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Introduction
This resource was created through a collaboration between Net Impact and the Draper Richards Foundation as a guide for Draper Richards Fellows and a resource for Net Impact members serving in the Net Impact Board Fellows program.  Over the years, Anne Marie Burgoyne, Portfolio Director of the Draper Richards Foundation, has collected resources on nonprofit best practices in accountability, transparency, and business.  Many of these guides listed sound and sensible principles for which nonprofits should aim.  This guide is a compilation of these resources.  We created it in a checklist format to provide actionable tasks and deliverables that nonprofits could complete in order to operate according to these principles.  
Many of these topics are highly interrelated; we acknowledge that this document will consequently have some redundancy in its recommendations.  Additionally, this guide is not comprehensive.  Always check your state’s laws and regulations and remain current with federal laws.  You will also see that consulting with legal and financial experts regularly appears in our checklists; we recommend getting expert advice before making any major decisions.  Organizations must seek advice specific to their stage in development and size.

The Nonprofit Best Practices guide is a work in progress.  More information on all topics will be added, and we welcome any suggestions or feedback at service@netimpact.org.  
Checklist for first 2 years of Nonprofit Organization
This high-level checklist is what Anne Marie Burgoyne, Portfolio Director of the Draper Richards Foundation, uses with all Draper Richards Fellows.  It is geared towards early-stage organizations.  By the time an organization has existed for 2 years, there are certain tasks it must have accomplished, and certain policies and operational standards it must have adopted and enforce in order to continue to function successfully.  Subsequent checklists in this resource are more in-depth, and organizations may find that some actions are not necessary or feasible. 
This checklist is largely based on Independent Sector’s Checklist for Accountability.

Goal (* = topic has in-depth chapter)


Action/Deliverable(s)

	1. Develop a culture of accountability and transparency.

	· Hold staff and board trainings on ethics

· Acquaint all employees with your principles and policies in orientation.  Refreshers for older employees

· Create and update list of good behavior and policies



	2. Adopt a Statement of Values and Code of Ethics.

	· Draft statement

· Revise in staff and board meetings

· Post on your website



	3. Adopt a Conflict of Interest Policy*.

	· Draft and approve statement that accomplishes the following:
· Define conflict of interest
· Specify the persons who will be covered by the policy
· Require regular disclosure of information related to conflicts of interest
· Specify procedures for handling potential or actual conflicts of interest when they arise
· Establish a regular and rigorous means of enforcing it (such as an audit committee, if you establish one)


	4. Ensure that the board of directors understands and can fulfill its financial responsibilities*.

	· List financial responsibilities

· Offer training, classes in financial literacy for board members that would like to improve skills in certain areas

· Seek a few board members with financial expertise


	5. Conduct independent financial reviews, particularly audits.*
· All organizations should also check with their state Attorney General’s office

	If you:

Are required to file a Form 990 or 990-PF and have ave. annual revenues of $1 million+
	Then you should:

· Have an audit conducted 
· Make statements available for public inspection



	6. 
	Are required to file a Form 990 or 990-PF and have $250,000 - $1 million in total annual revenues
	· Have your financial statements reviewed by an independent public accountant 



	7. 
	Have <$250,000 in annual revenues
	· Consider periodically obtaining an external review of financial statements or other means of independently verifying financial statements and controls


	8. Ensure the accuracy of and make public your organization’s Form 990*

	· Ask your board or an appropriate board committee to review and approve your Form 990 or 990-PF
· Ensure your Form 990 or 990-PF is signed by the chief executive officer, the chief financial officer, or the highest ranking officer of your organization 

· File your Form 990 or 990-PF electronically and make it available on your website


	9. Be transparent

	· Post your policies, financial information, and information on programs and results on your website.  See below for a list of items that should be on website

	10. Establish and support a policy on reporting suspected misconduct or malfeasance, also known as Whistleblower Protection Policy*


	· Develop, adopt, and disclose a formal process to deal with complaints and prevent retaliation
· Investigate employee complaints and correct any problems or explain why corrections are not necessary


	11. Remain current with the law

	· Designate a board member, member of staff, consultant or volunteer to keep up to date with the law through a systemic practice.


	10. Uphold the following operational standards for nonprofits
	· Hold 3-4 Board meetings/year

· Spend at least 65% of total expenditures on programs, and no more than 35% on overhead (this is only a guideline – actual amount depends on the type and size of organization)
· Conduct a review of the Executive Director/CEO

· Conduct a Board assessment of agency

· Publish an annual report
· Develop a process of orienting new board members and setting clear board member expectations

· Purchase Directors and Officers (D & O) liability insurance



At the end of this guide you can find additional topics to help you adopt best practices in your organization:

· Fundraising*
· 

 HYPERLINK  \l "_Compensation_Practices" 

Compensation*
· 

 HYPERLINK  \l "_Investment_1" 

Investment*
· 
Document Destruction*
Sources: "Checklist for Accountability." Independent Sector. 01 Aug. 2007 <http://independentsector.org/issues/accountability/Checklist/index.html>. 
Learning From Sarbanes-Oxley: a Checklist for Nonprofits and Foundations. Independent Sector. Washington, D.C. 01 Aug. 2007 <http://www.independentsector.org/PDFs/sarbanesoxley_checklist.pdf>.

Executive Management Resources
Below are some general resources on nonprofit management as well as resources to aid in some of the goals and actions listed in the Checklist for the First 2 Years of a Nonprofit Organization (specifically, goals # 1, 2, 7, and 9)
"Checklist for Accountability." Independent Sector. <http://independentsector.org/issues/accountability/Checklist/index.html>. 
Learning From Sarbanes-Oxley: a Checklist for Nonprofits and Foundations. Independent Sector. Washington, D.C. <http://www.independentsector.org/PDFs/sarbanesoxley_checklist.pdf>.

Standards for Charity Accountability. Better Business Bureau. 2003. <http://www.us.bbb.org/WWWRoot/SitePage.aspx?site=113&id=4dd040fd-08af-4dd2-aaa0-dcd66c1a17fc>
Good Governance Practices for 501(C)(3) Organizations. Internal Revenue Service. 2007. <http://www.irs.gov/charities/charitable/article/0,,id=167626,00.html>.
Many of the recommendations and sources found below are from the Independent Sector’s “Checklist for Accountability”
1. Resources on developing a culture of accountability and transparency.

· Obedience to the Unenforceable: Ethics and the Nation's Voluntary and Philanthropic Community by INDEPENDENT SECTOR, explains why nonprofit organizations need to promote sound ethical behavior. 

· Good Governance: The Devil is in the Details by William S. White, chairman, president, and CEO of the Charles Stewart Mott Foundation, uses the experiences of the Mott Foundation to show the commitment it takes to create an ethical, transparent organization. 

· Ten Things That Every Director Should Know For 2004 by Ira M. Millstein, Holly J. Gregory, and David Murgio, has ten items that a director should know to adhere to the spirit of good governance. 

2. Resources on Statement of Values and Code of Ethics
· Independent Sector offers a model Statement of Values and Code of Ethics for Nonprofit and Philanthropic Organizations and a checklist for developing your own. 

· Access more than 100 standards, codes and principles from a number of charity watchdog groups and associations, as well as individual organizations at IS’s web-based compendium of standards. 
7. Resources on transparency
Include the following information on your website:

· Vision and mission statements; 

· Statement of values and code of ethics;

· Conflict of interest policy; 

· Form 990 or 990-PF, with all parts and schedules (except contributors’ list with amounts, which is protected under the Privacy Act); 

· Information on programs and impact of your work; 

· Information on evaluation procedures for assessing effectiveness and performance of the organization; 

· Annual Report or other regular report on accomplishments;

· Information on accreditations the organization holds or certifications/standards it may meet;

· List of board members and officers, and staff (if you have security concerns you may refer inquiries to your switchboard or to a general information email); 

· List of contributors (amounts of contributions should be disclosed only with permission of contributor); donor requests for anonymity should be honored; 

· Form 1023 (the organization’s original application for recognition of tax-exempt status); 

· Bylaws or charter documents; and

· Other relevant policies and documents.

9. Resources to help remain current with the law

· IRS website for charitable organizations offers information on disclosure law, links to offices regulating charities on the state level, and other resources.

· Among the books that offer useful information on nonprofit law and regulation are: 

· Nonprofit Law Made Easy by Bruce R. Hopkins (John Wiley & Sons, 2005); and 

· Governing Nonprofit Organizations: Federal and State Law and Regulation by Marion R. Fremont-Smith (Published by Belknap Press, 2004).

12. Resources to help uphold recommended operational standards

· Standards for Charity Accountability. Better Business Bureau. 2003. http://www.us.bbb.org/WWWRoot/SitePage.aspx?site=113&id=4dd040fd-08af-4dd2-aaa0-dcd66c1a17fc
· Simmonds, Scott. "Nonprofit Directors and Officers Insurance: the Good, the Bad, and the Ugly." GuideStar (2004). 19 Nov. 2007 <http://www.guidestar.org/news/features/do_insurance.jsp>.
Conflict of Interest Policies

“One of the easiest ways to endanger your tax-exempt status is to be found guilty of private inurement.  Private inurement occurs when a nonprofit organization conducts business on a less-than-arm’s-length basis with a firm or person related to an officer, board member, or employee.”  It is also important to note that conflicting intrests may also include nonfinancial concerns, although the law is most often concerned with financial interests. 

When thinking about Conflict of Interest (COI) situations, Kurtz and Paul emphasize that “the key for nonprofit boards is not to try to avoid all possible conflict-of-interest situations, which would be impossible; rather, boards need to identify and follow a process for handling them effectively.”

Broad checklist for reducing and preparing organization for conflict of interest situations

Goals




Actions/Deliverables
	Organization and board should familiarize themselves with the motives and situations in which conflicts of interest arise


	· We suggest obtaining a copy of “Managing Conflicts of Interest” by Kurtz and Paul, which we reference here, for more in-depth information, sample policies, and a Q&A section

· Board members must develop a basic understanding of state and federal laws implicated in conflict-of-interest transactions in nonprofits



	Draft and approve COI policy
	· Draft statement that accomplishes the following:
· Define conflict of interest
· Specify the persons who will be covered by the policy
· Require regular disclosure of information related to conflicts of interest
· Specify procedures for handling potential or actual conflicts of interest when they arise
· Revise in meeting, agree on final version

· Post it on your website

See additional information below



	Establish a regular and rigorous means of enforcing policy
	· Appoint committee to handle conflicts of interest

· Appoint compliance officer and alternate

· Collect and review disclosure statements once a year

· Address conflicts of interest as they arise (see additional information)




Resources

Kurtz, Daniel L., and Sarah E. Paul. Managing Conflicts of Interest: a Primer for Nonprofit Boards. 2nd ed. Washington, DC: BoardSource, 2006.
“Investing in an Investment Policy Pays Off” Nonprofit Agendas: Feb/March 2006 (http://www.goodmanco.com/goodco/NPA_Feb_06.pdf)

Sample Conflict of Interest Policy: http://www.irs.gov/instructions/i1023/ar03.html 

Additional Information
Drafting Conflict of Interest Policy

“Developing a conflict-of-interest policy makes good business sense for any nonprofit.  A definitive policy requires all board members, officers and key staffers who could influence a decision to disclose any self-interest they have in a transaction affecting the organization.”  The complexity of this process is correlated to the size of the organization.
Draft and approve statement that accomplishes the following:
· Define conflict of interest
· Specify the persons who will be covered by the policy - cover all board members and executive staff involved in key decisions
· State purpose and duties of officers and directors

· Bar any of the following transactions if they might be perceived as being at less than arm’s length:

· Having an ownership interest in a vendor with which the nonprofit conducts business

· Using the organization’s resources for other than nonprofit-related activities 

· Receiving kickbacks, gifts or remuneration from third parties dealing with the nonprofit

· Owning an interest in any real estate, securities or property the nonprofits is considering buying or leasing

· Making use of confidential information that benefits an individual board member, employee or relative

· Doing business with an insider’s family member or business partner
· State that relationships with related parties will only be considered if they are based on the same terms and selection process as with any other vendor or entity
· Outline the kinds of interests in potential vendors that directors and key employees might have that would constitute potential conflicts of interest

· Require regular disclosure of information related to conflicts of interest
· Specify procedures for handling potential or actual direct/indirect/other material interest arises
· Address co-investment interest

· Specify consequences for failure to disclose

· Be easily understood by all board members, as it cannot be expected that each board member will understand all the legal intricacies and how they apply in every given situation
Concerning insider transactions
· Understand and fully comply with all laws regarding compensation and benefits provided to directors and executives (including “intermediate sanctions” and “self-dealing” laws).

· Do not provide personal loans to directors and executives.

· In cases in which the board feels it is necessary to provide a loan, however, all terms should be disclosed and formally approved by the board, the process should be documented, and the terms and the value of the loan should be publicly disclosed.
· Board approval is also necessary for cases in which board members, staff, and their friends and family members may be a vendor to an organization

Enforcing Conflict of Interest Policy

“The most effective way to prevent conflicts of interest from becoming problematic is to take a proactive approach to managing them.”  - Manging Conflicts of Interest
Establishing a procedure for responding

The development and enforcement of the policy can be handled in the following ways:

· A special committee of the board to prepare and monitor compliance with the policy

· Governance committee (or nominating committee if governance is one of its functions) can create and monitor policy
· Independent audit committee can draft policy with some input from board members, and then monitor and enforce it

· Executive staff members can develop and implement COI policy, but approval and compliance is the board’s responsibility

Compliance Officer

· Carefully select who will serve as the compliance officer and/or members of conflicts committee; individuals must be highly respected and approachable

· If individual compliance officer is selected, select an alternate

Compliance officer responsibilities

· Collect disclosure statements from new board members and staff covered by the policy

· Ensure that statements of current board and staff members are updated annual and in between annual filings (if significant organizational changes occur that pose a possibility of a conflict)

· In large organizations, a lawyer in the counsel’s office may handle the collection of statements and other compliance responsbilities

If a conflict arises between the filing of annual disclosure statements, how and to whom should this conflict be reported?

· A good option is a committee of the board – either one that is specifically charged with dealing with conflicts, or a more general governance committee

· The group should involve the board chair in handling reported conflicts

· Can designate a compliance/conflicts officer to monitor disclosure statements and serve as point person when interim conflicts arise.  This person may be the chair of the group/committee
· Interests listed in disclosure statements must be reviewed by the board/committee and receive their disinerested approval without the participation of the interested board member

· Transactions must be deemed favorable to the organization – no excess benefit to interested board meber and there is no more advantageous option available that would not involve a COI

· In meeting minutes, the following should be recorded:

· Names of individuals who disclosed/found to have interest

· Nature of the interest

· Extent of the director’s/officer’s participation in the relevant board/committee meeting related to the possible conflict

· Record of any determination as to whether the arrangement was fair & reasonable to the organization

· Specific reasons supporting the financial decision

· Alternatives to proposed/existing arrangement

· Names of persons present for discussions

· Record of votes taken in connection with the decision

Disclosure statements can refer issues to:

· Governance committee

· Executive committee

· Audit committee

· The full board

· A board committee that has decision-making authority over the matter in question

An organization may want to consider:  Separately from the COI policy, but in addition to it, the organization should create a policy for the promotion of ethical conduct to encourage volunteers and staff to act with honesty and integrity and to treat each other with respect.

Directors’ responsibilities

The directors of a charity must exercise due diligence consistent with a duty of care that requires a director to act: 

In good faith
With the care an ordinarily prudent person in a like position would exercise under similar circumstances
In a manner the director reasonably believes to be in the charity’s best interests
Directors should see to it that policies and procedures are in place to help them meet their duty of care. Such policies and procedures should ensure that each director: 

Goals





Actions/Deliverables

	Is familiar with the charity’s activities and knows whether those activities promote the charity’s mission and achieve its goals


	· Include in director’s orientation:

· Organization’s mission

· Conflict of interest policy
· Director’s responsibilities 
· Adopt written policy of due diligence and director’s responsibilities
· Approved by Board


	Has full and accurate information to make informed decisions
	· Staff should provide director outcome report at all board meetings


	Is fully informed about the charity’s financial status
	· Staff/accountant should provide director financial documents at all board meetings
· See “Financial Leadership for Nonprofit Executives” in Resources section below



Resources

BoardSource, a nonprofit organization that strengthens boards, offers tools on financial responsibilities and other resources for board members of nonprofit organizations. 

http://www.irs.gov/charities/charitable/article/0,,id=167626,00.html
Financial Leadership for Nonprofit Executives – Jeanne Bell Peters and Elizabeth Schaffer Compass RA
Financial Review

Organizations of any size should periodically have external financial reviews to enable transparency and promote effective stewardship.
	If you:

Are required to file a Form 990 or 990-PF and have average annual revenues of $1 million+
	Then you should:

· Have an audit conducted 
· Make statements available for public inspection



	Are required to file a Form 990 or 990-PF and have $250,000 - $1 million in total annual revenues
	· Have your financial statements reviewed by an independent public accountant 



	Have <$250,000 in annual revenues
	· Consider periodically obtaining an external review of financial statements or other means of independently verifying financial statements and controls



· All organizations should also check with their state Attorney General’s office
Charitable organizations that conduct audits should:

· Avoid any conflict of interest in staff exchange between audit firm and organization; 

· Disclose your audited financial statements in a current and easily accessible way; and

· Consider rotating audit firms or partners every five years or more when it makes sense to do so.

Audit checklist for forming an independent and competent audit committee

· Establish a separate audit committee of the board.

· Board members on the audit committee should be free from conflicts of interest and should not receive any compensation for their service on the committee.

· Include at least one “financial expert” on the audit committee.

· The audit committee should select and oversee the auditing company and review the audit.

· Require full board to approve audit results.

Audit committees are responsible for:
· Retaining and terminating the independent auditor;

· Reviewing the terms of the auditor’s engagement at least every five years;

· Overseeing the performance of the independent audit;

· Conferring with the auditor to ensure that the affairs of the organization are in order;

· Recommending approval of the annual audit report to the full board;

· Overseeing policies and procedures for encouraging whistleblowers to report questionable accounting or auditing matters of the organization;

· Approving any non-audit services performed by the auditing firm;

· Reviewing adoption and implementation of internal financial controls through the audit process; and

· Monitoring the organization’s response to potentially illegal or unethical practices within the organization, including but not limited to fraudulent accounting.

Audit committee responsibilities

An Audit Committee provides a crucial link between the board and the independent auditor and serves a key role in helping the board to fulfill its fiduciary duty to oversee the organization’s finances.  In larger organizations, audit committees are separate from finance committees.  In smaller organizations, they may be the same thing as long as the committee understands that the audit committee is an oversight role rather than an operational role.
The typical responsibilities of a nonprofit audit committee will encompass, but not be limited to the following:

Oversee the independent audit function. The primary duties of the Committee in this area include: 

· Review the proposed scope of the annual audit with the independent auditors. 

· The Committee may also use this opportunity to request special investigations or an expansion of the audit into areas of concern to the governing board.

· Approve the independent auditors’ management report on the organization’s financial statement at the conclusion of the audit.

· Review the independent auditors’ management letter that emanates from the audit, as well as management’s responses thereto.

· Recommend the appointment of independent auditors to the board

Establish policies and practices to prevent financial fraud
· This includes a full understanding of the areas of risk as they relate to potential fraud within the organization, as well as 

· Accumulate the fraud-related findings of the independent auditors (and of the organization’s internal auditors, if there are any)

Ongoing understanding of the internal-control environment
· Ensure that controls are in place to provide reasonable assurance that: 

· Assets are safeguarded 

· Appropriate cash management processes are in place

· Only one person has access to petty cash

· Transactions are authorized and properly recorded

· The organization is in compliance with applicable laws and regulations

· Have specific discussions about the control environment with both senior management and the independent auditors

· Evaluate the management’s compliance with the organization’s code of conduct and code of ethics periodically

Substitute practices for very small organizations

· Volunteers who would review financial information and practices

· Trading volunteers between similarly situated organizations who would perform these tasks would also help maintain financial integrity without being too costly

· The Board chair can review books quarterly

· Board members can play varying financial roles, such as approving checks
Budget control

· Ascertain that the annual budgeting process relates meaningfully to the organization’s financial reporting formats (in cooperation with other board committees)

· Ensure that budgets and subsequent budget-to-actual comparisons are completed in a timely manner.

· Board should vote annually on budget

Oversee the financial-reporting process 
Ensure that the frequency, distribution, and scope of the organization’s internal financial and accounting reports are appropriate to support management’s responsibilities for providing meaningful data and that the information contained is timely and accurate.

Assure Board gets at least quarterly financial statements or at Board meetings

Single Audits

The Single Audit Act requires that nonfederal entities that expend $500K or more a year in federal awards have a single or program-specific audit in accordance with the provisions of the Act’s audit requirements.  

Requirements and responsibilities of federal award recipients:

Maintain a system of internal control over all federal programs in order to demonstrate compliance with pertinent laws and regulations.

ID all grant programs by catalog of CFDA # & title, awarding agency, year of award, and any pass-through entities if applicable.

Ensure that audits mandated under OMB

Resources

Governance: Audit Committees (http://www.npccny.org/info/fi20.htm) – Eisner LLP and Associates

AICPA Audit Committee Toolkit: Not-for-Profit Organizations (especially the Internal Control Checklist: http://www.aicpa.org/Audcommctr/toolkitsnpo/homepage.htm)

“Single Audits – circular no. a-133: audits of states, local governments, and non-profit organizations” – AICPA
Certified Financial Statements

Statement of Financial Accounting Standards No. 117: Financial Statements of Not-for-Profit Organizations
Summary (http://www.fasb.org/st/summary/stsum117.shtml - Full text can be found at http://www.fasb.org/st/)
This Statement establishes standards for general-purpose external financial statements provided by a not-for-profit organization. Its objective is to enhance the relevance, understandability, and comparability of financial statements issued by those organizations. It requires that those financial statements provide certain basic information that focuses on the entity as a whole and meets the common needs of external users of those statements.
This Statement requires that all not-for-profit organizations provide a statement of financial position, a statement of activities, and a statement of cash flows. It requires reporting amounts for the organization's total assets, liabilities, and net assets in a statement of financial position; reporting the change in an organization's net assets in a statement of activities; and reporting the change in its cash and cash equivalents in a statement of cash flows.
This Statement also requires classification of an organization's net assets and its revenues, expenses, gains, and losses based on the existence or absence of donor-imposed restrictions. It requires that the amounts for each of three classes of net assets-permanently restricted, temporarily restricted, and unrestricted-be displayed in a statement of financial position and that the amounts of change in each of those classes of net assets be displayed in a statement of activities.
This Statement amends FASB Statement No. 95, Statement of Cash Flows, to extend its provisions to not-for-profit organizations and to expand its description of cash flows from financing activities to include certain donor-restricted cash that must be used for long-term purposes. It also requires that voluntary health and welfare organizations provide a statement of functional expenses that reports expenses by both functional and natural classifications.
This Statement is effective for annual financial statements issued for fiscal years beginning after December 15, 1994, except for organizations with less than $5 million in total assets and less than $1 million in annual expenses. For those organizations, the Statement is effective for fiscal years beginning after December 15, 1995. Earlier application is encouraged.

Statement of Financial Accounting Standards 116: Accounting for Contributions Received and Contributions Made 
Summary (http://www.fasb.org/st/summary/stsum116.shtml - Full text can be found at http://www.fasb.org/st/)

This Statement establishes accounting standards for contributions and applies to all entities that receive or make contributions. Generally, contributions received, including unconditional promises to give, are recognized as revenues in the period received at their fair values. Contributions made, including unconditional promises to give, are recognized as expenses in the period made at their fair values. Conditional promises to give, whether received or made, are recognized when they become unconditional, that is, when the conditions are substantially met.

This Statement requires not-for-profit organizations to distinguish between contributions received that increase permanently restricted net assets, temporarily restricted net assets, and unrestricted net assets. It also requires recognition of the expiration of donor-imposed restrictions in the period in which the restrictions expire.
This Statement allows certain exceptions for contributions of services and works of art, historical treasures, and similar assets. Contributions of services are recognized only if the services received (a) create or enhance nonfinancial assets or (b) require specialized skills, are provided by individuals possessing those skills, and would typically need to be purchased if not provided by donation. Contributions of works of art, historical treasures, and similar assets need not be recognized as revenues and capitalized if the donated items are added to collections held for public exhibition, education, or research in furtherance of public service rather than financial gain.
This Statement requires certain disclosures for collection items not capitalized and for receipts of contributed services and promises to give.
This Statement is effective for financial statements issued for fiscal years beginning after December 15, 1994, except for not-for-profit organizations with less than $5 million in total assets and less than $1 million in annual expenses. For those organizations, the Statement is effective for fiscal years beginning after December 15, 1995. Earlier application is encouraged. This Statement may be applied either retroactively or by recognizing the cumulative effect of the change in the year of the change. The provisions for recognition of expirations of restrictions may be applied prospectively.

Form 990 Accuracy
For all Certified Financial Statements 

· CEO and CFO should sign off on all financial statements (either formally or in practice), including Form 990 tax returns, to ensure they are accurate, complete, and filed on time.

· The Board, or just the Board Treasurer, should review and approve financial statements and Form 990 tax returns for completeness and accuracy.
· Ask your board or an appropriate board committee to review and approve your Form 990 or 990-PF

· Ensure your Form 990 or 990-PF is signed by the chief executive officer, the chief financial officer, or the highest ranking officer of your organization 

· File your Form 990 or 990-PF electronically and make it available on your website
Whistleblower Policy

· Develop, adopt, and disclose a formal process to deal with complaints and prevent retaliation.  Governance committee, ED/COO, or ad hoc board committee can draft whistleblower policy, with Board voting on it.  The staff enforces it.

· Investigate employee complaints and correct any problems or explain why corrections are not necessary

Resources

Sample whistleblower policy: http://www.ncna.org/index.cfm?fuseaction=page.viewPage&PageID=430
Independent Sector’s “Reporting of Financial, Auditing or Governance Improprieties” policy is a model for other organizations.

National Council of Nonprofit Associations, a network of state and regional associations of nonprofits, offers a sample whistleblower policy. 

Sample whistleblower policy and tracking document:

http://www.aicpa.org/audcommctr/toolkitsnpo/Whistleblower_Tracking.htm
While whistleblower programs are not required of not-for-profit organizations, many agree that it is a prudent practice to follow. In addition, some states have adopted whistleblower provisions, and federal law prohibits retaliation against anyone "blowing the whistle" with respect to a violation of a federal law or regulation.

If a not-for-profit organization chooses to institute a whistleblower program, this tool could be used by the audit committee and management to implement an appropriate policy and process, to review any complaints received regarding internal accounting controls or auditing matters, and to track complaints received to an appropriate resolution. 

Before using this tool, the audit committee should review any applicable state or local laws or regulations, and the appropriate rules promulgated by other relevant regulatory bodies, if any.
Fundraising Policy

Charitable fundraising is an important source of financial support for many charities. Success at fundraising requires care and honesty. 
· The board of directors should adopt and monitor policies to ensure that fundraising solicitations meet federal and state law requirements and solicitation materials are accurate, truthful, and candid
· Charities should keep their fundraising costs reasonable (BBB suggests that no more than 35% of total expenditures should go to fundraising). 
· In selecting paid fundraisers, a charity should use those that are registered with the state and that can provide good references
· Performance of professional fundraisers should be continuously monitored. 
· Accounting of events should be reviewed by board of directors

Resources 
http://www.mncn.org/info_principles7.htm
Compensation Practices

A successful charity pays no more than reasonable compensation for services rendered.  However, if the nonprofit sector wants to be a force for change, it needs to make nonprofit careers viable.  Nonprofits may not be able to provide their employees with wages competitive with the for-profit sector, but they can ensure their employees a good quality of life with living wages and benefits people can afford and access, such as flexible hours, healthcare, holidays, and retirement benefits that increase over time.  
Charities should generally not compensate persons for service on the board of directors except to reimburse direct expenses of such service. Director compensation should be allowed only when determined appropriate by a committee composed of persons who are not compensated by the charity and have no financial interest in the determination. 

To avoid problems with executive compensation, the IRS advises nonprofits to:

· Set compensation in advance using appropriate comparability data (rebuttable presumption test of section 4958 of the Internal Revenue Code and Treasury Regulation section 53.4958-6. or benchmarking research/survey)
11. Make sure that no one involved in setting salaries has a conflict of interest.

12. Document all decisions on compensation.

13. Avoid penalties by reporting all economic benefits to officers, directors, and key employees on Form 990.
Resources

The IRS has actually provided a checklist for organizations that can be used to establish procedures that will help them avoid an IRS investigation. Follow the checklist, and the burden of proof that the organization is breaking the rules moves to the IRS. This checklist can be found at "Compensation Issues for Exempt Organizations," www.irs.gov/pub/irs-tege/phone_forum_5_2006.pdf, slides 13-19.
http://www.guidestar.org/DisplayArticle.do?articleId=1111#1
Compasspoint compensation survey

Investment
Nonprofits can take money that is not being used for operations and invest their capital so that it does not lose its value.  An article in Nonprofit Agendas reminds us that “even in a sluggish economy, your nonprofit can earn reasonable investment returns.  So it’s important to have a sound investment policy in place that not only benefits your organization’s mission, but also protects its board members from personal liability.

State laws typically provide parameters for nonprofit investment policies based on the Uniform Prudent Investor Rule as adopted by the American Law Institute in 1992.  To stay within the boundaries of the prudent investor rule, make sure you heed the following guidelines:”

Many of the actions are self-evaluation, and involve setting one’s goals and boundaries.  This often requires consultation with an investment advisor.  In larger organizations, the investment policy is drafted by the investment committee.  In smaller organizations, it is drafted by the finance committee.

Draft investment policy that includes: 

· Organization’s objectives for the investment portfolio 

· Investment performance goals and limits designed to ensure those objectives are met.

· How much cash to keep on hand

· % return desired from investment

· Ensure investments do not involve operations budget
· Appropriate costs

· Consequences if conflicts of interest arise

· Statement of the need to keep relationships at arm’s length

· Outline of the level of risk that board members are willing to take as an organization

· Statement of whether nonfinancial guidelines/values should be incorporated (such as investing only in local companies or socially responsible corporations)

· Outline of what portion of the portfolio will be allocated to stocks, bonds, cash, and alternatives investments
· Delegation of Responsibility

· Define exactly who is responsible and what they are responsible for
· Hold board members to a standard consistent with their backgrounds (for example, an accountant will be held to a higher standard than someone with only nominal investing experience)
· Include internal groups/individuals, i.e., Board of Directors, Treasurer, Finance Committee, and may include staff
· Include external groups such as investment managers, bank custodians and investment consultants
Mix and Quality of Investments

· Determine organization’s ability to assume risk (Risk Tolerance);

· Assess the organization’s attitude and expectations about investing (Risk Preference)

· Ensure compatibility of Risk Tolerance and Risk Preference to ensure long-term continuity in the investment program

· Establish an investment time horizon -- the amount of time you are willing to set aside for an investment to meet your objectives

· State any investment restrictions explicitly in the Policy Statement. Investment restrictions often deal with issues related to prohibited securities, quality, diversification requirements, or social issues.

· Hold board members to a standard consistent with their backgrounds (for example, an accountant will be held to a higher standard than someone with only nominal investing experience) – include this in investment policy

· Diversify investments among different asset classes

· Retain an outside investment advisor if board does not have sufficient expertise

· Examine the ultimate purpose of the investment funds 

· Determine the level of risk 
Investment Vehicle Pyramid: Risk/Return Trade-Off
TOP OF THE PYRAMID: 
Highest risk of loss of potential
Most potential for capital appreciation
Lowest risk of loss of purchasing power
Lowest safety of principal

BOTTOM OF THE PYRAMID (ROW 7):
Lowest risk of loss of potential
Least potential for capital appreciation
Highest risk of of loss of purchasing power
Highest safety of principal

The Investment Vehicle Pyramid:
[image: image1.png]



Rows 1-4

RISKY for small/medium organizations

Growth mutual funds possible exception

Rows 5-7 SAFE
Resources
“Key Issues to consider when developing investment policies” Nonprofit Financial Center: http://www.nfconline.org/main/info/notables/note98/98_2_e.htm
“Investing in an Investment Policy Pays Off” Nonprofit Agendas Feb/March 2006: http://www.goodmanco.com/goodco/NPA_Feb_06.pdf 

Example Investment Policy (The Community Foundation Serving Boulder County): http://www.commfound.org/proadv/Investment_Policy.pdf 

Investment checklist for nonprofits: http://www.pgcoach.com/Resources/Investment%20Policy%20Checklist.pdf 

Document Destruction/Retention Policy

Nonprofits can take lessons from the corporate and accounting scandals that led to the Sarbanes-Oxley Act.  An effective charity will adopt a written policy establishing standards for document integrity, retention, and destruction.  Currently there are no laws governing nonprofit organizations’ document destruction and retention, but more information about the implications of the Sarbanes-Oxley Act for nonprofits will be added to this guide.
· If an official investigation is underway or even suspected, stop any document purging in order to avoid criminal obstruction
· Adopt written policy that covers backup procedures, archiving of documents, and regular check-ups of the reliability of the system
· Include guidelines for handling electronic files and voicemail

· Consult lawyer

Resources

IRS Publication 4221, Compliance Guide for 501(c)(3) Tax-Exempt Organizations, available on the IRS website.
“Learning from Sarbanes-Oxley: A Checklist for Nonprofits and Foundations” Independent Sector
http://www.irs.gov/charities/charitable/article/0,,id=167626,00.html
� Kurtz, Daniel L., and Sarah E. Paul. Managing Conflicts of Interest: a Primer for Nonprofit Boards. 2nd ed. Washington, DC: BoardSource, 2006.
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