Executive Summary: Proposed Changes to Policy B1, May 2021
Prepared by Policy & Bylaw Committee
History
	In March 2020, the Board reviewed a quarterly monitoring report of Policy B1 – Financial Condition & Activities. It was suggested that the Policy & Bylaw committee (P&B) review subpolicy B1.1 (“The GM must not allow sales growth to be inadequate”), and the Board created an action item: “Chloe will add the review of Policy B1 to the next agenda for Policy and Bylaw Committee.” P&B met in March and reviewed B1.1, and took the opportunity to review the rest of B1 as well.
	The P&B Chair (Laurene) presented the committee’s recommended changes to B1 at the May 2020 Board meeting. In addition to a recommended change to B1.1, the committee recommended numerous other changes, some substantive and some stylistic. There were some questions about the functionality of some of the substantive changes, in particular of the new B1.2*, but the Board voted to approve the changes and planned to observe how monitoring went.
	* “The GM must not:
	2. Allow key operational indicators to be below average for consumer grocery cooperatives.”

	The GM developed an interpretation and operational definition for the new B1.1 and B1.2, which can be seen in the B1 reports for Q2, Q3, and Q4 2020. After discussion at the September Board meeting of the Q2 2020 B1 report, the Board decided B1.2 needed to be reworked and sent it back to P&B: “Motion to send Policy B1.2 to Policy & Bylaw for review, seconded, passed 9-0-0.”
	P&B had many action items at the time, and this item did not receive attention right away. However, in the process of discussing other policy changes, the committee developed insights into how to best structure B1. At the March Board meeting, it was suggested to send B1 as a whole back to P&B, and the Board approved: “Motion to send Policy B1 to Policy & Bylaw for comprehensive review with [our CBLD consultant] Thane Joyal, passed 8-0-0.”
P&B met with Thane, and then presented their recommendations at a work session in March for additional feedback. P&B is now bringing the following recommended policy revisions to the Board for approval.

Reasoning
See below a track changes for the current B1 and the proposed B1. This section will provide reasoning for the changes on a line-by-line basis.

“The GM must not:
1. Through inattention or inaction cause or allow the development of fiscal jeopardy.
2. Allow key operational indicators to be below average for consumer grocery cooperatives.
With respect to the actual, ongoing financial conditions and activities, the GM must not cause or allow the Cooperative to be unprepared for future opportunities, the development of fiscal jeopardy, or key operational indicators to be below average for our industry.
The GM must not:”
[bookmark: _Hlk69383331]These recommendations revert Policy B1 to how it was structured prior to May 2020. The “top-level” policy (the unnumbered paragraph) is restored and the problematic B1.2 is accordingly removed for redundancy.* A top-level policy is an important part of every Policy in the Policy Governance model; compliance with the subpolicies is meant to demonstrate compliance with the top-level policy. This was misunderstood when revising B1 a year ago, which is why the top-level policy was removed and attempted to be made into subpolicies itself (the current B1.1 and B1.2). We are now correcting that error.
*Note that this means “Allow operations to generate an inadequate net income” moves up and becomes B1.2.
P&B is recommending that the phrase “key operational indicators to be below average for consumer grocery cooperatives” be reverted to “key operational indicators to be below average for our industry”. This empowers the GM to interpret the policy however she deems best serves the Co-op (which might mean comparing the Co-op’s indicators to other consumer grocery cooperatives, but might not). This interpretational latitude may seem like a bit much at first glance, but if the Board is ever displeased with the GM’s interpretation, the policy can be revised as necessary to clarify the Board’s expectations.
The phrase “through inaction or inattention” is recommended to be removed as unnecessary words; “the GM must not cause or allow” is sufficient.

“Allow operations to generate an inadequate net income that is inadequate to pay current obligations.”
The proposed B1.2 reverts “net income that is inadequate to pay current obligations” to “an inadequate net income”. This empowers the GM with more interpretational latitude and saves on words.

“Allow liquidity (the ability to meet cash needs in a timely and efficient fashion) to be insufficient.
Allow solvency (the relationship of debt to equity) the debt-to-equity ratio to be insufficient.”
The proposed B1.3 and B1.4 (regarding liquidity and solvency) revert to their old versions; this is a stylistic change. P&B is recommending this change because the parentheticals in these policies serve an important function as reminders for Board members about what liquidity and solvency are, without having to look it up. The parentheticals were previously removed just to make the subpolicies more concise, and P&B is recommending they are worth putting back in, since not every Board member on a volunteer Board will be a financial expert.

“Incur debt other than trade payables or other reasonable and customary liabilities incurred in the ordinary course of doing business without prior Board approval.
Acquire, encumber, or dispose of real estate without prior Board approval.”
	The proposed B1.8 and B1.9 revert to their old versions, such that the words “without prior Board approval” are removed. At the time, these words were added because P&B wanted to make clear that the Board could grant the GM approval to take these actions. However, Thane clarified that, in Policy Governance, these words are already implied for every policy and subpolicy, so they are unnecessary. Moreover, by including them for only these two subpolicies, it sends the wrong message that the Board can only grant approval to the GM to perform outside of policy for these two subpolicies.

[bookmark: _Hlk69383613]Of note, the changes so far align with the CBLD policy register template, a document designed by Co-op Policy Governance experts. However, P&B is not recommending we simply stick to the template.

“Allow sales growth to be inadequate relative to market conditions.”
The proposed B1.1 keeps language added to it a year ago: “relative to market conditions.” This allows a chance for the GM’s performance to remain in compliance with this subpolicy even if market conditions turn sour and cause a decline in sales growth. Like, say, if we have a global pandemic and accompanying drop in sales.

“Allow growth in ownership and owner paid-in equity to stagnate without cause.”
The proposed B1.5 adds “ownership” back in. Monitoring growth in the number of owners is distinct from monitoring growth in owner paid-in equity, which could improve year-over-year without growth in the number of owners. While we live in a region where indefinite growth in ownership is possibly an unrealistic goal, the words “stagnate without cause” (which were added to the policy last year) account for this. This tweak improved upon the template to better suit our Co-op’s individual needs, and P&B recommends keeping it.

“Allow an event of default under the Cooperative’s loan agreements.”
The proposed B1.6 keeps the phrasing “Allow an event of default under the Cooperative’s loan agreements”, which was added to the policy last year. It is more encompassing than the old language, “Default on any terms that are part of the Cooperative’s loans.” Thane has even praised this language as improving on the template.


[bookmark: _Hlk69385684]See below a track changes for the current B1 and the proposed B1.
For context, please also see below a track changes for the previous B1 and the proposed B1; given how many reversions P&B is recommending, this makes it clear how the proposed version of the policy differs from our previous version. 



Policy Type:	Executive Limitations
Policy Title:	B1 – Financial Condition & Activities
Last revised:	May 4, 2020  PROPOSED
[bookmark: _Hlk69419951]The GM must not:
1. Through inattention or inaction cause or allow the development of fiscal jeopardy.
2. Allow key operational indicators to be below average for consumer grocery cooperatives.
With respect to the actual, ongoing financial conditions and activities, the GM must not cause or allow the Cooperative to be unprepared for future opportunities, the development of fiscal jeopardy, or key operational indicators to be below average for our industry.
The GM must not:
31. Allow sales growth to be inadequate relative to market conditions.
42. Allow operations to generate an inadequate net income that is inadequate to pay current obligations.
53. Allow liquidity (the ability to meet cash needs in a timely and efficient fashion) to be insufficient.
64. Allow solvency (the relationship of debt to equity) the debt-to-equity ratio to be insufficient. 
75. Allow growth in ownership and owner paid-in equity to stagnate without cause.
86. Allow an event of default under the Cooperative’s loan agreements.
97. Allow late payment of contracts, payroll, loans, or other financial obligations.
108. Incur debt other than trade payables or other reasonable and customary liabilities incurred in the ordinary course of doing business without prior Board approval.
119. Acquire, encumber, or dispose of real estate without prior Board approval.
1210. Allow tax payments or other government-ordered payments or filings to be overdue or inaccurately filed.
1311. Use restricted funds for any purpose other than that required by the restriction unauthorized purpose .
1412. Allow financial recordkeeping systems to be inadequate or out of conformity with Generally Accepted Accounting Principles (GAAP).


Policy Type:	Executive Limitations
Policy Title:	B1 – Financial Condition & Activities
Last revised:	June 14, 2016  PROPOSED
[bookmark: _Hlk68771532]With respect to the actual, ongoing financial conditions and activities, the GM must not cause or allow the Cooperative to be unprepared for future opportunities, the development of fiscal jeopardy, or key operational indicators to be below average for our industry.
The GM must not:
1. Allow sales growth to be inadequate relative to market conditions.
2. Allow operations to generate an inadequate net income.
3. Allow liquidity (the ability to meet cash needs in a timely and efficient fashion) to be insufficient.
4. Allow solvency (the relationship of debt to equity) to be insufficient.
5. Allow growth in ownership and owner paid-in equity to stagnate without causebe insufficient.
6. Default on any terms that are part of the Cooperative’s loans. Allow an event of default under the Cooperative’s loan agreements.
7. Allow late payment of contracts, payroll, loans, or other financial obligations.
8. Incur debt other than trade payables or other reasonable and customary liabilities incurred in the ordinary course of doing business.
9. Acquire, encumber, or dispose of real estate.
10. Allow tax payments or other government-ordered payments or filings to be overdue or inaccurately filed.
11. Use restricted funds for any purpose other than that required by the restriction.
12. Allow financial recordkeeping systems to be inadequate or out of conformity with Generally Accepted Accounting Principles (GAAP).
[bookmark: _30j0zll]
