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Executive Sessions of Your Board

by Charles J. Thayer, chairman, Chartwell Capital, Ltd.

Conducting “Regular Executive Sessions” is prominently displayed on every list of board “Best
Practices.” However, practical guidance is seldom provided to board members about when and what
they should do in such sessions—and who should be involved. Because every board is comprised of
individuals with different personalities, experience levels, and professional backgrounds, there is no
“right answer” for every board. This brief article, based on our experience, provides a few thoughts
and suggestions to help your board conduct effective executive sessions.

We recognize that many CEOs and board members really don't think a “regular” executive session is
necessary. After all, “we can always call a meeting if we need to.” In fact, this may not be the case,
and without an established process, the board may not be able to take action when and if action is
required. We believe a regular executive session at the end of every board meeting is in everyone’s
best interest.

CEOs must recognize that, if the board doesn’t provide a regular time and location for such private
discussion, directors will discuss bank business with one another informally (at social or business
events, at their clubs, etc.) Regular executive sessions help both the CEO and board members avoid
“cliques” and “private lobbying” by individual directors. If a topic is important enough to discuss
individually, then it should be brought up in your executive session, not outside the board room.

Board members must also recognize that because they are not part of day-to-day management,
they may be the “last to know” about sensitive issues. Your executive session provides every
director with an opportunity to learn about and discuss any sensitive issue in the privacy of your
board room.

Regular reports regarding finance, credit, etc. by senior management to your board are an excellent
method for directors to assess the depth of management without interfering in the CEO’s day-to-day
management responsibility. We think it's a good idea to have your senior managers attend and
report at every board meeting. However, when all the reports are completed, all non-board
members should be excused as a group, so the board and CEO can discuss bank business in private.

At the conclusion of your board’s regular business meeting, the CEO, any other non-independent
board members, and board secretary should leave the room and provide the outside board
members with the opportunity to discuss bank business privately in “executive session.” Your CEO
may also be Chairman of the Board; however, every executive session should have a “chair” whose
role is to go around the table and ask each director if they have anything they wish to discuss. This
is the proper time and location to discuss any issue.

As an example, let’s assume your bank’s CEO has an incentive compensation plan that requires
non-performing assets to remain below a certain level if s/he is to receive the annual bonus, and
your CPA firm has told your bank’s audit committee they are concerned about a certain credit. The
loan is very likely to go on non-accrual, but you don’t expect to have a loss after the collateral is
liquidated. It's a judgment call. If the credit is considered non-performing, the CEO’s bonus will be
reduced, but on the other hand, the bank may not suffer a loss. Such an issue that concerns the
CEO, the compensation committee, and the audit committee is an obvious topic for your executive
session.

It is important for the outside directors to limit discussion to important policy topics. The executive
session is not a forum for petty issues and personal grievances (e.g., “the CEO would not approve a
loan to my best friend”). The executive session is not an excuse for the board to become involved in
day-to-day management issues. It is essential that all parties avoid unintended conflict and clearly
define the respective roles of the CEO and the board.

It’s also important for board members to remember that the board room is a “fish bowl”—everyone
knows your board is in executive session. For this reason, a regular executive session at the end of
every board meeting should be “routine,” not “special.” Board members have a responsibility to
allow adequate time for board business and not “rush out” at the end of your board meetings to
attend to other matters. You need to take the time to go around the table and conduct a “real”
meeting every time. However, board members also need to be sensitive to timing and avoid
potentia

have a prolonged private discussion about last night’s game.

R

unintended consequences” of a long executive session—this is not the time or place to

One board member should always be designated to brief the CEO immediately after the executive
session on the topics discussed during your meeting. This might be the “chair,” but it doesn’t have
to be the same person every time. For example, if the topic concerns staffing or succession, it might
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be the chair of the compensation committee. This follow-up is essential to your CEO-board relations
and needs to occur even if no topic of substance was discussed.

On occasion, the board may need to ask for outside independent advice about a sensitive matter,
and it's important that the board know in advance who to contact. This may be the senior partner of
the bank’s regular outside law firm or some other independent advisor the board has identified.
Experience has taught many of us that the first actions taken are frequently the most important,
and many subsequent problems can be avoided if professional advice is obtained before the board
acts. Your designated advisor doesn’t need to attend your regular meetings, but you need to know
who to call if such a problem develops.

The objective of this brief article is to share a few thoughts concerning your board’s executive
sessions. The concept of “best practice” is built on the collective knowledge of experienced board
members, and we welcome your feedback about what has worked “best” for your board.

Charles J. Thayer, chairman of Chartwell Capital, Ltd., has extensive experience as a bank and
corporate board member. He serves on the advisory board of the American Association of Bank
Directors and is a board member of the National Association of Corporate Directors — Florida
Chapter. Mr. Thayer will be presenting at the Seattle Bank's 2006 Management Conference on May
18.
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IMPORTANT DISCLAIMER, PLEASE READ:

The Federal Home Loan Bank of Seattle (*'Seattle Bank™) publishes What Counts for educational and promotional
purposes only. The data and analysis presented are based upon information obtained from sources that we
consider reliable. The opinions expressed represent the current opinions of our staff and are subject to change
without notice. We make no warranties, express or implied, regarding the accuracy or completeness of any
information, analysis, or opinions presented. No part of this newsletter may be reproduced in any manner
without the written permission of the Seattle Bank. The Seattle Bank, its employees, agents, and contractors are
not registered investment advisors, financial advisors, or broker dealers, and they are not acting in a fiduciary
capacity. The information contained in this newsletter does not constitute a recommendation, offer to sell, or
solicitation of an offer to purchase any particular investments or products, including without limitation
securities of any companies discussed, and it should not be construed as such. It is the reader’s responsibility to
evaluate the suitability, risks, and merits of any investment, funding strategy, or business proposal presented in
this newsletter.

Newsletter content is for our readers' informational purposes only.
Please refer to our Terms of Use for details.
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