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A lot more often than we think
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Happens
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Smartphones Tokenization 

Social media Streaming 

Multi-use rockets eReaders 

Capsule endoscopy Artificial intelligence 

Blockchain Apps and software 

Cryptocurrencies Augmented and virtual reality 

Mobile operating systems (cloud) Connectivity  

3D printing Consumer electronics 

Gene editing / CRISPR Online learning 

The internet of things Hypersonic flight 

mRNA  Electric cars 

GPS navigation Mind controlled computing “Synchron Stentrode” 

Human genome map Robotics 

 

Some 21st century shifts



Some “once in a lifetime crises”
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???
Inevitable but 
unpredictable

2000-2009 2010-2023 
Dot-com bubble bursts 2000 2010 Russian financial crisis  

2001 9/11 attacks 2009–2019 European sovereign debt crisis  

2001 Enron/Andersen  2012 – now Venezuela crises 

2002 Argentine crisis  2014-now Russian invades Crimea 

2003 Space Shuttle Columbia  2014–2017 Brazilian economic crisis 

2003–2009 Energy crisis 2015 Chinese stock market crash 

2005 Hurricane Katrina  2018 Turkish currency and debt crisis 

2006 Amaranth  2020 Argentine monetary crisis 

2007 Subprime mortgage crisis  2020 COVID-19 and recession / supply chain disruptions 

2007 Credit bubble bursts  2020 Jan 6 attack on US Capitol 

2007 Real estate bubble bursts  2020 stock market crash  

2008 Bernard Madoff  2020–2022 The Great Retirement 

2008-09 The “Great Recession”  2022 baby formula / food supply shortages 

2007-2019 US Subprime mortgage  2022 Russian financial crisis 

2008 United States housing bubble 2022-now Russian Ukrainian War 

2008 US automotive industry crisis 2022 FTX and crypto crisis 

2008–2011 Icelandic financial crisis 2022 runaway inflation 

2008–2010 Irish banking crisis 2023 banking crisis 
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Must achieve 
mission 
despite 

uncertainties

• High impact
• High velocity
• High complexity
• Multi-causal
• Largely external

https://training.myboardsmart.com/local/catalogue/index.php?tags=21st%20Century


Uncertainty 
demands options

• Outcomes are unknown, perhaps 
unknowable

• Need options - Don’t want be left 
with no choices

• Options need to be in place in 
advance

• Decision-making, i.e., governance 
is critical to survival and success
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Governance is a 
collective process 

Trustees need to quickly agree on what it 
means and how they will govern

Effective governance is essential to rapid 
adaptation



®

The job of the fiduciary board is to govern the system
i.e., direct, oversee and ensure effective control but not to manage.
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Where is the Board?



Challenges for Trustees

• Part-time volunteers who meet for short periods of time to make decisions that affect many people 
and involve billions of dollars 
• Different experience, expertise and perceptions 
• Steep learning curves - turnover
• Tough job with little recognition/appreciation

• Success in high uncertainty demands really good governance

• Need clear policy direction/commitment to sustain and build capabilities required for the foreseeable 
future

• Need clear roles, responsibilities and lines of relationship
• Board
• Executive/Staff
• Independent Advisors and Auditors
• Avoid micromanagement / rubber stamping

• How can you get on the same page quickly?
• A framework for governance has been missing 

…until now
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Fiduciary Duties

Board of Trustees
Enterprise Governance

System Specific Legislation, Bylaws & Policies

Executives & Staff
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The 
same 
page

https://training.myboardsmart.com/local/catalogue/index.php?tags=Purpose%2FVital%20Functions
https://training.myboardsmart.com/local/catalogue/index.php?tags=Fiduciary%20Duties
https://training.myboardsmart.com/local/catalogue/index.php?tags=Conduct%20Business
https://training.myboardsmart.com/local/catalogue/index.php?tags=Set%20then%20Delegate
https://training.myboardsmart.com/local/catalogue/index.php?tags=Approve%20Decisions
https://training.myboardsmart.com/local/catalogue/index.php?tags=Oversee%20Execution
https://training.myboardsmart.com/local/catalogue/index.php?tags=Verify%20then%20trust
https://training.myboardsmart.com/local/catalogue/index.php?tags=21st%20Century
https://training.myboardsmart.com/local/catalogue/index.php?tags=System%20Specific
https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Board%20Smart/Cornerstone/Kentucky
https://training.myboardsmart.com/local/catalogue/index.php?tags=Executive%20Staff


Enterprise Governance  
Framework

Statutes Regs / Rules Bylaws Policies

Jurisdiction

Board of Trustees

Purpose / Vital Functions

Fiduciary Duties

Powers Reserved

Delegations to Executive & Staff
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Board of Trustees
Enterprise Governance

System Specific Legislation, Bylaws & Policies

Enabling Legislation – “One size fits one”

https://training.myboardsmart.com/local/catalogue/index.php?tags=System%20Specific
https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Board%20Smart/Cornerstone/Kentucky


12©Copyright 2023. All rights reserved. Board Smart LLC

The purpose of a public retirement system is to create, deliver, and protect 
value for all current and future members and beneficiaries 

- despite uncertainties

A system may perform certain vital functions:

• Investment

• Benefits

• Health

https://training.myboardsmart.com/local/catalogue/index.php?tags=Purpose%2FVital%20Functions
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Fiduciary Duties

• Loyal / Impartial

• Prudent / Careful

• Stay Informed

• Assets diversified

• Costs controlled

• Compliant with law

• No blind eye

https://training.myboardsmart.com/local/catalogue/index.php?tags=Fiduciary%20Duties


What’s vitally important?

• What’s changed or changing?

• How fast?

• What does it mean?
• Threat or opportunity?

• What are the policy implications?

• Where should we spend our time                                                              
to fulfill our fiduciary duties?
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Board Powers Reserved

15

Verify 
then trust

Approve 
Decisions

Conduct
Business

Oversee
Execution

Set then 
Delegate

Executives 
& Staff

Independent Auditors 
/ Advisors
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How to fulfill fiduciary duties?
Five Keys to Improving Board Effectiveness

10% 70%10% 5% 5%
Avg. time 

spent / 
materials?

How well are we exercising our powers?

https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/1-Five%20Keys%20to%20Improving%20Board%20Effectiveness.pdf
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1. Set ethical tone / instill a strong culture  

2. Manage the business of the board

3. Select, evaluate, compensate, plan executive succession

4. Effectively and constructively engage the board 

5. Leverage committees / expertise

6. Communicate effectively / constructively

7. Self-evaluate and continuously develop

8. Individualize onboarding / continuing education (OCE)

9. Maintain clear lines of relationships10%

The Role of the Board

https://training.myboardsmart.com/local/catalogue/index.php?tags=Conduct%20Business
https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/2%20Conduct%20the%20business%20of%20the%20board.pdf


HR

Finance / Accounting

Legal

IT

Risk & ComplianceInvestment
Benefits
Health

(Primary responsibility: 
Performance, Risk & 

Compliance)

Primary Functions
Officers & Staff

Enterprise-wide Functions
Officers & Staff

Chief Executive Officer

Internal 
Verification 
and Advice

Internal Audit

External 
Verification 
and Advice

(External 
Audit, Legal, 

Actuary, 
Investment, 

Other  
Advisors)

Board of Trustees

©Copyright 2023. All rights reserved. Board Smart LLC

Lines of Relationship with the Board
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1. Scan the environment / constructively challenge convention

2. Set goals, risk appetite and tolerance policies

3. Set direction and plans

4. Prudently delegate authorities and resources to executive and staff

10%

The Role of the Board

https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/3%20Set%20direction%20then%20prudently%20delegate.pdf
https://training.myboardsmart.com/local/catalogue/index.php?tags=Set%20then%20Delegate
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1. Identify key decisions requiring board approval

2. Require stakeholders are effectively engaged

3. Calendar recurring approvals

4. Require prudent due diligence

5. Require adequate documentation / accurate records are maintained

6. Conduct post-implementation reviews

5%

The Role of the Board

https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/4-Approve%20Key%20Decisions%208.10.22.pdf
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1. Oversee vital signs for vital functions

2. Require exception reporting

3. Oversee performance remains within risk tolerances

4. Ensure effective escalation for exceptions with policy implications

70%

The Role of the Board

https://training.myboardsmart.com/local/catalogue/index.php?tags=Oversee%20Execution
https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/5-Oversee%20Execution-v1.pdf


Oversee execution of direction within policy
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Plan Goals and 
Objectives

Long-Term Asset 
Allocation and 

Portfolio 
Rebalancing

Risk-Adjusted Net 
Return

Performance goals 
of each asset class /         

manager 

Investment 
Manager 

Monitoring and 
Retention Policy

Proxy voting

Quarterly Portfolio 
Evaluation and 

Communication
Liquidity

Risk Management

Enforcement
Commingled Funds 

and Alternative 
Investments

Custodian Bank

Example Investment Vital Signs

IPS defines 
investment 

expectations 
and limits 

(tolerances)



Key Performance at Risk (KPRI)
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Exception Reporting & Tolerances

Vital Sign 
(Key 

Performance
Indicator)

Time Series
Frequency

Severity
Duration
Velocity
Volatility

At Risk/Unacceptable

At Risk/Unacceptable

Acceptable

Early warning

Early warning

To
le

ra
n

ce
Upper 
control 
limit (UCL)

Lower 
control 
limit (LCL)

Acceptable Performance Variability = Risk Tolerance

©Copyright 2023. All rights reserved. Board Smart LLC



Summary Dashboard

Links to supporting files
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Example Investment                  

 Vital Signs

Actual vs. 

Expected (IPS) 

Total Fund Performance

Long-Term Asset Allocation & Portfolio Rebalancing

Plan Goals and Objectives

Long-term Return vs. Actuarial Assumption

Risk-Adjusted Net Return

Performance by asset class and investment manager

Investment Manager Monitoring and Retention Policy

Proxy voting

Quarterly Portfolio Evaluation and Communication

Liquidity 



Exceptions & Insights 
Policy Implications 

Data

Information

Intelligence

Oversight

Links to supporting files

Dashboard
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1. Obtain reasonable executive assurances / constructively challenge

2. Obtain independent verification information / reports are reliable

3. Ensure the system of internal control is effective

4. Obtain outside independent audit and advice as needed

Is green really green?

10%

The Role of the Board

https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Enterprise%20Governance%20Portal/Leading%20Practices/6-Verify%20Then%20Trust%209.3.22.pdf
https://training.myboardsmart.com/local/catalogue/index.php?tags=Verify%20then%20trust


Reallocate Time Spent?
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15%

25%

10%

40%

15%



1. Direct and control operations

2. Record and report performance, risk and compliance

3. Escalate exceptions with policy implications

4. Research and recommend policy options

5. Engage and consult stakeholders

6. Reasonably assure performance / risk is as expected unless notified

©Copyright 2023. All rights reserved. Board Smart LLC
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Executive & 
Staff

The Role of the Executive and Staff

https://training.myboardsmart.com/local/catalogue/index.php?tags=Executive%20Staff


Fiduciary Duties

Board of Trustees
Enterprise Governance

System Specific Legislation & Policies

Executives & Staff
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A Framework for Common Understanding 

https://training.myboardsmart.com/local/catalogue/index.php?tags=Purpose%2FVital%20Functions
https://training.myboardsmart.com/local/catalogue/index.php?tags=Fiduciary%20Duties
https://training.myboardsmart.com/local/catalogue/index.php?tags=Conduct%20Business
https://training.myboardsmart.com/local/catalogue/index.php?tags=Set%20then%20Delegate
https://training.myboardsmart.com/local/catalogue/index.php?tags=Approve%20Decisions
https://training.myboardsmart.com/local/catalogue/index.php?tags=Oversee%20Execution
https://training.myboardsmart.com/local/catalogue/index.php?tags=Verify%20then%20trust
https://training.myboardsmart.com/local/catalogue/index.php?tags=System%20Specific
https://funstonadv-my.sharepoint.com/personal/rfunston_funstonadv_com/Documents/Board%20Smart/Cornerstone/Kentucky
https://training.myboardsmart.com/local/catalogue/index.php?tags=Executive%20Staff


Q&A

2
9
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For more information

Rachel Tillman

Chief Content Officer

rtillman@boardsmart.com

202.251.3625 

Rick Funston

Chief Executive Officer

rfunston@boardsmart.com

313.919.3014
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mailto:rtillman@boardsmart.com
mailto:rfunston@boardsmart.com

	Slide 1: Enterprise Governance for Public Retirement Systems  Five keys for improving governance effectiveness
	Slide 2
	Slide 3
	Slide 4: Some “once in a lifetime crises”
	Slide 5
	Slide 6: Uncertainty demands options
	Slide 7: Governance is a collective process 
	Slide 8
	Slide 9: Challenges for Trustees
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14: What’s vitally important?
	Slide 15: Board Powers Reserved
	Slide 16: The Role of the Board
	Slide 17
	Slide 18: The Role of the Board
	Slide 19: The Role of the Board
	Slide 20
	Slide 21: Oversee execution of direction within policy
	Slide 22: Key Performance at Risk (KPRI)
	Slide 23: Summary Dashboard
	Slide 24: Oversight
	Slide 25
	Slide 26: Reallocate Time Spent?
	Slide 27
	Slide 28
	Slide 29: Q&A
	Slide 30: For more information

