the primary liaison between the board and the CEO.
The chair-CEO relationship is central to credit union success. However, the CEO remains
accountable to the board not to the chair.
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Appendix II – Example role description for the chair
The chair of the board of directors has a key individual lead role within the system of
governance. He or she is pivotal in ensuring that the board carries out its responsibilities and
functions efficiently and effectively, and that management is held to account through the
effective oversight and scrutiny of the board as a whole.
As both leader and representative of the board, the chair embodies one of the two major
poles of influence in the credit union. The other is that of the CEO. The chair’s role is to
ensure effective board control, oversight and accountability to the members, whereas the
CEO is tasked to lead on executive management. These two roles are specific and distinct,
and should never be undertaken by one single person in a credit union45.
It is both a requirement of good governance and an expectation of the regulator46 that the
board of directors appoints a chair to lead and direct its operations. As is the CEO, the chair
is accountable to the board of directors and has no individual or particular authority apart
from that which is delegated to him or her by the board. The chair can only reflect the
collective view of the board, as determined in properly constituted board meetings, and it is
only this collective voice that has ultimate authority in the credit union.
The chair is elected each year by the board after the annual general meeting. However, if
possible, a chair should be prepared to hold office for three years, to provide a period of
stability and consistency for the board and the CEO.
In some credit unions, the chair was referred to as the president of the credit union, a
designation that could sometimes be used to claim an authority over and above the
collective authority of the board. In the system of governance, the use of the term president
is not advised. The role chair is firmly seen within the context of the board of directors.
The chair’s role in governance
The chair is tasked by the board to ensure that it maintains an effective governance
framework. In particular this means that the chair has responsibility for ensuring:

The board operates according to a clear governance structure and systematic
process of activities and reporting.



The development of the culture, ethics and values of the credit union.



The engagement of the board and CEO in the strategic planning process.



The effective collective board oversight of executive management.



The board monitors and evaluates progress against strategic goals and
objectives.

45

In credit unions where the CEO is a member of the board, he or she should never adopt the role of
chair. The chair must be an independent non-executive director. All credit unions must also avoid the
chair acting as the de facto CEO by assuming authority and responsibilities which properly should be
delegated to the CEO. In credit unions lacking the resources to employ a CEO, it can be appropriate
for another director to assume responsibility for control of executive management. Traditionally in the
past, it was the treasurer who acted as the manager of the credit union.
46

Cf PRA Corporate governance: Board responsibilities. May 2015 section 5.3
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The board understands the nature and extent of the risks it is willing to take to
achieve its strategic objectives.



The board attends to and oversees legal and regulatory compliance and the
control and mitigation of risk.



The policies and procedures that apply to the board are in place (e.g. succession
policies, declaration of interest policies etc.).



Board accountability to the membership for credit union performance.



Transparency and reporting to member-owners and other stakeholders.

The chair’s role in board meetings
It is the role of the chair to ensure effective and productive board meetings by:


Liaising with the CEO to plan the annual cycle and agendas for board meetings.



Ensuring that the board agenda focuses on strategy and the oversight of risk, on
the monitoring of performance, on accountability to the membership and on major
issues facing the credit union particularly those that are reserved for board
decision.



Ensuring that board members receive accurate, timely and clear management
information on the performance of the credit union.



Enabling and facilitating open and genuine discussion in meetings, ensuring that
everyone has a chance to speak and take part.



Listening to and understanding the contributions of directors, presenting and
summarising information and arguments clearly and concisely and thus enabling
the board to make effective and collective decisions.



Ensuring that board members do not simply delegate responsibility for major
decisions to individuals among them who are considered specialist in the area
but rather accept collective decision making responsibility.



Ensuring that board decisions are made within the remit of the board’s agreed
policies.



Accepting that the chair does not have individual authority to take decisions
except as consistent with board agreement or where explicitly delegated to do so
by the board.

The chair’s role in sub-committees and other meetings of the board
In the system of governance it is recognised that sub-committees can play a significant
supporting role to the proceedings of any board. However, boards need to approach the
establishment of sub-committees with some caution. They can sometimes blur the distinct
functions of governance and management, and can result in a reduced engagement of the
entire board in issues that are properly its collective responsibility.
The chair ensures the effective use of sub-committees of the board by:


Ensuring the board clearly defines the remit and purpose of sub-committees, sets
their terms of reference and levels of delegated authority as committees of the
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board, keeps their number to a minimum and ensures effective processes of
reporting and accountability to the board within its properly constituted meetings.


Ensuring that committees of the board are chaired by other directors or
independent persons. It is not good practice for the chair of the board to be the
chair also of sub-committees.



Avoiding, if at all possible, the establishment of a small group of directors as an
“executive committee”. Such committees run the risk of usurping the function of
the board. The chair should ensure that if such a committee is established, its
remit is limited to those rare instances where emergency board action needs to
be taken and time does not permit convening a full board meeting.



Clarifying the distinct nature of sub-committees of the board and management
working groups.

However, none of the above prevents the chair from arranging where appropriate informal
meetings involving directors and the CEO to ensure that sufficient time and consideration is
given to complex, contentious or sensitive issues. But such discussions cannot make
decisions and remain fully accountable to the board in a properly constituted meeting.
The chair’s role in board performance and sustainability
The chair also has the responsibility of considering the performance of individual directors
and of the board as a whole, and take steps to improvement where possible. This
responsibility includes attending to the mid to long term sustainable development of the
board. He or she does this by ensuring that:


Board members are clear about the purpose and direction of the credit union and
about their individual and collective roles and responsibilities.



Board members have the required skills, knowledge, capability and experience to
understand and oversee a co-operative financial business.



Board members work as a coherent and cohesive team to analyse, critique and
make decisions upon board performance. Board members should have the
confidence and the knowledge to challenge executive management and hold it to
account effectively.



A regular evaluation and assessment of individual director and collective board
performance takes place (this would include monitoring the calibre, level of
commitment and attendance of all directors).



Ensuring that the board reviews its own work and how effectively it operates;
making sure to take any corrective action required.



Board members are offered education, training and professional development in
governance and in issues concerning the board.



Any conflict among board members or between board members and the CEO
and other staff is addressed and resolved.



A system of recruitment, selection, election and induction of new board members
is in place (including the establishment of a Nomination Committee where
appropriate).
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Succession plans are in place for all key director roles and for the overall size and
balance of the board.



Decisions taken at meetings are being implemented.

The chair’s role in relating to the CEO
The chair is the director with prime responsibility for liaison with the CEO outside board
meetings. Central to board-management relations is the quality of the relationship between
the chair and the CEO which should be based on a sense of equality, rather than on any
idea of hierarchy. The CEO is not accountable to the chair per se as some kind of line
manager. Both the chair and the CEO are accountable to the board.
This relationship is better understood in terms of mutual support in which ideas, plans and
decisions can be explored and critiqued. It enables the CEO to ensure the board is not
presented with surprises and it gives a forum to the CEO to check out what is best brought
to the board for discussion and debate.
The chair fulfils the role of board liaison with the CEO by:


Acting as the voice of the board when providing counsel to the CEO.



Being available to support the CEO through encouragement, advice and
discussion at mutually agreed times between board meetings, including at least
one substantive meeting each month (whether face-to-face or by phone).



Serving as the CEO’s primary internal ‘coach’ and advisor and as a ‘sounding
board’ with whom the CEO can share ideas and insights.



Ensuring the CEO is fully aware of the extent and the scope of his or her
delegated authority.



Making a record of discussion and action points agreed by the chair and CEO
following meetings, and circulating to other directors for transparency.



Not assuming authority to take decisions on matters raised by the CEO except as
consistent with board agreement or where delegated to do so by the board.



Ensuring that another suitably informed board member is able to step in
temporarily if the chair is unable to discharge the responsibility to support the
CEO. If the chair is unable to perform this role on an enduring basis, the board
will consider and implement alternative, sustainable arrangements.



Taking responsibility for the annual personal development and performance
review of the CEO. It does not follow that the chair is the de facto “manager” or
“supervisor” of the CEO. The CEO reports to the board as a whole, and is held to
account by the directors acting collectively. The CEO’s performance is measured
ultimately by the performance of the credit union against its strategic plan.

The chair’s role in ensuring accountability to the membership
The chair is responsible for making sure that the board remains fully accountable to the
members of the credit union. He or she does this by ensuring that:
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The board has considered and implemented a system of accountability to the
members, in particular focusing on widening participation in attendance and
voting at the AGM.



The board provides members with sufficient information to be able to hold the
board to account.



The meaning of membership is explained early to new members.



The board considers mechanisms, outside of the AGM, to create greater
engagement and a sense of ownership within the membership.

The chair’s role in general meetings of the credit union
It is the chair’s responsibility to ensure that the board, in liaison with the CEO, arranges the
Annual General Meeting or any other special general meeting of the membership by the
appropriate time. At the AGM, it is the chair’s task to:


Give a report on the progress and performance of the credit union.



Answer any questions that might be posed by the members.



Arrange for any other directors to report or answer questions as appropriate.



Ensure that all directors and the CEO attend the AGM if possible.

The chair’s role as representative of the credit union
The chair may be required to represent the credit union in relationships or at events with
partners or external agencies.
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Appendix III – Example role description for the vice chair
Title:

Vice chair of the board of directors

Responsible to:

Credit union board

Responsible for:
Acting as the voice of the board outside meetings; facilitation of
meetings; supporting board performance
Term:

Three years

Time commitment:
X hours per month (board, general and other meetings, preparation)
[depending on board meeting frequency]

Role Summary:
To deputise for the chair in the event of absence or conflict of interest
See chair role description
The vice-chair can be given an additional specific responsibility if appropriate – such as
member engagement and participation.
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Appendix IV – Example role description of the board secretary
Please note that this job description draws on the experience of secretaries in other forms of
co-operatives. In many credit unions the role of the secretary is not as developed as
described in this appendix, and the role mainly concerns the signing of official documents. In
at least one participating credit union, the role of secretary is abolished with a temporary
secretary being appointed as and when required.
Co-operative and company secretaries
The traditional role of the secretary on credit union boards has been important to
governance. Secretaries have been expected to be the director most expert in board policies
and procedures, in particular in relation to the proper running of meetings and the delegation
of authorities within and beyond the board. In other parts of the co-operative movement,
notably consumer-owned retail societies, the secretary performs an even more critical role:
Co-operatives UK advises that:
“The most effective secretary is one who is regarded by the board as its trusted
advisor, and is at the centre of the co-operative and delivers essential services to
ensure the well-being of the co-operative in terms of its legal operation,
administration and compliance with corporate governance best practice.
The secretary should assist, and guide, the directors in their pursuit of the cooperative’s strategic aims and their desire to operate a successful co-operative
business but should also act with integrity and independence to protect the interests
of the co-operative and its members.47”
In non-co-operative businesses, the legal requirement for a company secretary was
dispensed with in the Companies Act 2006, but the role is still advocated by the UK
Corporate Governance Code:
“The company secretary should be responsible for advising the board through the
chairman on all governance matters.” (Principle B.5.)
“All directors should have access to the advice and services of the company
secretary, who is responsible to the board for ensuring that board procedures are
complied with.” (Provision B.5.2)
In the system of governance, the chair carries the lead responsibility among directors for
governance arrangements, as part of the chair’s role as a one of the two ‘poles of
governance’ with the CEO. There remains, however, a range of responsibilities and activities
that the board needs to undertake, which might usefully be allocated to the role of secretary.
These are:





47

Support and guidance to the chair and board on the detail of policy and procedure
The board lead for administration of general meetings
Supporting meetings and record-keeping
Management of board correspondence, in particular complaints and whistle-blowing
communications.

The Secretary’s Roles & Responsibilities Guidance Note, Co-operatives UK
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These are discussed below, together with options for credit unions in discharging these
requirements.
In considering these proposals, credit unions should be mindful of their current rules: model
rules generally specify a role for the secretary, so a revision of this position could require a
rule change.
Role of the secretary
Support and guidance on policy and procedure
The chair’s lead role in ensuring good governance in the credit union requires him or her to
be familiar with the credit union’s policies and approach, and it is incumbent on all directors
and the CEO to be aware of the governance framework. It is helpful, however, if at least one
board attendee has an in-depth knowledge of the credit union’s rules, and the board’s
policies and procedures, and is able to advise colleagues where necessary. Given the other
requirements on the chair, the secretary could take lead responsibility for monitoring
governance developments, and ensuring the board is fully briefed on these.
Administration of general meetings
Boards supported by professional staff tend to delegate the organisation of annual and other
general meetings to employees, and this is logical for time-pressed volunteers. The board
retains accountability, however, so the following activities require board input, and might
sensibly be allocated to the secretary to lead on behalf of other directors:



Establishing, with the board’s agreement, the items to be considered at the meeting
Ensuring it is held in accordance with applicable legal requirements and the credit
union’s rules
 Preparing and issuing documentation, including notices and proxy forms (if
applicable)
 Acting as Returning Officer and being responsible for the conduct of elections and
referenda in line with the rules. This could include agreeing the form of notices,
resolutions, proposals, voting cards and voting papers, with a view to ensuring that
the results of votes are clear and conclusive.
Annual general meetings usually require presentation of the report and accounts. Some
credit unions use these reports as a valuable communications tool with members, including
in it a comprehensive review of activities and plans. The secretary could take a lead role for
the board in the preparation of this report, working with the CEO, and ensuring that the
report meets legislative requirements.
Supporting meetings
Traditionally secretaries take the minutes at meetings of the board. The quality of minutes is
very important to ensure that there is a proper record of discussion and clarity of decisions
and actions. Sometimes it can be difficult to keep an effective record of proceedings whilst
also participating in discussion. Some organisations address this by using a staff member
(not the CEO) to take the meeting notes, and the secretary taking responsibility for
subsequently reviewing the initial drafts of the minutes to ensure they properly reflect both
discussion and decisions. Papers and minutes need to be properly archived in case directors
(or regulators) need access – the secretary can work with the CEO to ensure this is effected,
and that contingencies are in place.
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Boards should have a register of interests for all of the directors (and potentially the CEO).
The secretary can take the lead responsibility for ensuring this register is up-to-date.
Management of board correspondence
Credit unions may receive correspondence addressed generically to the board, although this
will be declining in the era of email and social media. The secretary might be the first point of
contact for this correspondence. The chair would be another appropriate solution.
The credit union should have in place policies for handling complaints from members and for
the management of whistle-blowing claims from staff, volunteers and members. Where these
policies require escalation to the board, the secretary would be the appropriate first point of
contact.
The secretary as advisor not director
In some co-operative businesses, a person fulfilling the role of secretary is not permitted to
be a director concurrently. It is believed that in this way the secretary can stand outside the
decisions taken by the board, and in an independent manner focus on the process by which
they are made and recorded – i.e. the governance process – and on ensuring that the
interests of members are constantly at the forefront of discussion. In this sense, the
secretary in the boardroom parallels that of the traditional supervisory committee attendee.
In these cases, the secretary is usually either a member of staff or an external professional.
In the system of governance, prime responsibility for the board’s process of deliberation lies
with the chair. However, there may still be a role for someone else at the board with deep
knowledge of the proper procedures and rules who can act as a check and balance on the
chair or other directors. Boards may consider whether they think this role is best performed
by a full director, or someone acting in an advisory capacity, whether paid or voluntarily.
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Appendix V – Role and responsibilities of the CEO
1. The term Chief Executive Officer is used to define the lead senior staff member who
is accountable to the board for the overall strategic and operational management of
the credit union, for the setting of management policies and procedures, for the hiring
and supervision of staff, for the implementation of the strategic plan and for the
achievement of its objectives as set by the board. The CEO is also accountable to
the board for the legislative and regulatory compliance of the credit union.
2. The CEO forms a core constituent element of the model of governance and as such,
is appointed directly by the board to which he or she is accountable.
3. The role of the CEO is to bring dynamism, strategic leadership and drive to a credit
union, to develop its vision and strategy and to create and to build upon opportunities
that enable the credit union to achieve its purpose.
4. The CEO is in the position of being the board’s single point of delegation. It is only by
having a single point of delegation that the CEO can be held accountable for all
aspects of the management and performance of the business.
5. The CEO is given as much delegated authority as possible in decision making in
order to encourage creativity and innovation in taking the business forward.
6. The governance model can work in the absence of a CEO but it is more difficult in
practice, as it still requires a single person to be accountable to the board for the
operation of the credit union.
7. The CEO and other senior managers in the credit union have a responsibility to be
actively engaged in and contribute to the strategic planning process, including the
financial plan and budget, over which the board has ultimate oversight and control.
8. The CEO and other senior managers provide to the board information, data and
analysis of the environment within which the credit union operates to ensure that
strategic objectives are specific, measurable, attainable, relevant and time-bound.
9. The CEO ensures that the financial and non-financial objectives, as defined in the
strategic plan, are converted to a series of metrics by which credit union performance
can be readily and easily measured in board meetings. The board scrutinises and
oversees the acceptance of these metrics as appropriate to measuring the
performance of the credit union and the CEO.
10. The CEO is responsible for the importance of ensuring that management information
is presented to the board in an accessible and easily understood form to enable
directors exercise sound judgement and take effective decisions.
11. Central to board-management relations is the relationship between the chair of the
board and the CEO. There is a distinct division of responsibility between the chair
and the CEO, both of whom in their own way head up and lead the credit union. The
chair and the CEO perform two distinct functions within the credit union and, as such,
have a relationship based on a sense of equality, rather than any idea of hierarchy.
12. The CEO is directly accountable only to the board and only those decisions of the
board of directors acting as a body are binding upon the CEO. Decisions or
instructions of the chair or of individual directors are not binding, except in those
cases where the board in a properly constituted meeting has specifically given its
delegated authority for particular and defined matters.
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Appendix VI - Example job description for the CEO
Title:

Chief Executive Officer

Responsible to:

Credit union board

Responsible for:

Credit union strategic and operational leadership

Location:

[]

Role Summary:
The CEO is the lead senior staff member of the credit union, and is accountable to the board
for strategic and operational leadership and for implementation of the strategic plan. The
CEO will set the tone for organisational culture, reflecting the values of the credit union.
Key responsibilities:


To provide strategic leadership of the credit union, and inform and deliver the
strategic plan agreed with the board.



To be responsible for the successful operation and development of the credit union
and to ensure that all performance targets are met.



To be overall responsible for compliance with all the regulatory and financial controls
reporting to the board of directors.



To promote, develop and deliver the credit union’s business plans, products and
services to ensure ongoing improvements to member services.



To provide strategic, operational and financial management of the business
focussing on business development, financial accounting, credit control and people
management.



To be responsible for the management and development of the people working for
the credit union.



To maintain effective working relationships with the board directors, and provide
support to enable them to fulfil their duties.

The post holder will have a strong commitment to co-operative values and principles.
Core competencies, knowledge and experience:
Competencies
Strategy and planning

Communication

Member focus

Leadership

Managing change

Relationship management

Co-operative working

Commercial awareness
and entrepreneurialism

Influencing

Stakeholder management

Knowledge of credit union

Knowledge and experience
5+ years in senior
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leadership

movement

P&L, budget and balance
sheet management

Development of
commercial partnerships

Awareness of financial
service market

Performance
management, team
development

Risk management

Understanding of
regulatory requirements

Contract and supplier
management

Degree or equivalent

Relevant professional
qualification

Accountabilities
Strategic leadership


Maintaining awareness of relevant economic and competitor developments



Representation of the credit union to external stakeholders



Co-ordination of and informing strategic planning process



Implementation of strategic plan



Delivery of strategic objectives.

Business leadership


Effective performance reporting



Internal and external communications



Setting the tone and performance management



Development of products and services; achieving service levels



Overall operational efficiency.

Risk management


Maintenance of financial, business and operational risk registers



Risk management procedures and controls



Maintenance of full regulatory compliance



Interface with regulatory bodies.

Contribution to governance


Board reporting and administration



Participation in board discussion



Development of member relations and services.
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Appendix VII - Statement of how the functions of the Board, Chair and CEO
relate to each other and the boundaries between their respective roles and
responsibilities
1. The responsibilities and functions of the board of directors and the CEO respectively are
set out in separate statements agreed by this credit union. These include reference to
the boundaries of each role, but not explicitly how they operate together, which is the
purpose of this statement.
2. The strategic plan (“the plan”) is the critical point of engagement between the directors
and the CEO. Director communication with the CEO will be directly or indirectly related to
the achievement of the plan.
a. The activities of the CEO are all directly or indirectly related to the delivery of the
plan, including mitigation of risk.
b. The CEO has direct responsibility for implementation of the plan and all
resources deployed to that end, within the budgetary and non-financial
frameworks provided by the plan and board policy (e.g. delegated authorities).
c. Directors will not be involved in personnel matters unless relating to CEO
performance management or succession. Alternatively, there may be a
requirement for a director to hear a complaint, grievance or appeal that has gone
beyond the CEO’s remit to address, in accordance with internal procedures (this
reinforces the need for directors to maintain a distance from operational staffing
matters).
d. Directors will restrict their oversight of credit union performance in relation to the
plan through the CEO, unless the board and CEO have agreed alternatives in
specific instances, e.g. through an Audit Committee. The CEO may subsequently
advise or request that other members of staff respond to directors, but all contact
regarding performance starts with the CEO. Similarly, directors will share first of
all with the CEO, and not with other staff or volunteers, any ideas or decisions
that are appropriate to board discussion.
3. Directors may develop and maintain working relationships and friendships with staff and
volunteers in the credit union other than the CEO, but business conversations will
respect the role of the CEO as the prime point of responsibility and board contact for
performance among the staff and volunteers.
4. The chair is the director with prime responsibility for liaison with the CEO outside board
meetings.
a. The chair will always act as the voice of the board when providing counsel to the
CEO outside board meetings.
b. The chair does not have authority to take decisions except insofar as consistent
with board agreement or where explicitly directed.
c. The chair will be available to support and guide the CEO through advice and
discussion at mutually agreed times between board meetings, including at least
one substantive meeting opportunity each month (whether face-to-face or by
phone).
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d. A short record of discussion and action points will be agreed by the chair and
CEO following these meetings, and circulated to other directors for transparency.
e. If the chair is not able to discharge the responsibility to support the CEO, she will
ensure that an alternative, nominated and suitably informed board member is
able to step in temporarily. If the chair is unable to perform this role on an
enduring basis, the board will consider and implement alternative, sustainable
arrangements. This could include the replacement of the chair, as the board
recognises the need for the CEO to have access to the board in this way
between meetings.
5. The board meeting is the forum where board, director and CEO roles and
responsibilities intersect, where changes to the strategic plan and board policy can be
made and decisions taken. There is no other authority than the board meeting for these
actions, unless authorised by the board.
a. Only decisions of the board acting as a body are binding on the CEO. Decisions
or instructions from individual directors or committees are not binding, except in
those cases where the board has given its specific delegation.
6. The directors of the board and the CEO, acting collaboratively and in the interests of the
members, will aim for excellence in the application of this statement.
a. The board will allow no individual director or the CEO to hinder the fulfilment of
the requirements of this statement.
b. The board and CEO will review this statement and its effectiveness on a regular
basis as defined by its governance policies.
This statement may be amended or rescinded at any time by action of the board at its
sole discretion.
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Appendix VII Sample statement of authorities in the credit union
1 Introduction
The board of directors of [the credit union] holds ultimate authority in [the credit union] on
behalf of the members. The board delegates certain specific authorities to sub-committees of
the board, and executive authority to the CEO to manage the achievement of the strategic
objectives of [the credit union] and its day-to-day organisation and operations.
This policy schedule sets out the limitations of any sub-committee (committee) and of CEO
executive authority, identifying those matters reserved for the board or the membership. The
schedule is consistent with [the credit union’s] rules, and is reviewed annually at the
beginning of each financial year.
2 Matters reserved to the membership
The following activities and decisions are reserved for the membership. They are resolved in
accordance with the rules, generally through a general meeting:


Receipt of the annual report and accounts, prepared and agreed by the board and
presented at the annual general meeting.



Appointment of an auditor, recommended by the board at the annual general meeting.



The election of directors, proposed by the Nomination Committee or through other
valid nomination routes in accordance with the rules.



The distribution (or otherwise) of the surplus based on a recommendation from the
board at the annual general meeting.



Changes to the rulebook proposed at a general meeting

3 Matters reserved to the board
The following activities and decisions set out in [the credit union’s] rules are reserved for the
board:


Election of a chair, vice-chairs, treasurer (if applicable) and secretary.



Co-option of directors for casual vacancies between annual general meetings, on
recommendations from the Nomination Committee.



Suspension of a director.



Proposal of appointment of the external auditor to the annual general meeting.



Recommendation to the annual general meeting of a dividend or loan interest rebate.

The board has also retained the following activities and decisions, which are not referenced
in [the credit union’s] rules:


The overall system of governance in [the credit union].



Determination of the vision, mission and values of [the credit union].



Determination of the common bond of [the credit union].



Determination of the operations of the board and its committees.



Determination of matters and documents of board policy.
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The job description, appointment and termination of employment of the CEO



The remuneration and terms and conditions of service of the CEO.



The appointment of an internal auditor, on recommendation of the Internal Audit or
Supervisory Committee.



Decisions on the attendance of directors at events outside the business of the board,
e.g. at conferences or with commercial partners.



Approval of the rolling strategic plan and annual budget.



Approval of expenditure outside the limitations described in the financial
management and procurement policies.

The board may also delegate authorities to committees of the board. These authorities are
specific and limited, and do not enable committees to bind the board’s decision-taking. The
delegated authorities are set out in the terms of reference for each committee, which are
themselves approved by the board.
From time-to-time, the board may delegate authority for one-off decisions to individual
directors such as the chair.
The board has the authority to reserve other decisions and activities which will be detailed in
this policy schedule. These may include, for example,


Consultation on dismissal of staff members who directly report to the CEO



Notification of any staffing restructure

The Board of Directors will operate within its statement of defined roles and responsibilities
statement as approved in a properly constituted board meeting.
4 Matters reserved to the CEO
All matters not reserved to the membership (section 2) or the board (section 3) are de facto
delegated to the executive in the person of the CEO. It is recognised that effective
governance calls for extensive delegation of authority to the CEO.
However, as well as by the reserved matters above, CEO delegated authority is limited or
constrained by:


Legislation



Regulation



Board-approved policy and plans



The strategy, objectives and values of [the credit union].

The above limit the authority of the CEO in the strategic and operational management of the
credit union.
The CEO may delegate authority and responsibility for delivery of some of these matters to
other executives (staff) in a clear, specific and documented manner. The CEO remains
solely, directly and ultimately accountable to the board for the management of [the credit
union] in accordance with the strategies and policies agreed and adopted by the board.
The CEO’s authorities are set out in
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The CEO job description



The CEO defined roles and responsibilities statement



The items identified in this policy schedule.

The following items are specifically delegated, consistent with the policies and procedures
of the credit union:


Compliance with all relevant legislation and regulation, and the credit union’s rules



Items required for the delivery of the strategic plan and budget, once approved,
including recruitment and employment, product, pricing, fees and service level
decisions



New product, pricing, fee and services changes that are consistent with the strategic
plan and/or product policy



Expenditure, including recruitment, as outlined in the budget and consistent with the
financial management and procurement policies of the credit union



The management of the health and safety of staff, volunteers and members when on
credit union premises or business



Expenditure, including recruitment
o

as outlined in the budget and consistent with the financial management
policies of [the credit union]

o

to a maximum one-off commitment of £

o

all commitments above a value of £ [lower than above but regarded as
significant] reported to the board

The CEO has authority to commit the credit union to contracts to a maximum value of £ in
any one year, and a maximum possible £ over the minimum life of the contract. The CEO
may commit the credit union to a contract with a maximum term of n years. [These
authorities are also shown in the Procurement Policy.]
Where there is any doubt with regard to the authority required for a decision, the CEO will
take advice from the chair or the full board.
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Appendix VIII – Recruitment and succession checklist

Checklist
1.

Comments

Purpose of the board of directors

Have we agreed a statement of the roles and
responsibilities of a director (or job description)?
2.

Size and composition of the board

Are we happy with the size of our board? Are there
more than 11 directors? If so, why?
Have we agreed the percentage of possible corporate
member directors?
Do we include directors as representatives of
particular areas or sections of the membership?
Do we have president OR a chair of the board? (what
is the designation?)
Do we need a treasurer or secretary?
What is our sub-committee structure and is it
justified?
Do we need an internal audit and risk committee or a
supervisory committee?
Do we want to appoint the CEO as an executive
director?
3.

Skills and competences required of directors

Have we identified and agreed the essential and
desirable skills and competencies required of
directors?
Are these written down in director person
specifications?
Do we need to recruit some directors to fill gaps in the
skill and experience of the staff team?
4.

Specific competencies required to fulfil particular roles
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Checklist

Comments

Are we clear of the specific competencies required of
the chair? And of the treasurer and secretary if
retained? Are these written down?
Are there specific competencies required of the chairs
of the sub-committees?
5.

A system of director and board evaluation

Do we evaluate our contribution to the board as
directors?
Do we evaluate the performance of the board as a
whole?
How do we identify skills gaps on the board?
6.

The nominations committee

Do we have a nominations committee?
Does our nominations committee assess the skills
and competencies of candidates before
recommendation for election?
Would we still accept nominations from the floor of the
AGM? Should we? Or should all people proposed for
election have been vetted by the nominations
committee?
Should we introduce the system of nomination by
petition?
8.

Co-options and board observer participation in board meetings

Are people co-opted to the board assessed first by
the nominations committee against agreed criteria?
Should the board invite nominated candidates to be
board observers before being presented for election?
Do we need any independent advisors on any of the
subcommittees?
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Checklist
9.

Comments

Recruitment and succession action planning

Do we have a recruitment and succession action
plan?
Is this the responsibility of the nominations
committee?
Do we address issues around equality in our action
plan?

Do we set term limits for directors? If not, why not?
10.

Transparent and clear nomination and election procedures

Do we set out, agree and publish the processes and
procedures for nomination and election?
Does our website have a page on the board of
directors’ nomination and election process)?
Do election candidates offer a biography and
statement of why they wish to be a director to the
members?
11.

Induction of board observers, co-optees and elected board members

Do we have a system of induction for all board
observers, co-optees and elected board members?
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Appendix IX – Risk Register (Example One, unpopulated)
The risk should be split into initial risk and residual risk
The mitigating actions should have dates
The risks should be assigned to specific objectives of the organisation as detailed in the strategic/business plan.
Each risk is measured against an associated risk appetite limit – It is recommended that there is a policy in place to
document the appetite for risk.
Note key at bottom of table – DoT = direction of travel
L'Hood

Impact

Score

1

3

4

12

↔

2

4

4

16

↑

3

2

5

10

↔

Risk

Mitigation
Monitoring
control

Owner &
Deadline

Update
and Date
Reviewed

DoT

KEY
Direction of
Travel

↓

↑

↔

The level of risk is
reducing

The level of risk is
increasing

No change in the level
of risk

Likelihood

1 – Risk very unlikely to
occur in the next 12
months

2 – unlikely

5 – Risk very likely to
occur in the next 12
months

1 – Limited impact.
Financial impact <5k, no
reputational risk and
limited impact on ability
to deliver business plan
(BP)

2 - <£10k, limited
reputational or impact
on BP

Impact

3 – may occur
4 – likely to occur

3 - <£20k, small
reputational impact
and ability to deliver
BP

5 – High impact.
Financial impact >50k,
significant reputational
impact and on ability to
deliver business plan

4 - <£30k, some
reputational impact
and ability to deliver
BP
RAG

Green

Amber

Red

Score 0-10

Score 11-15

Score 16-25

This risk register is based on a template as used at Manchester Credit Union
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Appendix X – Risk Rating Criteria
Impact over strategic planning cycle
Low

Medium

High

Very high

1. Financial:



Capital
Income







Under 5%
Under
10%

5%-10%
10%20%




10%15%
20%30%




Over
15%
Over
30%

2. Operational

Minor business
disruption

Temporary loss
of service

Major business
disruption

Failure of critical
systems /
processes

3. Customer &
community

Under 5% of
members /
customers
impacted

5%-10% of
members /
customers
impacted

10% - 30% of
members /
customers
impacted

Over 30% of
members /
customers
impacted

4. Regulatory

Major internal
breach of
procedures/
regulatory
requirements

Written warning
by regulator

Serious breach of
code

Loss of
regulatory
approval etc

5. Employees

Low level
dissatisfaction

Localised low
morale

Significant
spread of low
morale

Organisational
wide low morale

Localised
increased staff
turnover

Loss of some key
staff
Increased staff
turnover

6. Reputation

Minor media
coverage

Adverse press
coverage

Single adverse
publicity
damaging brand

Low productivity
High levels of
staff turnover
Loss of key staff
Prolonged
adverse publicity

Likelihood over strategic planning cycle

Likelihood of risk
event

Low

Medium

High

Very high

Remote

Possible

Very possible

Probable

Isolated presented

Regular event

Frequent event

Common event

Very unlikely
within 3 years

Likely within 2
years

Likely within 1
year

Very likely
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Appendix XI – Risk Register (Example Two, unpopulated)
DRAFT RISK REGISTER Example 2 - Page one

Business Objective

Sub Risk
Description

Risk Consequences

Existing Internal
Controls and
Evidence

Residual Risk
Score - max.
5x5
(Likelihood x
Impact)

Governance

3 x 5 = 15

Business Planning

3 x 4= 12

Member Engagement

3 x 5 = 15

Operational
Management

5 x 4 = 20

Regulatory Compliance

3x3=9

Details of Actions
Required to Improve
Controls (to be
completed
if Existing Controls are
NOT Fully Adequate)

Person
Responsible

Target risk
rating

Target
Date

Note – the business objectives are a sample not an exhaustive list of the objectives that could be covered
The risk score calculation depends on a definition of likelihood and impact to be given
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This example comes from Darlington Credit Union Ltd.
Draft risk register – Example two – page two - Critical Issues (unpopulated)
Business
Objective

Critical Issue
Description

Consequences

Existing Internal
Controls and
Evidence

Details of Actions
Required to Improve
Controls (to be completed
if Existing Controls are
NOT Fully Adequate)

Person
Responsible

Governance

Business
Planning

Staffing

Business
Management

Compliance

Note – the business objectives are a sample not an exhaustive list of the objectives that could be covered in identifying critical issues facing the
credit union
This example comes from Darlington Credit Union Ltd.
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Target
Date

Appendix XII - Risk Glossary


Risk appetite
Risk appetite reflects the Board’s attitude to uncertainty (i.e. accept manage or avoid
risk) in the pursuit of a credit union’s strategy and objectives.



Risk tolerances
Risk tolerances reflect the boundaries and limits set for operational achievement of
the strategy and objectives.



Risk identification
This refers to the identification and analysis of the principal, critical and interconnected potential risk exposures in pursuit of the strategy and objectives. Boards
need to know the specific, defined in detail, risks not just broad risk categories.



Risk assessment
The board must have in place a method to be able to make a robust assessment of
the potential principal and materially significant risks to which the credit union’s
strategy and operations are exposed. This should assess, impact, inherent likelihood
and control effectiveness.



Risk response
Risk management involves ensuring that there is a process in place to manage and
mitigate risk exposures without compromising the entrepreneurial spirt of the credit
union. Typical responses are: Take; Treat; Transfer; and Terminate.



Risk ownership
The Board is accountable for risk management and the CEO and senior
management are responsible for implementing a robust business risk management
process. Risk, Audit, Finance and Supervisory Committees may have delegated
authority from the Board for aspects of the risk management process as will Internal
Audit (i.e. testing the assurance and reporting on the risk and controls). Risk
management is everyone’s responsibility including staff and members who should
have knowledge of and the facility for whistleblowing.



Recording, monitoring and reporting
Principal risks should be recorded (typically in a risk register) and reported to the
board for review on a regular basis as well as annually. Target risk scores should be
recorded, in order to facilitate meaningful review by the board of risk mitigation, along
with ‘incident/loss trends’ as well as the direction and velocity of travel.



Internal audit
The internal audit function performs a key function within risk management. It should
be designed to provide assurance on the business risk management process and
report to the board on their scope and effectiveness.



Regulatory compliance
The business risk management process should be designed to ensure compliance
with legislation and regulatory requirements in particular the FSA guidelines and PRA
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rulebook (CREDS), which are designed by the regulators to manage and mitigate
strategic and operational risk. Non-compliance may result in a revocation of the
licence to operate.


Governance risk
Governance risk refers to the organisational structure including an effective board,
committees, a robust strategy and objectives, and systems and processes to
implement the strategy including policy and procedures. The aforementioned
elements combine to deliver the credit union’s business model. Any gaps or
deviations from the basic elements of good governance leave the credit union
exposed to strategic, organisational and financial detriment.



Credit risk
All credit unions face the risk of financial loss from borrowers and guarantors of loans
failing to meet their obligations in accordance with agreed terms. Credit risk relates to
the marketing and administration of loans, the development of particular loan
products and credit control procedures.



Strategic risk
Strategic risk arises when credit union boards and management struggle to develop
and implement effective business models, plans and strategies, make commercial
decisions, allocate resources, or adapt to changes in the operating environment.
Strategic risk may arise from projections based on unrealistic market, financial or
operational assumptions, from the strain of mergers or transfers of engagements and
from taking on significant additional business activities beyond the capacity of the
organisation. Strategic risk may also arise from ineffective implementation or
monitoring of agreed strategies. It concerns a credit union’s achievement of goals
and objectives, for the target market it wants to serve and at a cost that it can afford.



Operational risk
The attainment of strategic objectives is central to credit union success, but often the
greatest risk to credit union economic and organisational viability is more to do with
normal day-to-day operations rather than failures at a strategic level. Credit unions
typically collapse or suffer harm or detriment due to inadequate or failed internal
systems, processes and controls; human failure, incompetence or error; or an
inability to manage or control unanticipated events or natural disasters. Such
operational risk includes deficiencies or breakdowns in respect of transaction
processing, fraud, legal proceedings, physical security of buildings, information
technology hardware or software failures, data entry errors, money laundering,
misuse of confidential information, inadequate business continuity plans and the
outsourcing of services.



Market risk
Credit unions are subject to market risk mainly in regard to potential changes in
market interest rates on consumer loans and savings and rates of return on bank
deposits and other investments. Market risk also refers to fluctuations in charges for
overdrafts and other credit union borrowings, to changes in the value of property and
in market rent levels. Where credit unions have invested heavily in property, boards
181

need to consider the implications of the value of the investment increasing or
decreasing.


Insurance risk
Insurance risk, as commonly understood, is perhaps less of an issue for credit unions,
as they do not have liabilities through the provision of insurance products. One
exception may be in the case of those credit unions that are no longer taking out the
traditional insurance on member loans and savings but still committing to paying out
on the death of a member. These payments are being made from a reserve created
from the credit union’s own earnings. The credit union is here exposed to risk
resulting from the unexpected death of a higher number of members in any one year.
Insurance risk may also be understood as the risk arising from not having the
required insurances in place in a credit union.



Capital risk
Capital risk refers to the possibility of a credit union not achieving or maintaining the
regulatory capital requirement or the additional level of capital that is required to
absorb losses arising from business operations and to allow a credit union to remain
solvent (and meet regulatory requirements) under challenging conditions. In some
participating credit unions capital risk arises from declining capital reserves as they
fail to make sufficient income on the core business. This can be a particular problem
for credit unions that have been capitalised through external subsidies.



Liquidity risk
Liquidity risk refers to the possibility that a credit union will not have sufficient liquidity
to fund its current and future expected and unexpected cash outflows as they fall due.
This may occur even where the credit union is solvent. Liquidity risk could arise from
the loss of existing external funding, increasing savings withdrawals or an unplanned
rise in new loan agreements. It could impact on the ability of a credit union to meet its
financial commitments.



Financial risk
Financial risk is a key risk area for all credit unions, for which credit unions carrying
out any additional activity, have to establish, maintain and implement an up-to-date
financial risk management policy statement approved by the board of directors (PRA
2016 10.3.1). Financial risk refers to the possibility that a credit union may not
generate sufficient income, either from lending or investments, to cover operating
and other costs and thus fail to achieve economic viability as a financial institution. It
also includes both interest rate and funding risk.



Interest rate risk
Interest rate risk concerns the possibility that interest rates charged on loans and
paid on savings do not result in a sufficient enough spread to build income. It may
relate also to the possibility that interest rates are not appealing in the market place
and thus fail to attract sufficient savers and borrowers. On the other hand, too high a
savings interest rate may result in greater deposits which, if not converted into loans,
may result in a decline in the capital adequacy ratio of the credit union.



Funding risk
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Funding risk relates both to a possible failure to generate sufficient external
subsidies, grants, subordinated or other loans to maintain the credit union if income
from lending is insufficient for meeting all costs. Credit unions that are dependent on
external funding for their survival are subject to significant funding risks.


Reputational risk
Reputational risk refers to the possibility that the credit union could lose potential
business because its character or its service quality is perceived to have diminished
by the communities or employee groups which it is designed to serve. The reputation
of the credit union as an ethical and co-operative financial institution is perhaps the
most valuable asset it possesses. Reputational risk is the possible loss of this
reputational capital through the credit union being perceived negatively by members,
stakeholders, politicians, the media and general public.



Environmental risk
Environmental risk refers to all risks to the credit union stemming from its external
operating environment. This includes risks arising from the macro and local economy.
Risks would include changing demographics within the common bond, changes to
local wage and welfare benefits levels, changes in the local demand for credit, rising
over-indebtedness to other lenders, unemployment and redundancy in the common
bond, and the closure of companies served by the credit union.



Conduct risk
The regulator increasingly requires financial institutions to consider conduct risk. This
refers to the possibility that financial institutions including credit unions may develop
organisational cultures that fail to deliver good outcomes first for customers (Treating
Customer Fairly (‘TCF’) and secondly for financial markets in general. The FCA has
not defined conduct risk in detail and has expressly stated that it is not suggesting
that there is a single regular approved model culture that would suit all financial
institutions. Rather, each financial institution, including credit unions, must define
conduct risk for itself and demonstrate how its organisational culture ensures that its
customers (members) are treated fairly and that the products and services developed
for them are suitable and meet their needs.



Member risk
Member risk refers to the possibility that credit unions may just regard members as
customers of a financial service rather than also the co-owners of a co-operative
business. Attention to member risk focuses board’s minds on member engagement
and communication issues as well as on the transparency, openness and democratic
nature of credit union affairs. Member risk also refers to ensuring that credit unions
are not partial in their service to one group of members over another.



Employee risk
Employee risk refers to the possibility that credit unions, as voluntary organisations,
may not treat their employees fairly and according to high standards of employment
practice. Focus on employee risk will review issues such as staff remuneration,
employment terms and conditions, equal opportunities policies, supervision and
support, training and development opportunities and career enhancement.
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Key person risk
This is the risk of dependency on one or two key individuals in the credit union,
whether on the board or in management. The risk is that if a key person left the credit
union, the organisation would be put into jeopardy. Dependency on the CEO is one
obvious example of this risk.
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Appendix XIII - Board of directors self-evaluation template
Board evaluation
A board evaluation requires the commitment of all board members. All members must be willing to
undergo the self-evaluation of themselves as directors and as the board as a whole. Unless everyone
contributes, the exercise is not a board evaluation. The unwillingness to participate of any board
members is a symptom of a quite serious problem to start with. In addition uninvolved board members
are unlikely to feel any commitment to the recommendations that come out of the evaluation process.
The board evaluation should be undertaken on the basis that the results are to be translated into
relevant actions. There is no point in wasting the board’s time otherwise.

This performance rating measures how directors feel about the performance of the board as a whole.
It focuses on different areas of board roles and responsibilities. It highlights the areas where directors
consider that the board has strengths and where there may be room for improvement. The results of
the evaluation can inform the board training and development programme.
Performance rating key
Please choose the response, which you feel most appropriately describes the performance of the
board.
1. Poor - consistently does not reach desired levels of performance.
2. Needs improvement-regularly does not meet desired levels of performance.
3. Average - meets desired levels of performance, occasionally does not meet them, but occasionally
exceeds them.
4. Very good meets desired levels of performance. Only occasionally does not meet the desired level
and frequently exceeds it.
5. Excellent - consistently exceeds desired levels of performance.
0. Don't know or not applicable.

A. Governance in general
1. The board understands the basic principles of credit union governance
2. The board is clear about the distinction between governance and management and
demonstrates this in practice
3. The board demonstrates overall effective leadership of the credit union
4. The board ensures that all directors have a training and development plan
5. The board has an agreed statement of the role and responsibilities of the board of
directors
6. The board is clear about the role and responsibilities of the CEO and this is documented in
writing
7. The CEO demonstrates a clear understanding of his strategic and operational role and
responsibilities
8. The board is clear about the collaborative relationship between the CEO and the board
and how this works in practice
9. The delegation of executive authority to the CEO is clear and effective

B. Board oversight and control
10. The board demonstrates clarity of purpose and direction
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11. The board has agreed and documented mission and values statements
12. The board monitors how credit union values and principles are implemented in practice
13. The board demonstrates a good understanding of the financial market place in which the
credit union operates
14. The board has an effective strategic planning cycle
15. The board has an agreed and documented strategic and financial plan
16. The board regularly monitors credit union progress against the strategic and financial plan
17. The board has a sound understanding of financial reporting and management information
18. The board understands the nature of the risks the credit union faces
19. The board has an effective system for the monitoring of risk and compliance
20. The board is independent and autonomous from any other organisation
21. The board has a good understanding of the laws and regulations governing credit unions

C. Board policy
22. The board has agreed and written policies as appropriate to the business
23. There is a regular review of board policies

D. Board organisation
24. Directors are generally well informed of the issues related to agenda items
25. All directors participate in board discussions
26. Decisions are reached transparently and collaboratively
27. The board shows leadership by bringing issues to light. It is active and proactive rather
than passive
28. The board acts as a cohesive group and is not dominated by a small group of directors
29. There are agreed and documented terms of reference for all formal committees

E. Director recruitment
30. The board ensures that collectively there are relevant skills amongst the board of directors
and ensures that any skills gaps are bridged
31. The board has a strategic approach to director recruitment and succession planning
32. The board has transparent and clear nomination and election procedures

F. Accountability
33. The board is conscious of its accountability to its members
34. The board ensures the credit unions communicates effectively with its members
35. The board ensures that the credit union democratic process is transparent, clear and
meaningful
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Appendix XIV - Individual director evaluation template
Individual evaluation
Performance Rating key
This performance rating measures how directors feel about their own performance. It
focuses on different areas of board roles and responsibilities. It highlights the areas where
directors consider they have strengths and those in which there may be room for
improvement. The results of the evaluation can inform the director training and
development programme.

Please choose the response, which you feel most appropriately describes your situation.
SCORE:
1. I feel I certainly lack knowledge/skills/competence in this area
2. I feel there are gaps in my knowledge/skills/competence in this area.
3. I feel unsure about this area - I am not confident I have sufficient
knowledge/skills/competence to be effective in this area.
4. I consider myself to be knowledgeable/skilled/competent in this area. My knowledge in
this area is okay
5. I feel highly knowledgeable/skilled/competent in this area. It is one of my strengths
0. Don't know or not applicable
A. Credit union purpose
1. I understand the purpose, aims and objectives of the credit union
2. I understand co-operative identity, values and principles and their implications for the
operation of the credit union

B. Governance in general
3. I understand the basic principles of credit union governance
4. I understand the distinction between governance and management and how this works
out in practice
5. I understand the role and responsibilities of the board of directors
6. I understand my particular role and responsibilities as a director
7. I understand the role and responsibilities of the CEO
8. I am clear about the relationship between the CEO and the board
9. I understand the nature, scope and limitations of the authority delegated to the CEO
10. I understand the role and responsibilities of the chair of the credit union board
11. I understand that, except when functioning as part of the board or a board committee, I
have no more authority in the credit union than any other member
12. I treat the confidential business of the credit union as confidential

C. Board Oversight and control
13. I contribute to the development of the credit union's culture and values
14. I contribute towards formulating the credit union’s strategy and objectives
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15. I contribute to the process of monitoring progress against the strategic plan
16. If I can spot when we are deviating from our strategic plan, I am able to recommend
remedial action.
17. I am able to identify risks to our strategy and operations
18. I am able to articulate the risk appetite of the board
19. I understand the internal audit process and how this is related to the oversight of risk
20. I contribute to ensuring that the credit union is compliant with its own policies
21. I am aware of the legal and regulatory framework within which the credit union operates
22. I contribute to ensuring that the credit union is compliant with legislation and regulation

D. Financial planning and control
23. I am able to establish objectives and policies to ensure that the credit union meets its
statutory financial obligations and to guide building income and capital reserves, and to
inform operational financial decision making
24. I have an understanding of the financial plan that supports the strategic plan
25. I am able to understand financial information to assess the financial performance of the
credit union
26. I am able to understand financial reports and compare actual performance to budget
27. I have a good understanding of the credit union’s position in regard to key financial
indicators of liquidity, profitability, equity and risk exposure

E. Participation
28. I am able to plan, prepare and participate to maximise group participation in board
decisions
29. I am able to participate openly at meetings by asking appropriate questions and offering
constructive comments
30. I recognise the different talents of fellow board members, and try to develop a spirit of
unity on the board. I appreciate the benefit of diverse opinions
31. My attendance is regular and punctual
32. I maintain board solidarity – I do not disclose or aggravate board differences. I support
board decisions even if I was opposed to the decision.
33. I am prepared to stand alone if necessary in order to bring issues to the attention of
fellow board members
34. I communicate well with other directors and members of the management team
35. I engage in discussion and dialogue with board colleagues cordially and respectfully
36. I am disciplined in board discussions and maintain a focus on the agenda items without
wandering away from the issues at hand.

F. Plan and appraise products and services
37. I am able to suggest methods for obtaining member input and to assess member needs,
concerns, ideas and opinions
38. I am able to help suggest objectives and policies for credit union product and service
development
39. I am able to appraise the adequacy of the products and services of the credit union
40. I am able to approve long term and annual plans for services and facilities
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41. I am able to assist in authorising feasibility studies for product and service development,
and to analyse proposed changes and their implications for long-term profitability
42. I understand the principles of lending money

G. Accountability
43. I understand how and why the board is accountable to the members.
44. I understand how and why the CEO is accountable to the board.
45. I have a commitment to and understanding of the communities served by the credit
union.
46. I am able to represent the credit union at public functions if and when asked.
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Appendix XV - Board training needs analysis template
Training Needs Analysis
The matrix below can be used to prioritise director and board training

Please rate your own Knowledge or competence in each of the 19 key areas identified.
These will be collated to give a Board level priority.

Score 1 to 5

1. Very poor knowledge or skill in this area
2. Satisfactory knowledge or skill in this area
3. More than satisfactory knowledge or skill in this area
4. Good knowledge or skill in this area
5. Excellent knowledge or skill in this area
6. Don't know or not applicable

Competencies:
Knowledge and Understanding of:
1. Credit Union history, values, principles and ethos

Score 1 (low)
to 5 (high)

2. The principles of credit union strategic governance
3. The delegation of authority in a credit union
4. CU legal & regulatory responsibilities
5. The low and moderate-income credit market
6. Credit union lending policy and practice
7. Strategic planning
8. Financial planning and analysis
9. Risk and compliance
10. The role of the board in the internal audit
11. The writing of board policies
12. The senior managers' regime
13. Monitoring of credit union performance
14. Monitoring of CEO performance
15. Director and board evaluation
16. Accountability to the members
17. Employment practice and law
18. Board and director recruitment and development
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19. Marketing
Any other areas where training is required:

Priority 1 (low) to5
(high)
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Appendix XVI - The supervisory committee in the ABCUL rules and in
regulation
The supervisory committee in the ABCUL rules
The following are extracts from the ABCUL rules which mention the supervisory
committee.
Expulsion from Membership
23. Subject to the receipt of notice of expulsion in accordance with these Rules, a
Member shall be suspended from participation in the Credit Union pending the
completion of an investigation. The investigation may recommend the Member’s
subsequent expulsion from membership of the Credit Union. Any recommendation for
expulsion shall be voted upon by passing a resolution carried by a majority present at a
joint meeting of the Board of Directors and of the supervisory committee.
Loans to Officers and employees of the Credit Union
63. Members of the Board of Directors, Officers, Approved Persons and employees of
the Credit Union may, as a Member of the Credit Union, be granted a loan by the Credit
Union subject to rule 64. Such a Member may not be involved in the decision on the
granting of the loan and such a loan may not be approved solely by a loan officer of the
Credit Union. The supervisory committee shall be informed of the details of any such
loan within 14 days of its approval.
Special general meetings called by the Credit Union
83. Any general meeting of the Credit Union other than an annual general meeting shall
be a special general meeting. The Board of Directors or the supervisory committee of
the Credit Union may for good reason convene a special general meeting for any
purposes not specifically provided for elsewhere in these Rules.
Special general meeting called by the supervisory committee
87. If an Officer of the Credit Union has been suspended from office by the supervisory
committee using the procedure set out in rule 132 and has not tendered their resignation
within 7 days of said suspension then the supervisory committee shall convene a special
general meeting of the Credit Union to be held no later than 30 days following the
suspension. If the majority of the Members present at such a meeting so vote by secret
ballot they may:
a. Ratify the suspension and remove from office the person so suspended and
shall determine the manner in which the vacancy caused as a result of the
removal shall be filled. It shall be ensured that the vacancy is filled following the
requirements of these Rules and subject to any regulatory requirements relating
to Approved Person status. Any vacancy shall be filled at the meeting;
b. Rescind the suspension;
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c. Remove from office any other Officer of the Credit Union (whether or not he or
she has been suspended by the supervisory committee) and shall determine the
manner in which the vacancy caused as a result of the removal shall be filled and
subject to any regulatory requirements relating to Approved Person status shall
fill the vacancy at the meeting. Provided, however, that no person shall be
removed from office under this rule without being given the opportunity to be
represented or be heard at a special general meeting of the Credit Union of
which he or she shall be given 14 days’ notice.
Elected by the membership
91. Elections for the Board of Directors and supervisory committee of the Credit Union
shall be conducted by secret ballot unless undertaken prior to the annual general
meeting by postal vote. Except where otherwise specified in these Rules or law, all
questions shall be resolved by a simple majority of votes cast.
99. Nominations for the Board of Directors, the supervisory committee and the credit
committee (if in existence) shall be in Writing and shall be signed by a proposer and a
seconder who must also be Members of the Credit Union and also by the nominee to
indicate their consent, and their willingness to submit to any requirements of the
Relevant Authority. Nominations shall be sent so as to ensure they reach the registered
office of the Credit Union at least 14 days before the date of the annual general meeting
where the election shall take place.
Responsibilities of Directors
122. Subject to the law and these Rules, the Board of Directors shall manage the
general business and control the affairs of the Credit Union and shall be responsible for
performing all of the duties ordinarily performed by the Board of Directors. The Board’s
responsibilities include but are not limited to the following:
n. Filling any casual vacancy in the office of auditor, or in any office in the Credit
Union, other than the supervisory committee, subject to rules 111and 141;
v. Remove from office Officers and sub-committee members, except members of
the supervisory committee, for failure to perform their duties or breach of these
Rules;
w. Suspend any or all of the members of the supervisory committee as provided
for by rules 133 and 134;
123. Elected and co-opted Officers serving the Credit Union shall immediately cease to
hold office or committee position if:
i. They are removed by a resolution of a majority of the Members of the Credit
Union present at a special general meeting called for that purpose by the Board
of Directors or by the supervisory committee or by the Members
SUPERVISORY COMMITTEE
Roles and responsibilities
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129. The Credit Union shall have a supervisory committee. The Board of Directors and
the supervisory committee shall agree the Terms of Reference of the supervisory
committee. Members of the supervisory committee shall not be members of the Board of
Directors, or any other permanent committee of the Credit Union, or be employed by the
Credit Union, and shall be elected in accordance with the provisions of these Rules.
130. If a vacancy occurs on the supervisory committee its remaining number shall have
the power to co-opt a replacement for the remaining term of office. The supervisory
committee shall be notified of all meetings of the Credit Union and be entitled to attend
such meetings, including meetings of the Board of Directors of the Credit Union. The
supervisory committee shall report each year to the annual general meeting.
131. The supervisory committee has the power to recommend to the Board that the
internal audit function be outsourced. The supervisory committee shall be responsible for
ensuring that the internal audit function is performed in accordance with prescribed
terms of reference.
Suspension from office
132. The supervisory committee may, by a unanimous vote of the entire membership at
a special general meeting called for the purpose, suspend from office any Officer of the
Credit Union who, in the opinion of the supervisory committee is guilty of a persistent or
serious breach of the law in relation to the Credit Union, these Rules or the policies laid
down by the Board of Directors. Whether or not it suspends any Officer, the supervisory
committee may by unanimous decision convene a meeting of the Board of Directors or a
special general meeting of the Credit Union to consider such an action, at which
meetings such Officer(s) shall be given an opportunity of state their case and/or be
represented.
Suspension from the supervisory committee
133. The Board of Directors may, by a majority vote of the entire membership of the
Board at a special meeting called for the purpose, suspend from office the supervisory
committee or any of its members, for any grave and sufficient reason.
134. Whenever a member(s) of the supervisory committee has been suspended from
office under the preceding rule, and within 7 days of said suspension has not submitted
their resignation, the Board of Directors shall convene a special general meeting of the
Credit Union to be held not later than 30 days after the suspension. If a majority of the
members present at such a meeting so signify by secret ballot they may:
a. Ratify the suspension and remove from office the person so suspended and
shall determine the manner in which the vacancy caused by the suspension shall
be filled, and shall fill the vacancy at such meeting;
b. Rescind the suspension;
c. Remove from office any other Officer of the Credit Union (whether or not he or
she has been suspended by the Board of Directors) and determine the manner in
which the vacancy caused by the removal shall be filled.
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Provided, however, that no person shall be removed from office under this rule without
being given an opportunity of being represented or being heard at a special general
meeting of which he or she shall be given 14 days’ notice in writing.

Inspection of accounts
146. All books of account and other records of the Credit Union shall at all reasonable
times be available for inspection by the auditor, the Board of Directors, supervisory
committee, or other persons duly authorised on their behalf.

The supervisory committee in the regulation (CREDS)
The following is a series of extracts from CREDS and SYSC where the supervisory or
audit committee and the internal audit function are mentioned.
CREDS 2.2.10
(1) A credit union must have an internal audit function (this may be either in-house or
outsourced to a third party).
CREDS 2.2.11
(1) The term 'internal audit function' in CREDS 2.2.10 E refers to the generally
understood concept of internal audit within a firm, in other words the function of
assessing adherence to and the effectiveness of internal systems and controls,
procedures and policies. The internal audit function is not a controlled function itself, but
is part of the systems and controls function (CF28)
SYSC 6.2.1
A common platform firm and a management company must, where appropriate and
proportionate in view of the nature, scale and complexity of its business and the nature
and range of its financial services and activities, undertaken in the course of that
business, establish and maintain an internal audit function which is separate and
independent from the other functions and activities of the firm and which has the
following responsibilities:
(1) to establish, implement and maintain an audit plan to examine and evaluate
the adequacy and effectiveness of the firm's systems, internal control
mechanisms and arrangements;
(2) to issue recommendations based on the result of work carried out in
accordance with (1);
(3) to verify compliance with those recommendations;
(4) to report in relation to internal audit matters in accordance with SYSC 4.3.2 R.
SYSC 4.1.11 - Audit committee
Depending on the nature, scale and complexity of its business, it may be appropriate for
a firm to form an audit committee. An audit committee could typically examine
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management's process for ensuring the appropriateness and effectiveness of systems
and controls, examine the arrangements made by management to ensure compliance
with requirements and standards under the regulatory system, oversee the functioning of
the internal audit function (if applicable) and provide an interface between management
and external auditors. It should have an appropriate number of non-executive directors
and it should have formal terms of reference
CREDS 2.2.42
Depending upon the scale and nature of the credit union's activities, it may be
appropriate for the audit committee to delegate the task of monitoring the effectiveness
and appropriateness of its systems and controls to an employee or other third party.
CREDS 2.2.43
The purposes of an internal audit are:
(1)
to ensure that the policies and procedures of the credit union are
followed;
(2)
to provide the committee of management with a continuous appraisal of
the overall effectiveness of the control systems, including proposed changes;
(3)

to recommend improvements where desirable or necessary;

(4)
to determine whether the internal controls established by the committee
of management are being maintained properly and operated as laid down in the
policy, and comply with relevant Acts, secondary legislation, rules, policies and
procedures;
(5)
to ensure that accounting records are prepared promptly and accurately,
and that they are in order;
(6)
to assess whether financial and operating information supplied to the
committee of management is accurate, pertinent, timely, and complete.
CREDS 2.2.44
The internal audit function (see CREDS 2.2.11G) should develop an audit plan, covering
all aspects of the credit union's business. The audit plan should identify the scope and
frequency of work to be carried out in each area. Areas identified as higher risk should
be covered more frequently. However, over a set timeframe (likely to be one year) all
areas should be covered. Care should be taken to avoid obvious patterns in assessing
the different areas of the credit union's business, so that the audit plan produces a
representative snapshot of the operation and effectiveness of the credit union's internal
systems and controls, procedures and policies.
CREDS 2.2.45
The internal audit work programme should include items such as:
(1) verification of cash (counting and reconciliation) without prior notification;
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(2) bank reconciliation (checking records against bank statements);
(3) verification of passbooks or account statements;
(4) checking for compliance with policies and procedures;
(5) checking for compliance with relevant Acts, secondary legislation and rules;
(6) checking minutes and reports of the committee of management and other
sub-committees for compliance, and assessing regularity and completeness;
(7) checking loan applications;
(8) verification of the credit union's assets and investments.
CREDS 2.2.46
The key elements of a satisfactory system of internal audit include the following:
(1) Terms of reference. These should be specified with precision and include, amongst
other things, scope and objectives of the audit committee and the internal audit function
access to records, powers to obtain information and explanations for officers, and
reporting requirements. These should be approved by the committee of management.
(2) Risk analysis. Key risks in each area of the credit union's business should be
identified. The adequacy of the specific controls put in place to address those risks
should be assessed.
(3) Internal audit plan. This should be developed on the basis of the risk analysis.
(4) Detailed programmes. These should be based on the internal audit plan, together
with the controls and their objectives specified in the control documentation. Each
programme should be comprehensive, specifying the frequency with which the various
parts of the programme are to be carried out and how the work is to be performed.
(5) Working papers. These should be maintained to evidence who performed the work,
how it was controlled and supervised, and to record the conclusions reached. They
should be cross referenced to reports made and action taken.
(6) System of reporting. Formal reports should be submitted at the completion of each
aspect of programmed work, stating the areas covered together with any
recommendations and conclusions reached.
CREDS 2.2.47
The internal audit should be independent of all of the functions it inspects.
CREDS 2.2.48
The committee of management should be satisfied that the status and reporting
relationship of the chairman of the audit committee is sufficient to maintain the
independence and objectivity of the function.
CREDS 2.2.49
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The qualifications, experience and training of individuals performing the internal audit
function) should be adequate in relation to its objectives.
CREDS 2.2.50
The committee of management should be satisfied that the internal audit function is
being properly carried out. In order to review the overall effectiveness of the internal
audit function it should consider the following:
(1)

the adequacy and scope of planning;

(2)
the adequacy and scope of work performed in relation to the plans and
programmes;
(3)
the regularity and level of reporting on matters arising from the
inspections;
(4)
the disposal of points and recommendations raised, and reasons for the
rejection of any major points.
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Appendix XVII - Example job description for a board director
Title:

Director

Accountable to:

Other directors; credit union members

Responsible for:

Credit union governance and stewardship

Location:

[]

Role Summary:
Members of the board of directors carry individual and collective responsibility for the
good governance of the credit union, including its safety and soundness as a financial
institution. A director must maintain the relevant skills, knowledge and understanding to
perform the role, together with the commitment of necessary time. A director must
always be focused on the interests of the members, and have a commitment to cooperative values and principles.
A director has no individual authority except where formally and explicitly delegated by
the board of directors in a properly convened meeting.
Term of office
Directors are elected by the general membership of the credit union and serve a threeyear term. Directors may not serve more than [xxx – to be decided by each individual
board] consecutive terms. Directors who have served the maximum number of terms
may apply for re-election to the board after at least a 12-month interval (as decided by
the board) In cases of necessity, and in individual cases, the board can waive the
maximum term period requirement but must report the reasons to the membership in the
AGM.
Generic director responsibilities
A director carries these key responsibilities in collaboration with board colleagues:









Setting the mission, strategic aims and values for the credit union, and ensuring
a plan is in place to deliver these
Showing strategic leadership in pursuit of the values and strategic aims
Appointing the CEO to manage the organisation and implement the plan
Supervising the performance of the credit union
Identifying risk to the credit union and its objectives, and ensuring a risk
management framework is in place
Approving board policies for the credit union in accordance with its mission,
values and objectives, and within legal and regulatory constraints
Ensuring that mechanisms are in place to keep the credit union compliant with
legal and regulatory obligations
Ensuring processes are in place to sustain the board of directors and improve
performance where possible
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Participate in electing a chair of the board to coordinate the activities of the board
and ensure its effective performance in the interests of the members
Attending board and committee meetings, participating regularly and
constructively in discussion, challenging appropriately where necessary
Serving on at least one sub-committee or project group when / if required and as
appropriate
Accepting collective responsibility for board decisions and collective
accountability to the members, the regulator and other stakeholders
Sustaining an effective democracy and a co-operative culture and values
Representing the credit union to external parties as required
Treating all credit union information confidentially and sensitively.

Additional director responsibilities
Some directors may carry additional responsibilities in the following areas, which are set
out in more detail in relevant documents:




Officer of the board, e.g. chair, secretary, treasurer
Senior Manager Function(s) under the Senior Managers Regime
Membership of sub-committee(s).

Core competencies48, knowledge and experience:
Competencies (Essential = E, Desirable = D)
Strategy and planning (D)

Communication (D)

Member focus (E)

Leadership (D)

Co-operative working (D)

Critical thinking (E)

An ability to engage with
the credit union’s financial
performance and reports
(E)

Working on boards or in
groups (D)

Knowledge of the credit
union and of the credit
union movement (D)

Knowledge of the common
bond area and the needs
of its communities (E)

Understanding of the
regulatory and legal
environment for the credit
union (E)

Understanding of the
financial service market
and of competitors to the
credit union (D)

Understanding of the
processes and value of
lending money to
members (E)

Understanding of the
principles of risk
management in
organisations (D)

Knowledge and experience

48

Competencies as noted here do not imply professional training, but an appropriate level of
expertise in a given area.
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Accountabilities
Governance
 Attending, contributing to and supporting effective board meetings and records.
 Providing critical oversight and participating in board discussion.
 Ensuring succession and recruitment plans are in place to sustain the board.



Ensuring effective reporting to members.
Ensuring effective democratic processes are in place in accordance with the
credit union rules.
Strategic leadership
 Maintaining understanding of relevant economic and competitor developments,
and community issues relevant to members and the credit union.
 Representation of the credit union to external stakeholders.
 Setting strategic objectives, contributing to the strategic planning process and
approval of the plan.
 Oversight of implementation of the strategic plan..
Business oversight
 Ensuring effective performance reporting and evaluation.
 Ensuring a risk management and controls framework is in place and that
regulatory compliance is under management.
 Ensuring that there is effective internal and external audit of the governance and
operations of the credit union.
 Ensuring that there is effective management of health and safety obligations.
Personal development and conduct
 Participating in board and individual director evaluation processes as determined
by the board.
 Obtaining personal training and development as required to maintain or improve
contribution.
 Maintaining a positive financial relationship with the credit union during the term
of office.
 At all times acting with integrity and in line with the credit union’s expectations of
good conduct.
Expected time commitment
Total minimum commitment of 76 hours a year (1.5 hours per week average), based on:





Five hours per month x 10 board meetings per year (two hours’ preparation,
three hours’ attendance).
Eight hours x one full planning day per year.
Two hours x four sub-committee or project meetings per year.
12 hours a year for promoting the credit union as required, e.g. attending
conferences.

Plus training and development as identified through development planning.
This time may be required on weekdays, evenings and weekends, subject to advance
notice and based on discussion in relation to individual director circumstances.
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Appendix XVIII -The Senior Managers Regime and the system of
governance
In March 2016, HM Treasury introduced changes to the Senior Managers’ and
Certification Regime (SMR), which was introduced by the Financial Services (Banking
Reform) Act 2013. These were updated in 2017. The SMR can be implemented in a way
that is consistent with the system of governance, but it does add a new dimension to
director and CEO roles. The most challenging dimension of the SMR is the reconciliation
of individual accountability for specified directors / managers with the collective
responsibility of the board.
The discussion of SMR that follows should not be regarded as a comprehensive guide to
SMR implementation or compliance – it is focused on governance.
It is important to note the context for the SMR. After the banking crash of 2008, the
regulators in Britain have struggled to hold individuals to account for the failure of
institutions, except where illegal activity could be proven. In the regulators’ perception,
poor governance and / or management was sheltered by the concept of collective
responsibility, in particular at the level of the board. In a considered reaction to that
experience, the regulatory agencies are seeking to engender a culture of accountability
within organisations by ensuring that named individuals in the most senior executive and
non-executive roles have a defined set of accountabilities.
The resulting SMR covers three main areas. The first, which has potential implications
for the system of governance, is key personnel, to be known as Senior Managers
whether they are in executive or non-executive roles.
The second and third areas – a certification regime and a new set of conduct rules - are
important cultural and compliance matters that credit unions must embed within their
organisations, but they do not directly affect credit union governance.
Key personnel – “Senior Managers” (SMs)
The SMR regulates the appointment of key members of staff, replacing ‘Approved
Persons’. The intention is to ensure that only fit and proper persons hold important
senior roles and that these senior managers are held accountable for any failings of a
credit union. This accountability does not have legal character – it does not imply
criminal proceedings in the event of failure – but rather a point of focus for the regulator
in the event of engagement with a credit union, whether as a matter of routine, or an
investigation, or at a point of crisis. It would be for the individual holding a Senior
Management Function (SMF), in the first instance, to demonstrate to the regulators that
the organisation, and ultimately the board, had taken reasonable steps to discharge its
accountabilities. It should be noted that notwithstanding the regulators’ starting point with
the SMs in these events, the board retains its collective accountabilities under the law
and to the membership.
The SM functions will be held by the most senior people within a credit union, so the
roles in scope are therefore board directors, the CEO and, where relevant, other very
senior staff.
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Allocation of Senior Manager Functions
SMR sets out 18 different Senior Management Functions (SMFs) that between them
must cover nine responsibilities (shown in the table below). Only two SMFs are
mandatory for credit unions: ‘Credit Union Senior Manager’ (SMF8) and ‘Money
Laundering Reporting Officer’ (MLRO, SMF17). The latter SMF clearly and sensibly
picks up responsibility (“DD”) and should be allocated to the Money Laundering
Reporting Officer (MLRO). In fact, it would be unhelpful to allocate SMF17 to anyone
else, as this will confuse the leadership of money laundering risk management at the
board.
The more potentially difficult challenge is how to deal with the other eight responsibilities
– which SMFs should be used, and in particular how to allocate them to directors and
management.
Credit unions have expressed concern regarding the allocation of individual
accountabilities to directors. Two main issues have been articulated:
1. How does individual accountability align with the traditional collective
responsibility of a board? And in particular the board of a co-operative, where
mutuality is at the heart of the organisation?
2. Is there a risk that those people carrying SMF designations could use this to
enhance inappropriately their power or influence at the board?
Regarding the question of individual vs. collective accountability, it is not easy to see
how the regulators’ intention can be reconciled in principle with the tradition of ‘joint and
several’ responsibility. If the individual accountability has any substance, by definition it
must mean that some accountabilities are not equally shared.
In practice, however, there are already different roles for directors. As outlined in the
system of governance, the chair carries a set of duties that differentiate that role from
other directors, without implying greater authority. At a less strategic level, the MLRO
function is similar. From an executive perspective, the role of CEO explicitly identifies
that individual as carrying full accountability for staff performance. Allocation of
regulatory accountabilities to directors / CEOs can be seen as consistent with these
differences. It therefore makes sense to distribute the SMFs to the two existing poles
within the system of governance: the chair and CEO.
The table below matches responsibilities to roles, and shows that there is in any event a
reasonable fit between the responsibilities A-CC and the chair and CEO roles. Some
credit unions have a Chief Financial Officer or Finance Director, who is a regular
attendee at board meetings and carries significant executive authority. In this instance, it
might be appropriate to allocate BB, financial resource management, to such an officer.
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Responsibility

Suggested Allocation

A

The firm’s performance of its
obligations under the SMR

This is consistent with the role of the
chair in ensuring that the board is
effectively discharging its role

B

The firm’s performance of its
obligations under the certification
rules

This is consistent with the role of the
CEO in ensuring the executive side of
the organisation complies with
regulation

C

Compliance with the firm’s obligations
in relation to its management
responsibilities map

This is consistent with the role of the
chair in ensuring that the board is
effectively discharging its role

D

The allocation of all prescribed
responsibilities

This is consistent with the role of the
chair in ensuring that the board is
effectively discharging its role

E

The implementation and
management of the firm’s risk
management and policies and
procedures

This is consistent with the role of the
CEO in ensuring the execution of
policies and procedures

AA

Managing the systems and controls
of the firm

This is consistent with the role of the
CEO in managing systems and
controls

BB

Managing the firm’s financial
resources

This is consistent with the role of the
CEO [or Chief Financial Officer] in
managing agreed budgets, contracts
and investments

CC

Ensuring the governing body is
informed of its legal and regulatory
obligations

This is consistent with the role of the
CEO in managing systems and
controls
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DD

Responsibility

Suggested Allocation

Overall responsibility for the firm’s
policies and procedures for
countering the risk that the firm might
be used to further financial crime

This should be allocated to the
nominated MLRO

Responsibilities (except DD money laundering) evaluated against chair and CEO roles
The best fit, therefore, for allocation of SMFs and the system of governance is to
distribute responsibilities to the chair and CEO (and MLRO)49.
Risk of undue influence
Some credit unions are concerned that by allocating SMF status to a select number of
directors but not all, the SMFs will be enabled to carry undue influence at the board. The
possibility perceived is that SMFs will be able to argue that their regulatory accountability
gives them precedence in debate or decision taking. In response, some credit unions
have proposed registering all directors as SMF8, so there is no differentiation.
The risk identified is real – but it is not one that is specific to the regulatory regime. Many
credit unions have at some time in their history experienced directors and CEOs who
have (ab)used their positions through claiming enhanced authority. Classic examples
are an over-bearing chair that believes they are the “most senior” individual at the board,
or a CEO whose expertise and command of information is cited as reason to constrain
board debate or challenge.
The system of governance recognises this risk and is very clear that directors, including
the chair, have equal and collective accountability for the decisions and actions of the
board. The roles of the chair and CEO are discussed in detail in the main body of the
report. SMF status should not alter the operation of the board unless the directors are
not recognising their collective responsibilities. There are no objective grounds for a
director or CEO to use the SMF status to demand a decision or action that is
unsatisfactory to other directors, and a strong board will have confidence that it will not
change the dynamics of board interaction.
Registration of all directors as SMFs was accepted by the regulator at the point of
introduction of the SMR in 2016. In this scenario, all directors (and the CEO if included)
would have individual accountability for all of the identified responsibilities. This should in
theory address the risk identified above. Recent feedback from the FCA has suggested
however, that unless this is genuinely reflective of the board’s spread of responsibilities,
it would expect the SMFs to be allocated to as few people as possible. In addition, if as
discussed the existing board dynamics allow the SMR to imbalance the influence of

49

A statement of responsibilities for each SMF is required to be completed, signed and submitted
to the PRA, and a map of responsibilities completed.
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individuals at board meetings, that may imply a wider problem that is not addressed
simply by seeking SMF status for all directors.
Applying for more than the minimum SMFs for credit unions
Credit unions are permitted to register individuals for functions beyond SMFs 8 and 17.
For example, a credit union could choose to register individuals under SMF1, Chief
Executive, and SMF9, Chair, and cover the responsibilities A-CC between these
functions. This is consistent with the system of governance and the suggested approach
above.
Role descriptions
It would be sensible for the SMF accountability and responsibilities to be added to the
role descriptions for those roles that a credit union selects to take them on. The benefits
of clear, comprehensive and up-to-date role descriptions are discussed in the main body
of the report and examples are provided in the appendices.
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The Research Unit for Financial Inclusion (RUFI) is situated within the School of Education,
Health and Community at Liverpool John Moores University. It undertakes academic, action and
evaluative research in a wide range of areas related to the development of financial services for
lower income households. RUFI has a particular expertise in research aimed at strengthening
credit union capacity and effectiveness.
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