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BoardSource is dedicated to advancing the public good by building exceptional nonprofit boards and inspiring board service.

BoardSource was established in 1988 by the Association of Governing Boards of Universities and Colleges (AGB) and Independent Sector (IS). In the early 1980s, the two organizations had conducted a survey and found that although 30 percent of respondents believed they were doing a good job of board education and training, the rest of the respondents reported little, if any, activity in strengthening governance. As a result, AGB and IS proposed the creation of a new organization whose mission would be to increase the effectiveness of nonprofit boards.

With a lead grant from the Kellogg Foundation and funding from five other donors, BoardSource opened its doors in 1988 as the National Center for Nonprofit Boards. It had a staff of three and an operating budget of $385,000. On January 1, 2002, BoardSource took on its new name and identity. These changes were the culmination of an extensive process of understanding how we were perceived, what our audiences wanted, and how we could best meet the needs of nonprofit organizations.

Today BoardSource is the premier voice of nonprofit governance. Its highly acclaimed products, programs, and services mobilize boards so that organizations fulfill their missions, achieve their goals, increase their impact, and extend their influence. BoardSource is a 501(c)(3) organization.

 

BoardSource provides

• Resources to nonprofit leaders through workshops, training, and an extensive Web site (www.boardsource.org)
• Governance consultants who work directly with nonprofit leaders to design specialized solutions to meet an organization’s needs
• The world’s largest, most comprehensive selection of material on nonprofit governance, including a large selection of books and CD-ROMs
• An annual conference that brings together approximately nine hundred governance experts, board members, and chief executives and senior staff from around the world

For more information, please visit our Web site at www.boardsource.org, e-mail us at mail@boardsource.org, or call us at 800-883-6262.
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INTRODUCTION

 

 

 

Service on a nonprofit board was once perceived as an honorary role requiring nothing more than periodic attendance at meetings and generous annual donations. But vibrant growth in the nonprofit sector has helped to change the nature of board service. Board members need to do more than just show up. They must understand and promote the organization’s work, define measures of success, and assess how well the organization performs, using both subjective and objective standards. They must generate and allocate resources, hire the chief executive, develop plans, establish policies and programs, and monitor activities—all with a sharp focus on producing meaningful results.

Within these broad roles, board members have many functions. They are guardians of the mission, they ensure compliance with legal and financial requirements, and they enforce ethical guidelines for their organization. They are policymakers, fundraisers, ambassadors, partners with the chief executive, and strategic thinkers. They monitor progress, evaluate the performance of the organization and the chief executive, and demonstrate integrity in everything they do on behalf of the organization. Because of their many roles, board members need more than enthusiasm for a cause, passion for a mission, or just good intentions. They need to understand all of their stewardship responsibilities and perform all of their duties.

Board service entails serious obligations, to be sure, but it can also deliver immense satisfaction. A board that knows what is expected of it and performs at  the highest level is a strategic resource for its organization and chief executive. And ultimately, this commitment by dedicated board members translates into mission impact in our communities.




About This Book 

The Handbook of Nonprofit Governance is a comprehensive overview of the principles and practices of nonprofit boards. To compile this handbook, BoardSource drew on its extensive selection of books, articles, and topic papers by leading experts on nonprofit governance.

The book is organized in two parts. Part One (Chapters One through Five) addresses basic governance history, roles, and structures. Part Two (Chapters Six through Sixteen) examines nonprofit governance practices, drawing on the experience and wisdom of BoardSource experts to review basic approaches to board responsibilities and board self-management. Consulting the handbook provides answers to the following questions:

What is the nonprofit sector, and how does governance fit in? Chapters One and Two review the history of the nonprofit sector, its function in society, and the basic tenets of nonprofit governance.

What roles do nonprofit boards serve? Chapter Three explains the governance roles of the full board and of individual board members, broadly described as setting organizational direction, ensuring the necessary resources, and providing oversight. It links to other chapters in this handbook that explore elements of these governance roles in greater depth. Chapter Four examines board structure, including board size and the functions of committees, task forces, and other work groups. Chapter Five describes the board-chief executive relationship and offers suggestions to ensure its success.

Part Two examines nonprofit governance practices, drawing on the experience and wisdom of BoardSource experts to review basic approaches to board responsibilities and board self-management:

How does a nonprofit organization build and sustain a strong, active board? Chapter Six reviews the cyclical process of finding the best people, bringing them onto the board, and then creating an environment for board service that invites them to reach their full potential as board members. Building a board involves more than enlisting new members and training them. This chapter describes the full cycle: identifying, cultivating, and recruiting board members; providing orientation; involving all board members in meaningful work; promoting continuing education; evaluating the effectiveness of the full board and of individuals;  refreshing the board through term limits and regular rotation; and celebrating board accomplishments.

What are the legal and ethical responsibilities of the board and its members? Governance is serious business, with a set of duties that are defined by law. Chapter Seven opens with a discussion of fiduciary responsibility—the board’s obligations for financial accountability and effective oversight of the organization. Exceptional boards not only follow legal requirements, but also ensure that the organization’s work is conducted in an ethical, open, and responsive manner. Legal and ethical compliance, conflict of interest, legal liability, and the concepts of private benefit and private inurement are among the issues covered in this chapter.

How does the board carry out its financial oversight responsibilities? Ultimately, the board is responsible for the financial viability, the program success, and the survival of the organization. Chapter Eight reviews what board members need to know about financial integrity and solvency, safeguards and procedures to protect the organization, and signs of financial trouble. It explains the implications of the Sarbanes-Oxley Act for nonprofits, the importance of an external audit, and the financial systems that organizations need for safe, efficient operations.

What is the board’s role in fundraising? Fundraising begins with the board, because board members understand the organization well and are committed to helping it fulfill its mission. Chapter Nine outlines the board’s involvement in fundraising, step by step. Joining with staff to generate necessary resources, the board provides strategic guidance and direction, participates as donors and as fundraisers, and is responsible for stewardship and oversight of the funds raised. Beginning with an explanation of board members’ personal obligation for giving, the chapter reviews fundraising types, policies, and techniques, with tips for raising board members’ comfort level for joining in this important activity.

How does the board engage in strategic thinking and participate in strategic planning?  Strategic thinking and planning move an organization toward fulfilling its mission and creating its future. Both processes—as described in Chapter Ten—are potentially enriching and energizing for the board. When strategic thinking becomes a habit, board meetings are dynamic, discussions are challenging and thought provoking, and the board identifies crucial issues that lead to more relevant, timely, and constructive decisions. This chapter outlines the rationale for strategic planning, describes basic steps in the process, and emphasizes the need to blend planning and evaluation.

What does the board contribute to communications and outreach? For nonprofit boards, strategic communications involves big-picture thinking, a clear understanding of appropriate roles, and hands-on participation when appropriate. Chapter Eleven reviews how board members can contribute to the staff’s work through  public speaking, relationship building, and advocacy. It explains lobbying and political activity by nonprofits, and it addresses communications during a crisis or controversy.

How do boards ensure effective chief executive transitions? The board’s responsibility for hiring and supporting the chief executive can have an extraordinary impact on organizational effectiveness. Chapter Twelve explains that there’s more to this responsibility than executive search. It begins with the proactive step of having a succession plan and compensation policy in place. This chapter describes the steps in a careful, thorough executive search, describes some characteristics to look for, and emphasizes the essential support that new chief executives need from their boards.

Why is evaluation important, and how is the board involved? Evaluation is a learning tool that, when embedded in an organization’s culture, promotes the achievement of mission. Chapter Thirteen stresses the board’s role in promoting continuing evaluation. Measuring organizational effectiveness, self-assessment for the full board, self-assessment for individual board members, and performance evaluation for the chief executive are all board responsibilities, described in this chapter. The staff is also responsible for evaluating an organization’s core programs and practices.

How do bylaws and policies promote sound board decisions? Chapter Fourteen reviews the details of a nonprofit organization’s governing documents (bylaws) and operating principles (policies). It explains the context for bylaws and policies and provides an overview of the issues and areas they should address. The chapter includes recommendations and examples to serve as a starting point for the documents that each organization should tailor to its own needs and circumstances.

What are the ingredients of a productive board meeting? At meetings, the board carries out its role as policy maker, sets direction for the organization, defines and follows its own ethical guidelines, oversees operations, and takes care of its own well-being. Chapter Fifteen offers recommendations for planning fast-paced, efficient meetings while maintaining the spirit of teamwork and collegiality among board members. Topics include deciding on frequency of meetings, developing an agenda, facilitating the meeting, preparing minutes, holding executive sessions, and evaluating the meeting.

How do board dynamics influence board effectiveness? The dynamics of working together on behalf of the organization can be complex, but boards need to promote a working environment that encourages collaboration, partnership, engagement, trust, respect, flexibility, and interaction. Chapter Sixteen addresses five key issues in board dynamics: building trust to support collaborative governance, developing a culture of inquiry, recognizing and avoiding micromanagement,  ensuring independent-mindedness, and dealing with the problem of troublesome board members.

Reflecting on board dynamics is a fitting way to conclude this handbook. While many principles and practices of nonprofit governance are well established, the essence of board interactions is often more difficult to express. When all is said and done, the board is a group of individuals with a collective commitment. How they engage with one another can make the difference between governance that is simply good and governance that is truly exceptional. The stakes are high, but the dynamic role of nonprofit organizations in our society attests to the fact that the women and men who serve on nonprofit boards fulfill their responsibilities with seriousness of purpose, dedication to service, and passion for their organizations’ missions.




PART ONE

GOVERNANCE PRINCIPLES, ROLES, AND STRUCTURE




CHAPTER ONE

IN THE SPIRIT OF SERVICE: INTRODUCTION TO THE NONPROFIT WORLD

The only ones among you who will be really happy are those who will have sought and found how to serve.

—ALBERT SCHWEITZER

 

 

 

Virtually every society shows its voluntary spirit and philanthropic instinct by creating informal community groups, charitable nongovernmental organizations, or faith-based organizations and places of worship. In countries around the world, nonprofits are a vibrant, essential element of national life. They struggle to reduce poverty and bring an end to homelessness. They strive to build safe places to learn and play, create inspiring art and music, and protect natural resources.

Nonprofit organizations span a wide spectrum of mission areas, resources, values, history, and stakeholders—from small, local homeless shelters to large, international trade associations; from community foundations operating within a geographic region to educational institutions that attract students from around the country. Their funding may come from just a handful of sources or from an array of charitable contributions, membership dues, grants, fees from programs and services, and more. According to the Internal Revenue Service, the United States alone has more than 1.8 million voluntary, nonprofit, and nongovernmental organizations, with more recognized every month by the federal government as tax-exempt entities.

Economic life in the United States and many other countries consists of three sectors:• Public-sector organizations exist to serve the public good. They are part of governmental structures and are financed largely by tax revenues. 
• Private-sector organizations exist to produce a profit for their owners. To do so they must meet the needs of a constituency who will pay for their goods or services.
• Nonprofit-sector organizations exist to serve a social purpose, a constituency, or a cause. To do so successfully, they must earn or raise sufficient funds to cover expenses and safeguard the organization’s future. They are not prohibited from creating excess revenue over expenses, but such surplus must be used to support the organization’s mission, not to be distributed as private gain. In nonprofit organizations there are no individual owners who can claim organizational assets for their own benefit.






An Overview of the Nonprofit Sector 

The nonprofit sector sometimes is called the not-for-profit sector, the third sector, the independent sector, the philanthropic sector, the voluntary sector, or the social sector. Outside the United States, nonprofits are often called nongovernmental organizations (NGOs) or civil society organizations.

These other names emphasize the characteristics that distinguish nonprofits—voluntary sector to acknowledge the importance of volunteers and voluntary action,  independent sector to distinguish nonprofits from business and government, and social  sector to underscore how the activities of nonprofits enhance the social fabric of our country.

The nonprofit sector in the United States is vast and diverse and touches all our lives. The nonprofit organizations in this country in 2008 employed 10.5 percent of the country’s work force—close to ten million paid workers.

Almost all nonprofits are exempt from federal, state, and local income taxes; state and local property taxes; and state and local sales taxes. They are, however, required to pay taxes on income derived from activities that are unrelated to their mission. Nonprofits are not exempt from withholding payroll taxes for employees. Section 501(c) of the Internal Revenue Code, which outlines the types of organizations eligible for tax exemption, lists more than twenty-five classifications of nonprofits, which include the major subcategories described in the following section.


Public Charities 

Nonprofits that are exempt under Section 501(c)(3) of the tax code are often called charities, but these organizations do far more than provide free care and services to the needy. Hospitals, museums, orchestras, independent schools, public  television and radio stations, and many other organizations are 501(c)(3) nonprofits. Most U.S. nonprofits are classified as public charities, and in 2008 nearly 1.2 million were registered with the Internal Revenue Service.

To be recognized as a public charity, a nonprofit must be organized and operated for purposes that are beneficial to the public interest. These purposes include• Relief of the poor, distressed, or underprivileged
• Advancement of religion
• Advancement of education and science
• Creation or maintenance of public buildings or monuments
• Lessening of the burden of government
• Elimination of prejudice and discrimination
• Defense of human and civil rights
• Combating of community deterioration and juvenile delinquency



A public charity must be able to show broad public support, rather than funding from an individual source. Upon dissolution, its assets must be distributed to another 501(c)(3) charity. It is not allowed to engage in any partisan political activity. Lobbying is accepted but cannot be a substantial part of its activities. Individuals and corporations that give money to these organizations can deduct the value of gifts from their taxable income, provided they file itemized tax returns.


Foundations 

Many individuals, families, businesses, and communities establish foundations as a way to support causes and programs that benefit society. Foundations, which are also 501(c)(3) charitable nonprofits, are one of the most complex components of the nonprofit sector. As a result of federal legislation passed in 1969, private foundations are subject to more stringent regulation and reporting requirements than other types of nonprofits. They are required to make grants equal to at least 5 percent of their net investment assets each year, and they generally pay a 2-percent excise tax on net investment earnings. There are more than seventy thousand foundations in the United States:• Private foundations usually have a single source of funding (an individual, a family, or a business), and use income from investments to make grants to charitable nonprofit organizations. The Ford Foundation, the Carnegie Corporation of New York, and the W. K. Kellogg Foundation are well-known examples.  Corporate foundations are private foundations that receive funding from—and make grants on behalf of—a corporation. The MetLife Foundation and the American Express Foundation are examples. Many corporations have in-house corporate giving programs instead of or in addition to corporate foundations.
• Operating foundations are “hybrid” foundations that use the bulk of their resources to carry out their own charitable programs, while also making grants to other charities. The Carnegie Endowment for International Peace and the J. Paul Getty Trust are examples of operating foundations.
• Community foundations pool the resources of many donors and focus their grantmaking on a particular city or region. The Cleveland Foundation and the New York Community Trust are examples of community foundations. The IRS classifies community foundations as publicly supported charities, not private foundations. These groups are not subject to excise taxes or distribution requirements like private foundations, and donations made to them by individuals are tax deductible.



Some nonprofits, such as hospitals and public colleges, create related or supporting 501(c)(3) organizations that may be called foundations; these groups are fundraising (rather than grantmaking) organizations, and they typically raise money from a broad range of donors and then distribute the proceeds to the parent organization. In addition, some other charities include the word foundation in their names even though they are not considered foundations according to legal definitions.


Social Welfare Organizations 

To be tax-exempt as a 501(c)(4) organization, a nonprofit must not be organized for profit and must be operated exclusively for the promotion of social welfare. This means that the organization must operate primarily to further, in some way, the common good and general welfare of the people of the community (such as by bringing about civic betterment and social improvements). Nonprofits such as the NAACP, the National Rifle Association, and the National Organization for Women are examples of social welfare or advocacy organizations. Contributions to 501(c)(4) organizations are not tax deductible, and 501(c)(4) nonprofits have greater latitude to participate in legislative advocacy, lobbying, and political campaign activities.


Professional and Trade Associations 

Organizations whose missions focus on the advancement of the conditions of a particular trade or the interests of a community, an industry, or a profession generally qualify for tax exemption under Section 501(c)(6) of the tax code.  Although contributions to these organizations are not tax deductible, membership dues may be deductible as business expenses.

Many people believe that nonprofits receive most of their funds from private contributions. In reality, many nonprofits (hospitals and universities are good examples) generate revenue by charging fees for the services they provide, earning interest on investments, or producing and selling goods. Many organizations also receive funding from government, either in the form of outright subsidies or for providing services on a contract basis.

The idea of the nonprofit sector may be abstract, but the sector’s role in our society is tangible and easily recognized. Freed from the profit motive that dominates business and from the constraints of government, the nonprofit sector is a forum for the creation and dissemination of new ideas, an efficient vehicle for delivering social services, and a guardian of our environment, values, and heritage.




Monitoring, Regulating, and Governing Nonprofits 

Nonprofits are not immune from damage that can be caused by unscrupulous and fraudulent solicitors, financial improprieties, and executives and board members who care more about their own financial welfare than the mission of the organization. Problems, when they do arise, are particularly disturbing because of the nature of nonprofits themselves—organizations created to provide some public benefit.

Most people are familiar with the mechanisms that safeguard the integrity of government and business. Disenchanted voters can throw politicians out of office, and the branches of government view each other with watchful eyes. Businesses have shareholders or owners and are monitored by government agencies such as the Securities and Exchange Commission and the Occupational Safety and Health Administration. The media monitor both sectors and are quick to point out cases of corruption and poor performance.

Far fewer people understand how nonprofits are monitored and regulated. For much of its history, the nonprofit sector has operated outside the realm of harsh public scrutiny. No government agency exists exclusively to monitor the activities of nonprofits, most nonprofits aren’t required to hold public meetings, and few journalists report on nonprofits with the same depth and focus devoted to business and government.

Nevertheless, nonprofits have many lines of defense against fraud and corruption:• Boards. All nonprofits are governed by a board of directors or trustees (there’s no real difference)—a group of volunteers that is legally responsible for making  sure the organization remains true to its mission, safeguards its assets, and operates in the public interest. The board is the first line of defense against fraud and abuse.
• Private watchdog groups. Several private groups (which are themselves nonprofits) monitor the behavior and performance of other nonprofits. Some see their mission as advising donors who want to ensure that their gifts are being used effectively; others are industry or “trade” groups that provide information to the public and encourage compliance with generally accepted standards and practices.
• State charity regulators. The attorney general’s office or some other part of the state government maintains a list of registered nonprofits and investigates complaints of fraud and abuse. Often the state attorney general serves as the primary investigator in cases of nonprofit fraud or abuse. Almost all states have laws regulating charitable fundraising.
• Internal Revenue Service. A small division of the IRS (the exempt organizations division) is charged with ensuring that nonprofits comply with the eligibility requirements for tax-exempt status. IRS auditors investigate the financial affairs of thousands of nonprofits each year. As a result, a handful have their tax-exempt status revoked; others pay fines and taxes. In 1996, legislation authorized the IRS to penalize individuals who abuse positions of influence within public charities and social welfare organizations. Before that change, the only weapon available to the IRS was to revoke tax-exemption, which resulted in the denial of service to the clients and constituents the organization was created to help. Because they fall short of revocation of tax-exempt status, these provisions are called intermediate sanctions.
• Donors and members. Some of the most powerful safeguards of nonprofit integrity are individual donors and members. By giving or withholding their financial support, donors and members can cause nonprofits to reappraise their operations.
• Media. Most of the major scandals involving nonprofit organizations in recent years have come about as a result of media investigations and resulting news stories. Although many nonprofit leaders feel misunderstood or even maligned by negative media coverage, this media watchdog role has resulted in increased awareness and accountability throughout the sector.






Starting a Nonprofit Organization 

Americans are known for their pioneer temperament, community spirit, and help-thy-neighbor attitude. We show social consciousness, concern for the  environment, commitment to saving historic sites, responsibility to advocate individual rights, and an urgency to do this all as a personal vocation for a cause. This commitment often leads to a desire to start a nonprofit organization.

Forming a nonprofit requires more than passion or devotion. One needs understanding of financial management, knowledge of legal requirements, managerial skills, community relations, familiarity with issues in the field, friends and supporters, and more than anything, time, energy and endless patience.

Questions to Ask Before Starting a Nonprofit

1. Is somebody already doing what I would like to do?There is no sense in duplicating an effort that already exists. Maybe there is a possibility of working with an existing organization as a consultant, fundraiser, employee, direct-service volunteer, or board member.


2. Is this the right time and place for starting a new organization?How will the idea be received by the community? Is there a true need for my services? Have I tested the idea, or am I the only one who thinks it is essential? Who are the constituents?


3. How would I finance my organization?Do I have the necessary seed money? If not, where can I get the initial funding? Have I developed relations with the leaders in the community? How much fundraising will I have to do? Do I understand that grant funding is highly competitive and therefore not dependable? Should the services of my organization be free, or is this how I will produce earned income? Should I form a membership organization and charge a fee? Could I associate my group with an already established organization?


4. Do I understand the steps of forming a nonprofit organization?There are a multitude of procedures to take care of before a nonprofit organization is ready to function: forming a board, drafting bylaws, developing a strategic plan, incorporating, applying for tax-exempt status, securing funding, setting up an accounting system, locating an office, applying for licenses, recruiting staff, and so on.


5. Are my financial ambitions appropriate for the cause?Running a nonprofit or serving as a nonprofit board member is not going to fill my pockets with cash. Staff members can be compensated justly; board members normally serve as volunteers and should not seek any personal benefit from this affiliation. Will I be content to serve and work for my cause, get satisfaction from the results of my labor, and always put my organization first before thinking of my personal gain?




To be effective at fulfilling its purpose, every nonprofit organization must have a carefully developed structure and operating procedures. Good governance starts with helping the organization begin on a sound legal and financial footing in compliance with the numerous federal, state, and local requirements affecting nonprofits.

1. Determine the purpose of the organization. Every organization should have a written statement that expresses its reason for being. Resources: Board members, potential clients and constituents.
2. Form a board of directors. The initial board will help translate the ideas behind the organization into reality through planning and fundraising. As the organization matures, the nature and composition of its board will also change. Resources: BoardSource, planning and management consultant.
3. File articles of incorporation. Not all nonprofits are incorporated. For those that do wish to incorporate, the requirements for forming and operating a nonprofit corporation are governed by state law. Resources: State secretary of state or attorney general’s office.
4. Draft bylaws. Bylaws—the operating rules for the board—should be drafted and approved by the board early in the organization’s development. Resources: Attorney experienced in nonprofit law.
5. Develop a strategic plan. Strategic planning helps express a vision of the organization’s potential. Outline the steps necessary to work toward that potential, and determine the staffing needed to implement the plan. Establish program and operational priorities for at least one year. Resources: Board members, planning and management consultant.
6. Develop a budget and resource development plan. Financial oversight and resource development (for example, fundraising, earned income, and membership) are critical board responsibilities. The resources needed to carry out the strategic plan must be described in a budget and financial plan. Resources: Fundraising consultant.
7. Establish a recordkeeping system for the organization’s official records. Corporate documents, board meeting minutes, financial reports, and other official records must be preserved for the life of the organization. Resources: State secretary of state or attorney general’s office.
8. Establish an accounting system. Responsible stewardship of the organization’s finances requires the establishment of an accounting system that meets both current and anticipated needs. Resources: Bookkeeper experienced in nonprofit accounting.
9. File for an Internal Revenue Service determination of federal tax-exempt status. Nonprofit corporations with charitable, educational, scientific, religious, or cultural purposes have tax-exempt status under section 501(c)(3)—or sometimes section 501(c)(4)—of the Internal Revenue Code. To apply for recognition of tax-exempt status, obtain form 1023 (application) and publication 557 (detailed instructions) from the local Internal Revenue Service office or from the IRS Web site http://www.irs.gov/charities/index.html. Though it is not essential to consult an attorney when preparing this document, many organizations do seek the assistance of an attorney experienced in nonprofit law.  Resources: Local IRS office, attorney.
10. File for state and local tax exemptions. In accordance with state, county, and municipal law, apply for exemption from income, sales, and property taxes. Resources: State, county, or municipal department of revenue.
11. Meet the requirements of state, county, and municipal charitable solicitation laws. Many states and local jurisdictions regulate organizations that solicit funds within that state, county, or city. Usually compliance involves obtaining a permit or license and then filing an annual report and financial statement. Resources:  State attorney general’s office, state department of commerce, state or local department of revenue, or county or municipal clerk’s office.
12. Other steps: • Obtain an employer identification number (EIN) from the IRS.
• Register with the state unemployment insurance bureau.
• Apply for a nonprofit mailing permit from the U.S. Postal Service.
• Obtain directors’ and officers’ liability insurance.


The Board of a Start-up Nonprofit

When setting up a nonprofit, the founder or founders form the first board for an organization. Start with a small but committed group that has the skills and expertise necessary to get started. Here are some suggestions:• Include people who are familiar with constituents and their needs.
• Include people who have served on a nonprofit board or staff.
• If the organization depends on outside funding, engage someone who can help develop a fundraising plan.
• Find someone who understands the field or mission area.
• Include someone who is comfortable with technology.
• Bring in innovative people who have new ideas.
• Make sure all board members can work as a team.








Incorporation and Tax Exemption 

Most nonprofits choose to organize themselves as corporations—a legal form of organization that is available to nonprofits under every state’s laws. A corporation offers some desirable advantages, such as limited liability protection for its managers, directors, and officers. And, because of the relatively stable environment in which incorporated nonprofits function, business contractors and funders tend to prefer working with them. State statutes and common law govern the formation, organization, and ongoing operations of corporations.

Incorporation is not the same as applying for tax-exempt status. Through tax exemption, federal, state, and local governments provide an indirect subsidy to nonprofits and receive a direct benefit in return. Tax exemption is an acknowledgment of an organization performing an activity that relieves some burden that would otherwise fall to federal, state, or local government. Churches are automatically provided tax exemption as a safeguard to preserve separation of church and state by preventing governments from using taxation to favor one religion over another. Categories of tax-exempt organizations are described earlier in this chapter.


Articles of Incorporation 

A corporation is a legal entity that exists in perpetuity until it is dissolved. It is a “fictitious person,” separate from its managers or governors, and it is usually given many of the same rights and obligations as natural persons. A nonprofit corporation is able to conduct charitable, educational, or scientific activities; it can enter into contracts; it can incur debts; it can hire employees who are eligible for fringe benefits; and it is legally liable for its actions.

Nonprofit corporations are “created” by one or more incorporators—usually selected from among the initial board members—who sign and file the corporation’s articles of incorporation with the appropriate state agency. The incorporators’ role ends at that moment, and the board assumes the responsibility for the organization. Each state’s law prescribes the content and form of this binding legal document. Articles of incorporation generally include the following:• Name of the corporation
• The organization’s specific purpose (this should be brief and broad to allow for future evolution, but should clearly indicate its tax-exempt focus)
• Duration of the corporation’s existence (often perpetuity)
• Location of the organization’s office 
• Number, names, and addresses of the initial board of directors
• Whether or not it is a membership organization
• Provisions for distribution of assets when the corporation is dissolved



Amending the Articles of Incorporation

Articles of incorporation should remain as general as possible within the framework of state law. The bylaws provide further detail on the governance structure, and additional policies and procedures secure the rest of the necessary guidelines for effective and ethical functioning of the organization. Sometimes major changes in status, activities, or structure of the organization require the articles to be amended. These changes include• Changing the organization’s name or address
• Substantially changing the organization’s mission
• Altering the provision for the disposition of assets if the organization is dissolved
• Changing the way board members are elected (formal membership structure or self-perpetuating board)








Special Types of Nonprofit Organizations 

Not all nonprofit organizations are structured similarly with independent, self-perpetuating boards. Other types include a federated system with a national office and local chapters or formal membership organizations whose members are the main beneficiaries of the services and in return have a say in the internal affairs of the organization.


Federated Organizations 

A federated organization is a national umbrella organization that has smaller chapters or affiliates with a regional or local reach. It typically is a membership organization whose members are the chapters, but it is possible to have individual members as well. Chapters may also be membership organizations with individual members, but they may function as separate and independent public charities.

The national organization typically acts as the spokesperson for the cause and sets the overall strategic vision for the federated structure. It also provides support  for the local chapters. The chapters provide mission-related programs or services to a local area. Examples of federated organizations include the American Lung Association, Boy Scouts of America, and Habitat for Humanity.


Formal Membership Organizations 

Many nonprofits have members who might also be described as supporters, donors, or friends who believe in the mission of the organization. They receive benefits such as discounts, newsletters, and helpful information. This is a membership structure that has no legal implications, and it does not need to be defined in the organizational documents of the nonprofit. However, if members are granted a say in the structure and priorities of the organization, they are part of a “formal” membership organization, and their categorization and authority levels must be clarified in the articles of incorporation and in the bylaws. Formal members usually elect board members and officers, and they can approve amendments to the bylaws. A trade association usually is structured as a formal membership organization. Other examples of formal membership organizations include the United Way of America and the National Association of Social Workers.




Chapter Exercises 

• Describe how nonprofits intersect with your daily life.
• What circumstances might influence the growth or shrinkage of the nonprofit sector?
• Define public trust, and discuss why it should be important for a tax-exempt organization.
• Discuss what a productive collaboration between a nonprofit, a for-profit, and the public sector might look like.
• If you wanted to establish a homeless shelter in your community, what are the decisions and choices you would have to make along the way?
• List the different ways nonprofit tax-exempt organizations can or should self-regulate.





CHAPTER TWO

WHAT IS GOVERNANCE?

Whatever its size, scope, or funding, every nonprofit organization has a governing board composed of people who believe in and support the mission. Board members have the pleasure—and the responsibility—of monitoring, overseeing, and providing direction for the organization’s pursuit of that mission. Those responsibilities, which have legal ramifications, call on board members to develop or hone understanding in many areas, from financial management to organizational communication, from fundraising to strategic planning. Although it is impossible to calculate the precise number of people who are members of these governing boards at any given moment—nearly all of them without compensation—we do know that millions of women and men accept the fiduciary and other responsibilities of board service.




Governance Defined 

Governance is the board’s legal authority to exercise power and authority over an organization on behalf of the community it serves. The board is authorized to establish policies and make decisions that will affect the life and work of the organization. The board is where the proverbial “buck” stops; it is also held accountable for the actions that follow those policies and decisions. Governance is group action. Individual board members do not govern the organization. Rather, meeting as a group confers governing status to the board as a whole.

Authority to govern an organization may be granted by a variety of sources, from organizational members and supporters to public officials. When an organization is incorporated, the state in which the incorporation takes place assigns  responsibility for the organization’s affairs to a governing board. An organization’s articles of incorporation or constitution (see Chapter One) and its bylaws (see Chapter Fourteen) will specify how its board is to be constituted and organized.

Sometimes groups other than the board carry the authority to control certain board decisions. For instance, in some membership organizations, a representative house of delegates must approve bylaws changes. In subsidiaries, certain decisions may require the approval of the parent organization board or must conform to a policy framework established by the parent board. Examples of such decisions include election of board members, changes in bylaws, sale or acquisition of property, hiring of the chief executive, or choice of management service provider.

There are some similarities—but many differences—between corporate boards and nonprofit boards. Both for-profit and nonprofit organizations need strong board leadership and must adhere to certain legal principles that are outlined in state corporation laws. But for-profits answer primarily to their shareholders and focus on generating profits for those people. In contrast, nonprofits are accountable to their members, constituents, supporters, donors, and the public; their missions are not to make money but to make a difference in someone’s life or the world.

This chapter reviews fundamental responsibilities and principles of governance: the board’s fiduciary responsibilities, the difference between collective and individual responsibilities, the critical place of mission at the center of governance, and the guiding principles of effective governance.




Why Nonprofits Need Boards 

There are legal, ethical, and practical reasons to build a board when a nonprofit is created. These reasons shape the foundation for good governance.


Legal Reasons 

State laws require that nonprofit corporations have a board to assume the fiduciary role for the organization’s well-being. These laws assign overall responsibility and liability to that board. In addition to the board’s responsibilities as a governing body, individual board members are bound by their legal obligations: the duties of care, loyalty, and obedience (see “Collective and Shared Responsibilities,” later in this chapter).

State laws generally stipulate the minimum size for a board—mostly between one and three members—and other requirements that define how boards may function or be structured. Some state laws define the smallest acceptable number of independent board members (that is, members without specific personal benefits or attachment), but usually the laws do not address board composition. The articles of incorporation and bylaws define the internal authority within the nonprofit and clarify the board’s role on top of the decision-making hierarchy. (Naturally, in a formal membership organization the members have certain rights to approve major board decisions.)

Federal law is less specific about board structure, but it does expect the board to serve as the gatekeeper for the organization. When applying for recognition of tax-exempt status, board members for a nonprofit must be listed to allow the IRS to determine whether proper oversight has been established. In complying with federal law, one of the board’s roles is to ensure that no inappropriate private inurement takes place—a situation when an insider with decision-making power misdirects organizational assets into the hands of individuals who don’t provide commensurate products or services in return (see Chapter Seven, Legal and Ethical Responsibilities).


Ethical Reasons 

The board functions, in part, to assure the public and all stakeholders that the organization is in good hands. It assumes responsibility for the organization’s achievements or lack thereof. It goes beyond the legal requirements to ensure that the organization not only does things right, but does the right thing.

The board acts as the agent for the organization’s constituents. When a supporter, client, or customer relies on the organization to use its funds appropriately or provide trustworthy and quality services, the board sees to it that these expectations are met. Board members are not there to benefit personally from their affiliation; during decision making they are expected to place the interests of the organization above any other considerations.

Oversight is a primary duty for all boards. They work closely with management to ensure that goals are met and that ethical principles guide all activities. As overseers, board members also spell out the expectations and evaluate the results. The board is there to go above and beyond the status quo, keeping the organization viable by reacting to and anticipating stakeholders’ needs.


Practical Reasons 

A board is made up of individuals who, at one time or another, dedicate their efforts to help the organization get its work done. Especially in start-up  organizations, boards draft the organizational documents, hunt for supplies and equipment, and procure funding. Before a staff is hired, board members usually manage the daily affairs and run the programs of an all-volunteer organization.

In most nonprofits, as soon as the situation allows, the board hires the first staff member—often a chief executive—and delegates the daily affairs to him or her, with the necessary support and guidance. At this point the board can devote its time to governing, providing direction, and ensuring that the mission of the organization stays on course.

Detached from daily affairs, the board is able to differentiate the trees from the forest—to look at the organization as part of its larger sphere and not just as an office that carries out the strategic plan. The perspectives that board members bring to the boardroom complement those of the chief executive. Together, they should be able to ask the probing questions necessary to avoid stagnation and keep the organization moving forward.

Finally, the board provides continuity. Individuals come and go, but the board as an entity remains. When good practices are institutionalized, the changing of the guard does not adversely affect the good work that has been accomplished.




Board Members as Fiduciaries 

Contemporary law regarding the responsibilities of nonprofit board members is grounded in English common-law rules for administrators of charitable trusts. This framework assigned a great deal of responsibility to individual trustees and tended to foster a fairly cautious approach to organizational affairs. A number of court cases have since placed interpretation of nonprofit board accountability within the framework of corporate law. Now, legal responsibility in general rests with the board as a body rather than with individual board members. (For more about the legal responsibilities of nonprofit boards, see Chapter Seven.)

Board members today are fiduciaries of the organization’s resources and guardians of its mission. Most state laws, by statute or court opinion, impose on board members the standards of conduct and management that, together, constitute fiduciary responsibility. Thus personal liability can result when a board member, officer, or key employee of a nonprofit organization breaches the standards of fiduciary responsibility.

A chief responsibility of board members is to maintain financial accountability and effective oversight of the organization they serve. As stewards of the  organization’s resources, board members must exercise due diligence to see that it is well managed and that its financial situation remains sound. (For more about financial oversight, see Chapter Eight.) Fiduciary duty requires board members to be objective, unselfish, responsible, honest, trustworthy, and efficient. They should always act for the good of the organization, rather than for their personal benefit. They need to exercise reasonable care in all decision making, without placing the organization under unnecessary risk.




Collective and Shared Responsibilities 

• The distinction of legal liability between the board and an individual board member relates to the responsibility of the board for the organization and responsibility of individual board members for their actions. The board as a collective entity is responsible and liable for what happens in and to the organization. As the ultimate authority, it must ensure that the organization operates in compliance with the law and its own policies. Boards make decisions in a legally structured meeting.
• All actions taken by a board are held to three legal standards: the duty of care, the duty of loyalty, and the duty of obedience. These collective duties, which apply to the entire board, require the active participation of all individual board members. If the board or individual board members are sued, their actions or inaction are judged against these legal obligations. These three duties set the basic guidelines for the board to act as the fiduciary and the steward of the organization. (See Chapter Seven for an expanded discussion of these standards.)• Duty of care. A standard of care in decision making that can be expected of all prudent individuals under similar circumstances. Each board member is to act in good faith and actively participate in governance.
• Duty of loyalty. A standard of faithfulness to the organization’s priorities. Board members put the interests of the organization ahead of their own professional or personal interests or those of another, and they speak with one voice in their decision-making capacity.
• Duty of obedience. A standard of faithfulness to the organization’s mission and purpose, which requires that nonprofit board members comply with applicable federal, state, and local laws; adhere to the organization’s bylaws; and remain the guardians of the mission.



Generally, board members who carry out their duties faithfully and in adherence to the duties of care, loyalty, and obedience will not be found personally  liable. However, the demarcation between individual and collective responsibility can often be indistinct, and in legal action under certain circumstances, an individual board member may end up paying the penalties or having other sanctions applied.




Mission at the Center 

To meet the challenges of the nonprofit environment, boards need members who understand governance as a dynamic activity. They need members who are fully and actively engaged in promoting the organization’s achievement of its mission, developing and refining its vision, and upholding its values. The first order of business for board members is to understand and endorse these defining elements of the organization’s identity.

Everything begins with the mission. Mission is the foremost organizing tool for a nonprofit, helping to build common understanding and ensuring that programs and activities are aligned toward the same goal. As part of their governance responsibilities, nonprofit board members are the keepers, watchers, challengers, revisers, and champions of the mission.

The center-stage role of mission in the nonprofit sector has a strong conceptual basis. Nonprofit organizations are founded to meet a need, and people invest time and money in these organizations to help them meet that need. People often identify first with the need and the values it represents—for example, equal access to education; intelligent media; or the rights of children, seniors, or people with disabilities. They show interest in the organization’s work because of its expressed mission. Trade associations or professional societies have missions related to advancing the needs of their members. Individuals or corporations join membership organizations because these groups represent their interests and provide unique products, services, and information.

Nonprofit organizations are generally described as mission driven, mission focused, and values based. A mission-driven or mission-focused organization is motivated in its programs, activities, and decision making by remembering why it exists: to meet the needs of the community. To be values based means that a set of core values inspires and guides the involvement of board members, other volunteers, staff, and donors. Mission, vision, and values are the givens in establishing the framework for organizational involvement, investment, and advancement:• Mission is the reason an organization exists, the need it is meeting in the community. A mission statement captures the reason and the need and  communicates succinctly what inspires the organization to meet those needs.
• Vision is what the organization sees in the future for its community if the organization succeeds at its mission.
• Values are the deeply held beliefs that guide all aspects of the organization’s programs and operations and provide the litmus test for all decisions.



For further discussion of mission, vision, and values in the context of strategic planning, see Chapter Twelve; in the context of evaluation, see Chapter Thirteen.




Characteristics of Exceptional Governance 

Good governance is about providing critical capital—intellect, reputation, resources, and access—to strengthen the organization and in turn the community it serves. But a board may meet every legal requirement, adhere to proper procedures, and still be ineffective if it is not engaged in setting strategic direction and supporting the organization. If a board neglects the full range of its responsibilities, it may preclude the organization from reaching its potential. An exceptional board recognizes the impact of its leadership, and board members understand that they must be thoughtful and engaged leaders—not merely competent but passive stewards.

Boards often represent underperforming assets for nonprofit organizations that need every resource they can muster. Drawing on observations, academic knowledge, and proven practices, BoardSource identified the common traits and actions of boards that have made discernible differences to their organizations.

These boards behaved differently from other boards. To highlight these differences, BoardSource distinguishes between responsible boards and exceptional  boards. A responsible board is capable and dutiful in carrying out its responsibilities. This is not always an easy feat, nor should it be taken for granted by board or staff members. A responsible board understands its fiduciary obligations, and it adds value to the organization by approving strategic plans and budgets, regularly reviewing financial statements, evaluating the chief executive annually, and participating in fundraising.

An exceptional board operates on a higher level. Its members give more of their time, talent, and treasure. But they also give differently. Their time may be spent more wisely, their skills and social networks better leveraged, and their treasure more strategically deployed. Exceptional boards measure organizational impact and evaluate their own performance, discuss and debate issues, and open  doors and make connections. The difference between responsible and exceptional lies in thoughtfulness and intentionality, action and engagement, knowledge and communication.

Three common denominators enable the board to operate at an exceptional level:1. A frank and open relationship. The chief executive is more than competent and confident. He or she is also open and honest with the board. The board, in turn, is committed to ensuring success, while recognizing that nonprofit organizations are complex and constantly changing. As interlocking pieces in a jigsaw puzzle that together create a complete picture, the chief executive and the board are complements, with mutual trust, respect, and appreciation building the foundation for a leadership team that can handle short- and long-term challenges.
2. Intentional. Great governance doesn’t just happen by accident. It takes the right people in the right place at the right time. Who serves on a board matters, and board composition is an important indicator of an exceptional board. An exceptional board is also thoughtful, self-aware, and proactive. It balances the need for long-term stability with the need to adapt its own structures and practices as circumstances change and the organization evolves.
3. Engaged. Board work requires more than mere attendance at meetings. It requires personal motivation and commitment, as well as intellectual curiosity and an appetite for challenge. Board members must share a passion for the organization’s cause. In turn, the chief executive must be ready, willing, and able to engage board members in making sense of situations, in determining what matters, and in solving dilemmas. Neither the board nor the chief executive can simply go through the governance motions and expect great results.


Effective Governance in Action

FRANK AND OPEN

Working together, the board and head of an independent school created a leadership succession plan a few years before the head of the school was to retire. Board and staff members participated in a collaborative, holistic review process that included articulating the institution’s values, evaluating the school’s other internal infrastructure needs, and assessing the board—all before the executive search officially started.

INTENTIONAL

A university foundation board, after asking how it could add real value to the institution, shifted the foundation’s focus from fundraising to commercialization of intellectual property. In turn, the board populated itself with individuals who have significant professional expertise in law, finance, and research and development. Given the foundation’s new role, the board also redefined its relationship with the university’s administration and governing board, as well as with foundation and fundraising staff.

ENGAGED

A board member led a process that resulted in an emotionally powerful vision statement at an environmental organization. The board and the staff were inspired to reframe strategies, elevate goals, and embark on an ambitious fundraising campaign. The campaign raised significantly more money than expected, fueling even greater conservation success.



Exceptional boards add significant value to their organizations, making a discernible difference in advancing the mission. Good governance requires the board to balance its role as an oversight body with its role as a force supporting the organization.

The following twelve principles offer a description of an empowered board that is a strategic asset to be leveraged. They provide board members with a vision of what is possible and a way to add lasting value to the organization they lead.

1. Constructive partnership. Exceptional boards govern in constructive partnership with the chief executive, recognizing that the effectiveness of the board and chief executive are interdependent. They build this partnership through trust, candor, respect, and honest communication.
2. Mission driven. Exceptional boards shape and uphold the mission, articulate a compelling vision, and ensure the congruence between decisions and core values. They treat questions of mission, vision, and core values not as exercises to be done once, but as statements of crucial importance to be drilled down and folded into deliberations.
3. Strategic thinking. Exceptional boards allocate time to what matters most and continually engage in strategic thinking to hone the organization’s direction. They not only align agendas and goals with strategic priorities but also use them for assessing the chief executive, driving meeting agendas, and shaping board recruitment.
4. Culture of inquiry. Exceptional boards institutionalize a culture of inquiry, mutual respect, and constructive debate that leads to sound and shared decision making. They seek more information, question assumptions, and challenge conclusions so that they may advocate for solutions based on analysis.
5. Independent mindedness. Exceptional boards are independent minded. They apply rigorous conflict-of-interest procedures, and their board members put the interests of the organization above all else when making decisions. They do not allow their votes to be unduly influenced by loyalty to the chief executive or by seniority, position, or reputation of fellow board members, staff, or donors.
6. Ethos of transparency. Exceptional boards promote an ethos of transparency by ensuring that donors, stakeholders, and interested members of the public have access to appropriate and accurate information regarding finances, operations, and results. They also extend transparency internally, ensuring that every board member has equal access to relevant materials when making decisions.
7. Compliance with integrity. Exceptional boards promote strong ethical values and disciplined compliance by establishing appropriate mechanisms for active oversight. They use these mechanisms, such as independent audits, to ensure accountability and sufficient controls; to deepen their understanding of the organization; and to reduce the risk of waste, fraud, and abuse.
8. Sustaining resources. Exceptional boards link bold visions and ambitious plans to financial support, expertise, and networks of influence. Linking budgeting to strategic planning, they approve activities that can be realistically financed with existing or attainable resources, while ensuring that the organization has the infrastructure and internal capacity it needs.
9. Results oriented. Exceptional boards are results oriented. They measure the organization’s progress toward mission goals and evaluate the performance of major programs and services. They gauge efficiency, effectiveness, and impact while simultaneously assessing the quality of service delivery, integrating benchmarks against peers, and calculating return on investment.
10. Intentional board practices. Exceptional boards purposefully structure themselves to fulfill essential governance duties and to support organizational priorities. Making governance intentional, not incidental, exceptional boards invest in structures and practices that can be thoughtfully adapted to changing circumstances.
11. Continuous learning. Exceptional boards embrace the qualities of a continuous learning organization, evaluating their own performance and assessing the value they add to the organization. They embed learning opportunities into routine governance work and in activities outside of the boardroom. 
12. Revitalization. Exceptional boards energize themselves through planned turnover, thoughtful recruitment, and inclusiveness. They see the correlations among mission, strategy, and board composition, and they understand the importance of fresh perspectives and the risks of closed groups. They revitalize themselves through diversity of experience and through continuous recruitment.
TABLE 2.1. RESPONSIBLE BOARDS AND EXCEPTIONAL BOARDS



	Responsible Boards ... 	Exceptional Boards ... 
	Establish and review strategic plans.	Allocate time at meetings and between meetings to address what matters most and engage in strategic thinking on a regular basis.
	Adopt a conflict-of-interest policy.	Adopt a conflict-of-interest policy that includes guidelines for disclosure, review, and recusal; require board members to sign the conflic- of-interest statement annually; and rigorously adhere to the policy.
	Monitor financial performance and receive programmatic updates.	Measure overall organizational efficiency, effectiveness, and impact using various tools including dashboards.
	Design board meetings to accomplish the work of the board.	Make meetings matter by improving meeting efficiency, using consent agendas and meeting regularly in executive sessions—with and without the chief executive—to allow for confidential discussion.
	Orient new board members.	Invest in ongoing board development to deepen the commitment of board members, and have board members reflect on their own performance by conducting regular board self-assessments.


Table 2.1 compares the actions of responsible and exceptional boards. It highlights acceptable and good practices and illustrates how an exceptional board goes beyond the call of duty.




Governance Through the Organizational Life Cycle 

Nonprofit organizational development is similar to human development in that each nonprofit passes through stages that have foreseeable features and characteristics. Like life for humans, life for nonprofits is often messy and unpredictable.

The basic life-cycle model encompasses five stages. This model is only a framework that shows the typical nonprofit’s journey All organizations do not go through each stage or even need to, and the rate at which they pass through the stages varies. Organizational development has an organic, nonlinear flow, and an organization can make dramatic leaps—forward or back—at any point in its life cycle. The ability to achieve the mission through delivery of effective programs and services is the main determinant of the life-cycle stage. The level, quality, reach, and impact of programs and services are a better measurement of development stage than age, budget size, or number of staff.


Stage One: Start-up 

A nonprofit organization is usually conceived when one or more people see a need, formulate an idea to address it, and decide to form an organization to do the necessary work. The start-up phase generally lasts a few years, and the annual operating budget is small but growing during this period.

The founder or group of founders usually is visionary, has a passionate commitment to the mission, and brings a high level of energy to initiating the first simple programs. If there is a single founder, this person usually acts as staff leader and assembles a small group of enthusiastic volunteers who follow and encourage the founder. If more than one person initiates the organization, they may serve as the core of the board. Most start-ups operate initially as all-volunteer organizations, meaning that there are no paid staff or managers, and the board members manage volunteers, handling all other duties themselves.

Typically, the board of a start-up organization plays a hands-on role in oversight and management. The organization is especially vulnerable during this early period, so the leaders need to be persistent, flexible, and resilient to allow programs to take root and begin to blossom.


Stage Two: Adolescent 

Nonprofit adolescence is often accompanied by uncertainty and angst. Although age and size can vary widely, this stage often occurs between the third and sixth year of an organization’s existence, as the annual operating budget grows from approximately $250,000 to about one or two million dollars. This phase normally entails expansion of programs, broader outreach, more staff, and larger quarters. Frequently, the adolescent nonprofit experiences instability when it does not adequately anticipate the systems required to support this growth.

During expansion, the chief executive and board focus on meeting early programmatic goals for quantity of clients served and quality of services. They also  undertake a formal self-assessment process to be sure all board members are clear about their roles and responsibilities, develop simple systems for gathering and using data about programmatic outcomes, and incorporate all of this valuable information into a strategic planning process. As the staff expands and takes on more responsibility for day-to-day tasks, the board will relinquish its operational role and focus more on advice, oversight, and long-term planning. To adapt and stay relevant, the board and chief executive need to monitor the organization’s progress and relate it to developments in the outside world that could influence its effectiveness and viability. By broadening connections with constituents and evaluating programs in simple ways, an organization can keep its pulse on how needs are shifting and whether programs are working or not working.


Stage Three: Mature 

Any group that aims to deliver successfully on its mission must attain the mature stage—and sustain itself there. An organization can be said to have entered maturity when its programs are established and well regarded in the marketplace or community, its operations and systems are formalized, and its executive and board leadership are capable of directing a complex organization. Typical nonprofits reach this point some time after five or six years of operations and when the budget exceeds one or two million dollars.

At this stage, the board further reduces its operational role and increases its policy, oversight, and fundraising role. It usually expands, becomes more diverse and more specialized, and formalizes its structure. The mature board continually assesses its own performance and modifies its composition, roles, responsibilities, and structure to stay effective.

Maturity is a mission-driven stage. A fully actualized, mature nonprofit should remain vital and continue to improve the quality of its programs so that it makes significant progress in fulfilling the defined need.


Stage Four: Stagnant 

Each year, many nonprofits fall into stagnation. Savvy board members or executives can recognize the signs: funding support diminishes, demand for services wanes, the number of volunteers declines, staff morale suffers, and key leaders and managers leave the organization. A nonprofit may descend rapidly into this crisis, or the decline can take years as the organization begins to wither almost imperceptibly. Stagnation can occur at any stage, from start-up through maturity.

The good news is that even seriously ailing organizations may be able to renew themselves—a difficult, sometimes unpleasant, and usually thankless job  to accomplish. The board, with cooperation and support from the chief executive, is usually required to take the first steps to initiate recovery. Because adaptability and leadership are so often at fault, often the process must begin with a board shake-up. Board leaders may want to retire some disengaged veteran board members and add new people who will support the renewal effort. Board development will need to be directed toward bridging skill gaps, removing unproductive members, and creating new structures and processes to improve decision making and performance. The board will need new members who function well in adverse circumstances and who savor a challenge. (See Chapter Six, Building a Board, for principles and strategies that work when renewing the board.)


Stage Five: Defunct 

Literally thousands of nonprofits close their doors every year. In a few situations, a group may disband because it has actually fulfilled its mission. In most cases, however, nonprofits dissolve for less positive reasons, such as loss of a compelling mission focus, a chronic inability to operate programs effectively, or a lack of technical expertise in marketing and fundraising.

How do the organizational leaders determine when it is best to disband the organization rather than attempt renewal? The following conditions are important indicators:• Programs are widely considered to be ineffective, and the client base has declined significantly.
• The board of directors is moribund, taking little interest in the problems of the organization and showing no will or ability to initiate needed change.
• The current chief executive is unable or unwilling to take on the task of renewal, and the board can find no one else to do the job.
• The organization’s public reputation is poor and seems beyond resurrection.
• Management systems are not supporting the organization’s work.



Although the decline into obsolescence usually occurs over a period of time, sometimes one significant change, internal or external, is all that is needed to send a distressed operation into a swift downward spiral.

The work of improving the performance of a nonprofit organization is difficult and complex—there is no single right way to do it and no predetermined timeframe for completing it. Understanding where an organization falls in its cycle of development and how to build capacity along the way is an effort worth making.




Chapter Exercises 

• What might be the differences between a nonprofit’s initial board and the board that has been in place for twenty years?
• How would you define the difference between a responsible board and an exceptional board?
• Formulate some hypothetical examples of organizations in each stage of the life cycle.





CHAPTER THREE

GOVERNANCE ROLES

There’s no denying that nonprofit organizations in the United States play a vital role in society, from assisting victims of natural disasters to beautifying our neighborhoods, from educating our children to healing the sick. To ensure that their organizations have the resources, leadership, and oversight necessary to carry out these and other vital activities, nonprofit boards must understand and fulfill their governance responsibilities.

This chapter explains the governance roles assumed by the full board and by individual board members. Each section links to other chapters in this handbook that explore elements of these governance roles in greater depth. It is important to remember that because every organization is unique, no one-size-fits-all model of governance applies. There are, however, certain fundamental responsibilities common to nearly all boards. These responsibilities in turn provide a frame of reference for assessing the board’s performance periodically. It is equally important to clearly articulate expectations for those who serve on boards and to use those standards to assess individual board member performance.




Board Roles 

The board as a whole has three primary roles: setting organizational direction, including ensuring effective planning; ensuring the necessary resources, both financial and human; and providing oversight of the chief executive, assets, and programs and services.


Set Organizational Direction 

The demand for organizational effectiveness and efficient use of resources is increasing. The public in general, and funding sources in particular, are challenging nonprofit organizations to prove their worth. It is clearer than ever before that boards must take responsibility for establishing organizational direction so that all efforts are geared toward shared ends.

Some nonprofit organizations appear to work hard but fail to make a great deal of difference. Busy-ness and constant activity can mask a lack of direction. People burn out because they are moving in circles rather than forward toward shared goals. Different people or groups within an organization must operate with common assumptions about what is important and what the organization as a whole needs to accomplish. Resources should be effectively apportioned so that every program or approach builds on the efforts of the others. An organization will rarely make a significant difference unless it pays careful attention to the ends and outcomes of its programs. Instead of thinking only about what to do, organizational leaders should also be thinking about what to achieve.

Setting direction requires looking beyond the immediate horizon. It means asking questions. What are the issues the organization must confront in order to serve our mission in the years ahead? Where should it be in five years? What is it committee to achieving?  Setting direction means making a habit of strategic thinking and taking the time to engage in strategic planning to establish a framework for the organization’s efforts. Developing a shared vision, articulating guiding values for organizational action, establishing major goals, and outlining strategies for achieving goals are all part of direction setting.


Determine Mission, Vision, and Values 

The board is responsible for ensuring that the organization’s mission is clearly stated and advanced. A commitment to mission should drive the board’s and management’s priorities. Organizations need a relatively brief written mission statement (the reason the organization exists and the need it meets), sometimes supplemented with a more detailed statement of vision (what the community’s future will look like if the mission is achieved) and values (the organization’s deeply held beliefs).

The board and management should review the mission statement periodically to ensure that it is useful, honest, valid, and current. The mission statement should articulate whom the organization serves and explain what  makes it distinctive. The board is ultimately responsible for the mission statement. Still, before developing or revising the mission, wise chief executives and boards consult with the organization’s stakeholders—for example, its members, volunteers, staff, clients served, or the leaders of any subsidiary enterprises.

Good statements of mission, vision, and values also serve to guide and benchmark such undertakings as organizational planning and assessment, board and staff decisions about programs and services, volunteer initiatives, and priorities among competing demands for scarce resources. The board should periodically assess what the organization does to ensure that it is not drifting away from its intended mission and purposes. The mission, which will vary widely from one organization to the next, also sets the stage for developing fundraising strategies and serves as a benchmark for sustaining the confidence and support of those who support the organization.

For more about mission and the board’s role in articulating it, see Chapter Two, What Is Governance? For a discussion of mission and strategic planning, see Chapter Ten, Strategic Thinking and Strategic Planning.


Engage in Strategic Thinking 

Effective boards hone the organization’s direction by making strategic thinking a part of regular, ongoing board work. With guidance from management, they stay current with internal and external forces that drive change. They look backward and forward to understand what has emerged and imagine what is possible. By engaging in strategic thinking, they are able to explore the frameworks within which the organization operates and ask far-ranging questions that drive deeper, value-enriched decisions.

In collaboration with the chief executive, the board should allocate the lion’s share of its time to issues of substantial consequence. Moving away from report-driven formats, agendas carve out time for meaningful discussion that shapes organizational strategy and actions. Meetings are well attended, agendas feature only a few issues, and rich debate ensues. Working with senior staff, board members help clarify thorny problems, offer breakthrough insights on pressing issues, present new ways of framing challenges and opportunities, and actively generate important strategic ideas.

See Chapter Ten, Strategic Thinking and Strategic Planning, for a discussion of the concept of strategic thinking, and Chapter Sixteen, Board Dynamics, for more about incorporating strategic thinking into a culture of inquiry.


Ensure Effective Planning 

Strategically focused planning enables the board and staff to translate the mission and purposes into meaningful and manageable goals and objectives, which then focus its resources and energy. Goals, which usually require new resources, also become the benchmarks for assessing the organization’s progress over time. Although the chief executive and staff are responsible for designing and conducting a process that provides what is, in effect, a business plan for the organization, the board participates in and approves all decisions that set strategic direction.

Members of governing boards—who are, after all, part-time volunteers—often ask, “Where and how do we participate meaningfully and appropriately in the process?” The short answer is that board members are at their best when they ask good questions and offer ideas of their own about the organization’s operating environment. The board’s responsibilities are to• Insist that comprehensive organizational planning occurs
• Participate with staff in the planning process
• Assess the merits of the process and its results
• Approve the agreed-upon outcomes
• Use the goals as a guide for budgeting and other priorities
• Track the plan’s implementation and the organization’s progress



When board members are involved extensively in planning, they own responsibility for helping to implement appropriate goals and priorities, acquire new resources, and much more. Their participation helps to ensure that the big picture—how the organization fits within its larger community of interest—is considered, along with key competitive and environmental factors. By bringing their experience and professional talents to appropriate parts of the planning process, by asking good questions of other participants, and by diligently demonstrating that the governing board takes planning seriously, board members add a great deal to the process.

There are nearly as many opinions about planning and how it should be done as there are different sizes and shapes and missions of organizations, both for-profit and not-for profit. Each organization should determine its own approach to planning, based on the needs and life cycle of the organization. What is most important is that planning be done and that it be tailored to the organization’s culture, the staff’s competence, and the experience and wishes of the chief executive, who is mostly responsible for getting the job done.

Chapter Ten explores planning in more detail.


Ensuring the Necessary Resources 

Once the board has established a sense of direction, it must make sure that the organization has four principal types of resources for achieving its goals: board members with appropriate competencies, people to do the work, money to pay salaries and other expenses, and credibility with the public on whose support the organization will depend. The organization’s size and complexity, structure, culture, and environment will determine how resource development responsibilities are allocated.


Build a Competent Board 

A nonprofit board represents talent that the organization can draw on to further its mission. For this reason, board composition is critical to success. Many boards revitalize themselves through term limits and a well-defined process for recruitment that assesses future organizational needs and current board member competencies. They seek diversity in terms of personal and professional backgrounds and experiences, and they welcome differing voices and an array of perspectives. They are acutely aware of the need for members who have knowledge of the nonprofit sector, superior financial acumen, ability to secure funding, and personal characteristics and experiences that positively enrich group interaction. They also use board composition as a strategy to increase understanding of their constituencies and community needs. Board composition matters if others are to see the organization as a responsible and civic-minded enterprise in the service of all people.

Most boards delegate recruitment, orientation, and ongoing education to a committee—usually called the governance committee—whose purview extends beyond nominations to board development. Along with the chief executive, they recruit candidates to strengthen board capacity in terms of expertise and group dynamics. Recruitment is continuous, with individual members sharing responsibility for identifying and cultivating new candidates. They consciously and conscientiously inform candidates and new members of their responsibilities and expectations. It follows that clarifying expectations for individual board members before they are asked to join the board can greatly influence how energetic and effective they are likely to be. Recognizing the importance of board leadership development and succession planning, governance committee members also groom board chairs and officers purposefully through a transparent, participatory process.

Fresh perspectives energize the work of nonprofit boards; in contrast, closed groups within the board risk the opposite effect. Evaluation of individual board members’ participation, as well as term limits, are important techniques for  keeping board members aware of their responsibilities and rejuvenating the board when necessary. Boards should not hesitate to remove ineffective members to maintain a sense of shared responsibility. They can also find creative alternatives—such as membership in committees, task forces, and advisory councils—for keeping valuable members associated with the organization after their terms expire.

Consult Chapter Four, Governance Structure, for the governance committee’s job description. Chapter Six, Building a Board, outlines the cycle of recruitment, orientation, and ongoing education. Board evaluation is reviewed in Chapter Thirteen.

Ten Resolutions That Promote Board Development

1. Remember that mission and stakeholders come first.
2. Ensure the organization’s relevance and value to stakeholders and to society as a whole.
3. Openly debate policies, practices, and choices that further our mission.
4. Plan for a marathon, not a sprint.
5. When new members join the board, pass the baton to them, using their unique strengths to advance the mission.
6. Apply each team member’s assets to fit organizational needs.
7. Contribute time and money for the organization’s good works.
8. Plan for the continuing contribution of those rotating off the board who still wish to be involved with the social and philanthropic goals of the organization.
9. Focus on the organization’s future. Don’t just fall in love with its past.
10. Exhibit courage, flexibility, and willingness to change as challenges and opportunities emerge.



Select the Chief Executive 

After determining the organization’s mission and purposes, selecting the chief executive has the next greatest impact on the success of the organization. With the right person in the position, the organization will be better equipped to succeed. Choosing the wrong person will have long-lasting adverse consequences. The board must choose carefully and wisely.

The process of choosing a new chief executive begins well before the search itself. It is essential to start from a clear consensus on the organization’s nature  and current circumstances, its strategic and most pressing priorities and goals that are expected to be addressed—that is, what does the board expect a new chief executive to achieve? It is easy to fall back on job announcement cliches—“We seek an effective communicator” or “The outstanding candidate will be an effective speaker” or “We seek an experienced and proven fundraiser”—when true leadership is actually more than the sum of a simple list of skill sets.

Addressing the kinds of issues and needs that will constitute the challenge for the new leader—and seeking the mix of experience and personal style that fits the organization’s mission and culture—is more likely to produce outstanding candidates. There is no single prescription that works for all organizations; the simple facts are (1) it is very difficult to define leadership, and yet we know it when we see or have it, and (2) we often don’t know how effective our new leader is until he or she has been in the job for many months.

Especially in large and complex organizations, board leaders should remain open to the idea of identifying, developing, and promoting promising talent from within—and even encourage it, to provide a wider pool of candidates. On the other hand, the board should not conclude too quickly that internal promotion is the only possible course of action. Succession planning is part of the board’s responsibility to ensure that the organization is prepared for the future. When done properly—with the full commitment and assistance of the current chief executive—the odds of making a smooth transition to new leadership increase dramatically. (For more about succession planning, see Chapter Twelve, Succession Planning and Chief Executive Transition.)

When a vacancy occurs in the chief executive position, the board appoints a search committee, which may decide to hire an executive search firm or to conduct the search on its own. Although the committee takes the lead, the full board should be kept well informed as the search proceeds. Of course, the full board makes the final decision, based on the committee’s recommendation. (For discussion of the chief executive search and transition, see Chapter Twelve.)


Ensure Adequate Financial Resources 

Although much can and should be expected of the chief executive and management on this score, the board works closely with the chief executive to diversify and maximize sustainable revenue sources so that the organization can achieve its goals. It is up to the board to engage with management to develop and monitor a portfolio of income streams, which may range from fundraising and sponsorship, to earned income and for-profit subsidiaries, to program-related and market investments.

Relying on just one or two of these areas to generate the majority of the organization’s income can be risky: what would happen, for instance, if the number of dues-paying members dropped precipitously? The board should be willing to advocate or approve creation of appropriate new products, services, or activities that not only have the potential for net income growth but also are consistent with the organization’s purposes.

The board also establishes clear expectations for member participation in development activities and individual giving. Members not only make personally meaningful annual contributions but also stretch further for special campaigns. They extend the reach of the organization by actively using their own reputations and networks to secure funds, expertise, and access.

In raising private support, the board works in partnership with the chief executive and the director of development (if the organization has one). Specifically, the board should assess its own involvement in meeting fundraising targets and goals and should have clear obligations regarding personal philanthropy. In addition to being able to report 100-percent board participation to potential and current supporters, board members are better fundraisers when they set their own good example. After all, if board members don’t substantially support their own organization, why should anyone else?

The board should also be ready to help open doors, when they can, to secure resources. They can assist staff by identifying potential donors, helping to solicit support, and thanking donors and maintaining cordial relationships with them.

Resource development is a function of the full board, not just its development committee. The committee is simply the board’s agent to help oversee the work of all board members, the chief executive, and the development staff.

Chapter Nine addresses the board’s role in the critical area of fundraising.


Enhance the Organization’s Public Standing 

Board members serve as a link between the organization and its members, stakeholders, constituents, or clients. They should think of themselves as the organization’s ambassadors and advocates—ideally, even after they leave the board. The challenge for the board, together with management, is how to communicate the organization’s story strategically and contribute to a healthy and accurate public image for the organization.

Constituents, members, and clients are invaluable resources that help to bring useful information back to the organization. Serving as an ambassador works both ways: board members are also representatives of those they presume to serve through the organization’s mission and activities. The executive staff and board  leaders should welcome feedback, suggestions for improving what board members do, ideas for doing some things better, even complaints or concerns. A healthy organization is always in touch, and board members are the vital link.

Elements of a comprehensive public awareness process include:• Clearly articulated achievements, described using a variety of electronic and print media
• Contributions to the public good, communicated to community and government leaders
• Explanations of how gifts and grants and other revenue sources are accounted for and allocated
• Speeches by board members to civic and community groups



Communication plans are an important part of organizational planning and strategic thinking. When asked what the organization is and does, all board members should have an elevator speech—an interesting and compelling explanation, deliverable in less than a minute, of the organization’s mission and purpose. There is no substitute for enthusiastic, even passionate board members who always manage to insert something wonderful about the organization into conversations with friends and colleagues.

Board members should also remember that whatever they say about the organization carries great weight, whether intended or not. Thus confidential information must be protected as confidential, even from close friends and relatives.

For more about the board’s role in communications and outreach, see Chapter Eleven.


Provide Oversight 

All of a board’s work involves both authority and accountability However, in its oversight role, the emphasis is on accountability. As far as much of the public is concerned, a board’s most important role is to provide oversight, not only of finances and programs, but also of an organization’s legal and moral conduct and its overall effectiveness. People want to know that somebody is checking to be sure that the organization is making a difference and that resources are being used wisely. A board must take its oversight role seriously, and the organization’s constituencies must be made aware that the board is doing so. The organization’s Web site is the ideal way to provide information about the board and its work, as is an annual report.


Support and Evaluate the Chief Executive 

Selecting the chief executive is only the beginning of what everyone hopes will be a long and productive relationship with the governing board that will bring real achievement and long service to the organization. Providing personal and organizational support for executive leadership, periodically assessing the chief executive’s performance, and acknowledging superb service through appropriate compensation are key board responsibilities. A high-performing board gives ongoing attention to these matters.

The chief executive’s success is linked to the board’s determination to do its part to sustain an effective relationship—one marked by mutual respect on both sides and an understanding of the distinction between board and executive responsibilities—a distinction determined, first and foremost, by open communication. The board chair has an especially important responsibility, as does the chief executive, to provide the board with the bad news as well as the good. Their respect for one another’s different but complementary responsibilities affects how well the board itself functions. Again, there can only be one chief executive and one chair of the board; their respective responsibilities should not be confused. (For more about the relationship between the chief executive and the board, see Chapter Five.)

Specifically, the board ensures that the chief executive• Receives frequent, substantive, and constructive feedback (not just at the time of the annual performance review)
• Has confidence that the board chair will intervene with any board members who may misunderstand or abuse their positions
• Feels that on-the-job performance is being assessed fairly and appropriately, without resorting to oversimplified checklists, rating scales, or invitations for constituents or staff to offer critiques
• Is introduced by board members to key community leaders who can assist and support the organization
• Receives invitations to important social events, opening opportunities for the chief executive to speak at significant or high-profile community functions
• Receives compliments for exceptional initiatives (every chief executive appreciates the occasional “pat on the back” from board members, especially the board’s leaders)
• Is encouraged to use professional and personal leave time for renewal
• Feels that, at the least, the board chair is aware of and sensitive to any personal situations or needs and respects the confidentiality of their private conversations



For more about the board’s role in supporting and evaluating the chief executive, see Chapters Twelve and Thirteen.


Protect Assets and Provide Financial Oversight 

Safeguarding organizational assets, or holding them “in trust” on behalf of others, is one of the most important board functions. The board ensures that the organization has a clear financial plan that is aligned with strategic, operating, and development or philanthropic grantmaking plans. Linking budgeting to strategic planning, it approves activities that can be realistically financed with existing or attainable resources.

Financial oversight includes a constellation of concepts. The board, often working in concert with the chief executive,• Reviews and approves how the organization budgets, spends, and makes money
• Establishes and follows monetary policies that balance short- and long-term needs
• Verifies that the organization’s financial systems and practices meet accepted standards
• Ensures that the organization has adequate operational reserves for rainy days and to take advantage of unexpected opportunities
• Safeguards the organization’s reputation by making sure it operates in a transparent, accountable manner, including conducting an annual independent audit
• Ensures that the organization is not subjected to unnecessary risk



The board can delegate some details to a finance committee and some to an audit committee, but the full board always retains the final responsibility. For more about the finance and audit committees, see Chapter Four, Governance Structure, and Chapter Eight, Financial Oversight.

Board members must understand the issues important to financial integrity and solvency, safeguards and procedures to protect the organization, and signs of financial trouble. That means knowing how to read and understand the financial information—such as distinguishing the important numbers and relationships—and, most important, making decisions based on the information. Developing this knowledge enables board members to recognize impending problems and tell the difference between minor ripples and major crises.

Of course, a board shouldn’t expect every one of its members to become a financial expert. Board members inevitably will have differing levels of expertise. But, at a minimum, it is a good idea to ask an expert to provide training so every  member can attain at least a basic understanding of nonprofit accounting and the organization’s financial side. In addition, all board members need to feel comfortable asking questions when they don’t understand something and need to be able to make sense of the answers (and realize when the answer doesn’t make sense). Simply put, there are no dumb questions.

Financial information is not the only type of information used in decision making. But it plays an essential part in all important decisions, even those that may, at first glance, appear nonfinancial in nature (for example, should the organization keep its clinic open an extra hour in the evening so people can get there after work?). Armed with this knowledge, decision makers can better protect and enhance the organization’s capacity to serve the community.

In 2002, after several high-profile instances of corporate financial mismanagement, the U.S. Congress passed the Sarbanes-Oxley Act. For the most part, this law does not impose legal requirements on nonprofits (though two parts of it do; see Chapter Eight for more information). But its passage profoundly influenced debate and discussion about the practice of nonprofit governance. Several states have proposed or passed regulations that extend some provisions of the Sarbanes-Oxley Act to nonprofit organizations. For instance, the California Nonprofit Integrity Act of 2004 requires charities with gross revenues of $2 million or more to have an audit committee. Many of the provisions of the federal Sarbanes-Oxley Act—especially those related to internal controls—are generally good practices for nonprofits to adopt, because doing so enhances financial reporting and accountability to stakeholders.


Monitor and Strengthen Programs and Services 

This board responsibility begins with ensuring that current and proposed programs and services align with the organization’s stated mission and purposes. Given limited dollars and unlimited demands on them, the board ultimately decides among competing priorities.

What the organization actually does, and how well it does it, should be at the heart of board curiosity. Board work focuses primarily on the organization’s impact, as determined by indicators expressed in the strategic plan. These indicators include the number of clients served, number of attendees at particular events, the extent to which program participants achieved the desired results, revenues and expenditures for individual services, and changes in behaviors or conditions over the long term. Board members should always ask these questions:• What data and information will help us assess our operational effectiveness, financial condition, and programmatic activity?
• What difference are we trying to make? 
• How do we know whether we are making a difference or succeeding at our mission?



Because most volunteer, nonprofit, and tax-exempt organizations do not have board members who are program experts, professional service providers, or practitioners, they usually hire qualified staff to execute programs and gather such data. They aim for a balance between the board’s responsibility to ensure quality, cost-effective programs and services and the staff’s responsibility to creatively initiate, conduct, and evaluate them.

At times, these different roles of board and staff can become confused—particularly when board members of small organizations must, of necessity, volunteer extensively to conduct and manage programs. In particular, membership-based professional societies and trade associations often struggle with where to draw the line between staff and board functions because their board members are usually practitioners in the field the organization serves. When board members’ knowledge and work experience relate directly to what the organization does, ambiguity, confusion, and tension may arise unless the board remains focused on its responsibility to align the organization’s programs with its mission and purposes.

How does a board monitor and otherwise contribute to strengthening the organization’s endeavors, especially when a well-qualified staff is in place? For most boards, fulfilling this responsibility is always a work in progress. It includes• Periodically assessing the efficacy of program and service offerings (some boards establish a committee to evaluate programs and services)
• Asking good questions about proposed programs and services, especially as they relate to the organization’s unique mission and purposes
• Studying cost-benefit ratios and outcome-based measurement data to facilitate an exchange of information and learning
• Occasionally recommending or authorizing management to invite qualified third-party consultants to study programs or services that may be causing concern



Effective chief executives work with their boards to explore ideas, generate questions for meeting agendas, and identify the benchmark data that will show at a glance how the organization is doing. For more about the board’s role in evaluation, see Chapter Thirteen.


Ensure Legal and Ethical Integrity 

Because the board is ultimately responsible for ensuring adherence to legal standards and ethical norms, its members must collectively exhibit diligence,  commitment, and vigilance to keep their house in order. This board responsibility, like several others, begins with hiring and retaining a chief executive whose moral compass and integrity are above reproach. The organization’s reputation and public standing require everyone to take three watchwords seriously: compliance, transparency, and accountability.

The term compliance is shorthand for the local, state, and federal regulatory and legal requirements that are considered part of a board’s fiduciary responsibility. As a result of the Sarbanes-Oxley Act (mentioned earlier), boards are taking care to• Ensure that the organization adheres to local, state, and federal laws and regulations that apply to nonprofit organizations
• Ensure that the organization registers with appropriate state agencies as required before beginning organized fundraising campaigns
• Act in accordance with the provisions of the organization’s bylaws and articles of incorporation, amending them when necessary



Transparency refers to the need to provide accurate information about an organization’s revenue, how it is expended, and its due diligence. Organizations should document how executive compensation is linked to performance, and they should keep records about what other peer and other similar-sized organizations pay their top staff officers. Clear policies and procedures should be in place for destruction of documents, gifts from vendors and suppliers, and competitive bids for products and services. The organization should publish annual reports, and it should respond willingly to requests for information from individuals and organizations, including the media. Board members should also familiarize themselves with the wide range of questions asked on Internal Revenue Service Form 990, which is a public document and available to any citizen who requests it (for information about Form 990, see Chapter Seven, Legal and Ethical Responsibilities).

Although the board sets and periodically assesses the adequacy of major organizational policy, accountability measures will ordinarily and appropriately fall to management. But the board needs to ensure that the organization• Adopts a code of conduct or ethical standards for board members and officers
• Defines what constitutes possible conflicts of interest, establishes procedures to deal with real or possible conflicts, and annually discloses any such possible conflicts for board members and officers
• Implements the organization’s whistle-blower policy, which should include procedures for how and to whom to report allegations of wrongdoing 
• Looks at annual board member and officer disclosure statements and acts on them through an appropriate board committee, as required by established policy
• Keeps detailed records of any lobbying expenditures and activities
• Maintains official records for the time periods required
• Develops and maintains up-to-date personnel policies and procedures (including staff grievance protocols)
• Conducts annual audits of all revenues, assets, expenditures, and liabilities
• Publishes and widely distributes annual reports that detail the organization’s mission, programs, achievements, board members, and finances



Chapter Seven explores the board’s role in ensuring integrity in the legal and ethical realms.




Individual Roles 

While the board as a whole has certain roles and responsibilities, the board is, after all, composed of individuals. These individuals (board member, board chair, chief executive, other board officers, and former board members) each play a part in ensuring that the board functions effectively; their roles are explored in the following sections.


The Board Member’s Role 

Although governing boards have the legal authority to exercise their responsibilities as their organization’s fiduciaries, individual board members do not. Indeed, while individual board members have considerably different yet complementary responsibilities to those held by the board, they do not have the board’s legal authority (except when the board votes to give its officers or other members certain and limited authority to act on its behalf).

Clearly articulating the board’s corporate responsibilities and authority (pref erably in the bylaws) and the responsibilities and expectations of board members (preferably codified as a separate policy statement) is a best practice. It can be helpful to ask leading peer organizations with similar missions for copies of what they have developed. As an alternative, the list of responsibilities in this chapter (see sidebar on next page) can serve as a framework.

A clear statement of individual board member responsibilities adapted to the organization’s mission and needs serves at least two purposes. First, when recruiting new board members, it helps to clarify what the organization expects before candidates accept the invitation to be nominated. Second, it can provide criteria  for identifying and recruiting prospective nominees and reviewing the performance of current board members who are eligible for reelection or reappointment.

Individual Board Member Responsibilities

GENERAL EXPECTATIONS

• Know the organization’s mission, purpose, goals, policies, programs, services, strengths, and needs.
• Serve in leadership positions and undertake special assignments willingly and enthusiastically.
• Avoid prejudiced judgments on the basis of information received from individuals; urge staff members with grievances to follow established policies and procedures through their supervisors. All significant matters coming to you should be called to the attention of the chief executive and/or the board’s elected leader as appropriate.
• Follow trends in the organization’s field of interest and keep informed.
• Bring goodwill and a sense of humor to the board’s deliberations.
• Suggest to the appropriate committee possible nominees for board membership who are women and men of achievement and distinction and who would make significant contributions to the board and organization.

MEETINGS

• Prepare for and conscientiously participate in board and committee meetings, including appropriate organizational activities when possible.
• Ask timely and substantive questions at board and committee meetings, consistent with your conscience and convictions.
• Maintain confidentiality of the board’s executive sessions and any confidential information given to you. Never speak for the board or organization unless authorized to do so, but also remember that all utterances from board members carry great weight with those within and outside of the organization. Private opinion on any matter is often construed by others as the board’s official posture whether it really is or isn’t.
• Occasionally suggest board and committee meeting agenda items to board leaders and the chief executive to ensure that significant policy-related and strategic matters are discussed.
• Follow and support the decisions of the board. Do not undermine those decisions if you disagree.

RELATIONSHIP WITH STAFF

• Counsel the chief executive as appropriate, providing support through difficult relationships with groups or individuals. 
• Avoid asking the staff for favors, including special requests for extensive information that may take extraordinary time to gather and is not part of ongoing board or committee work—unless you have consulted with the chief executive, board chair, or appropriate committee chair.
• Remember that the chief executive—not board members or the board—is responsible for assessing staff performance.

AVOIDING CONFLICTS

• Serve the organization as a whole rather than any special interest group or constituency. Even if you were invited to serve by virtue of your relationship with a certain constituency or organization, your first obligation is to avoid any preconception that you “represent” anything other than the overall organization’s best interests.
• Avoid even the appearance of a conflict of interest that might embarrass the board or the organization; disclose any possible conflicts to the board in a timely fashion.
• Maintain independence and objectivity and do what a sense of fairness, ethics, and personal integrity dictate.
• Never accept (or offer) favors or gifts from (or to) anyone who does business with the organization.

FIDUCIARY RESPONSIBILITIES

• At all times, exercise prudence with the board in the control and transfer of funds.
• Faithfully read and understand the organization’s financial statements and otherwise help the board fulfill its fiduciary responsibility.

FUNDRAISING

• Give an unrestricted annual gift and restricted program or project support in line with your particular interests and personal means. Always do your best to set an example for other board members.
• Assist the development committee and staff by helping to identify potential givers and implement fundraising strategies through personal influence where you have it (corporations, individuals, and foundations).

AMBASSADORIAL SERVICE

• Represent your organization responsibly and diligently in the community it serves by telling the organization’s story and presenting its accomplishments as well as its needs and current challenges.
• Represent your community to your organization. Bring back concerns, ideas, suggestions, and compliments when you believe they have merit or possibility.




The Board Chair’s Role 

The board chair is responsible for leading the board in the oversight and support responsibilities that are critical to good governance. Serving the organization’s interests and needs is the foundation from which a board chair operates. A visionary board chair understands this practice and puts it into action. He or she is a generative and strategic thinker who is vigilant about asking questions and seeking knowledge to understand the opportunities, challenges, and threats that affect the organization’s big picture.

Visionary leaders attract followers and motivate people, focus on the big issues, make effectiveness a top objective, have the capability to set direction, and are willing to take calculated risks. A visionary leader empowers the board to move forward and to build organizational capacity. He or she understands that the board chair role is not about serving personal ego and preference. It is about serving the organization.

The board chair must be knowledgeable about the organization—its mission, vision, values, programs, services, constituents, and resources—and understand its place in the larger framework of the community and the still-larger sphere of local and national peer organizations. With a respect for and understanding of the organization, the context for the board chair role emerges. The role incorporates exhibiting leadership skills (how the chair carries out the duties) and adhering to strong governance practices (what duties are expected). The following list works as a board chair job description incorporating this dual focus.

Responsibilities of the Board Chair

LEADERSHIP SKILLS

Personal Qualities

• Be approachable and available.
• Be a good listener and communicator.
• Show integrity, respect, and humility.
• Be a strategist and a visionary and generative thinker.
• Develop group facilitation skills.
• Encourage open communication and constructive debate.

Commitment to the Board

• Engage board members to take ownership for the work of the board. 
• Celebrate the hard work and achievements of individual board members and the collective board.
• Promote outstanding board development and governance practices.

Commitment to the Organization

• Show an understanding of and passion for the mission, values, and work of the organization.
• Engage board members to show the same commitment.
• Uphold legal and ethical standards of conduct.

DUTIES

 

Chief Executive

• Cultivate a working partnership with the chief executive (see Chapter Five).
• Oversee the hiring, monitoring, and evaluation of the chief executive.

Board Members

• Ensure that every board member carries out the roles and responsibilities of board service.
• Be the contact for board members on board issues.
• Oversee a board assessment process.

Meetings

• Preside at all meetings of the board and executive committee and at other meetings or events as necessary.
• Promote meaningful dialogue at board meetings, and give every board member an opportunity to contribute.

Board Committees

• Appoint board committee and task force chairs.
• Ensure ongoing communication with the board.
• Serve as ex officio member of all committees except the governance committee.

Community

• Cultivate relationships with individual donors, funders, and other community stakeholders.
• Serve as a community ambassador and advocate for the organization.
• Speak at the annual meeting, organizational programs, and community events, and contribute to the organization’s Web site, newsletter, and other communications pieces. 

Partnership with the Chief Executive and Board Members

• Oversee fiscal affairs and organizational assets.
• Participate in strategic planning and program evaluation.
• Ensure legal and ethical compliance of all board work.
• Practice fiscal and programmatic transparency.
• Install and maintain risk management safeguards.



The board chair’s role is framed by the accepted legal and ethical standards of conduct for nonprofit boards. The chair needs to stay well informed about any legal changes that will affect the functioning of the nonprofit and communicate in a clear and timely way with board members about how the changes will affect them. As the board’s leader, the chair must set the example in adhering to legal and ethical standards of conduct. Ensuring compliance with these standards requires the chair to• Apply effective communication and facilitation skills in all board discussions and deliberations
• Operate according to what’s best for the organization
• Show transparency with full personal/professional disclosure
• Ensure that board members have all the necessary facts and figures (pro and con) when making decisions




The Chief Executive’s Role 

The relationship with the board is paramount in the life of every nonprofit chief executive. In high-performing organizations, the interdependent team of board chair and chief executive develops a close working partnership. This partnership—which is critical to effective governance—is addressed in depth in Chapter Five. The chief executive’s management responsibilities, which are not linked directly to the partnership with the board, form a large and important part of the chief executive’s job.

Chief executives have many responsibilities that are distinct from those of the board, and also manage many other important partnerships—with staff, donors, public officials, and leaders of other nonprofits. Chapter Five elaborates on the following essential responsibilities of the nonprofit chief executive:• Commit to the mission.
• Lead the staff and manage the organization. 
• Exercise responsible financial stewardship.
• Lead and manage fundraising.
• Follow the highest ethical standards, ensure accountability, and comply with the law.
• Engage the board in planning and lead the implementation.
• Develop future leadership.
• Build external relationships and serve as an advocate.
• Ensure the quality and effectiveness of programs.
• Support the board.




Other Board Officers’ Roles 

Besides the chair, the most typical board officers are vice chair, secretary, and treasurer. State laws frequently define these positions. The law may also indicate whether one individual can hold more than one officer position. In addition, some organizations have a chair-elect, which is one way to secure future leadership.

Specific officer duties vary from board to board and are generally defined in the organization’s bylaws. Responsibilities may also be outlined in separate job descriptions. Particularly as the organization hires new and different staff, it is important to review and update officer job descriptions to reflect any changes in their focus.

Vice chair. The office of vice chair gives the board additional and substitute leadership. The vice chair generally fills in when the chair is absent and/or must leave the position permanently and without warning. The vice chair often takes on special projects, and some boards may divide various duties among two or more vice chairs. On some boards, the vice chair may naturally assume the role of chair.

Chair-elect. In some cases, a board may determine a candidate to succeed the board chair before the chair’s term in office has concluded. The chair-elect may be given specific tasks, such as heading up the strategic planning task force. This position may provide a useful leadership development training ground and help to ensure a smoother transition to the role of board chair. In many professional associations, the chair-elect may be elected or appointed by the membership at large.

Treasurer. The treasurer is responsible for overseeing financial operations to make certain that things are done in an appropriate fashion. In staffed organizations, the chief financial officer, controller, or accountant keeps the financial records. In smaller organizations with few staff, the treasurer may have hands-on responsibilities. For more on the treasurer’s role, see Chapter Eight, Financial Oversight.

Secretary. Depending on the organization’s size and staff, the actual task of recording minutes can belong to either a board member or a staff member. In the event that a staff member fills the position, the board’s official secretary should review the minutes before distributing them to the rest of the board. In addition, traditionally the board secretary acts as the custodian of the board’s records, although in most circumstances the board’s important documents are kept in the organization’s offices. In many organizations, the board combines the positions of secretary and treasurer.


Former Board Members’ Roles 

Many organizations try to keep valued board members involved when their terms expire by inviting them to continue their commitment in a different capacity. Involving them after they leave the board shows appreciation for their service and lets them know that the organization continues to need and value their wisdom, insights, and knowledge.

Boards use four typical options for continuing involvement. A board member emeritus or honorary board member is usually a former member of the board who deserves to be recognized publicly because of his or her active participation, financial contribution, or strong interest in the organization. An honorary board member may also be a distinguished outsider who has an affinity for the organization and whose affiliation would be beneficial to the organization. An advisory council is another way to keep former board members engaged in the organization. Groups that focus on fundraising, outreach, or public relations are excellent opportunities for dynamic retired board members to participate. (See Chapter Four, Governance Structure, for a discussion of advisory councils.)

Inviting a departing board member to serve on a board committee is a practical way to extend affiliation past the official term limit. This gives the board member a chance to focus on a specific interest without the other obligations that come with full board membership. The committee also benefits by maximizing the use of a board member’s particular skill or ability. (For more about committees, see Chapter Four.)

Through informal involvement, all former board members can remain advocates and goodwill ambassadors for the organization if the organization cultivates their willingness. The staff should keep retired members informed through special mailings and invitations to events. For many former board members, keeping social contacts active is enough of an incentive to maintain firm ties with the organization.

Staying Involved: Clarifying Former Board Members’ Roles

To avoid misunderstandings, the board needs to make sure that the new role of former board members is understood:• Determine tenure. Advisory councils may set terms and renew them periodically. Emeritus positions may be for life.
• Articulate attendance requirements. Committee members are expected to attend meetings regularly.
• Clarify the fundraising relationship. As friends of the organization, honorary board members may be solicited for gifts and/or asked to solicit gifts.



Unless specifically provided in the bylaws, honorary board members and outside committee members do not have voting rights. Although this changes their role in decision making, it does not preclude their participation in discussions. Remember, only voting members’ presence counts toward a quorum. Nonvoting members do not have the same liabilities as voting members. When discussing confidential matters or in executive sessions, it may be necessary to exclude nonvoting members.






Chapter Exercises 

• Define the differences between the respective authorities, responsibilities, and liabilities of an individual board member and those of the full board.
• What are some ideal ways for the board and staff to communicate with each other?
• What is meant by “board-driven” and “CEO-driven” organizations? What might be the distinctive characteristics of each?
• What might cause board members to micromanage?
• When a board member leaves the board, when is it desirable or wise to keep this person involved with the organization? How could this be accomplished?





End of sample




    To search for additional titles please go to 

    
    http://search.overdrive.com.   
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« Challenge groupthink.
« Check assumptions before running with or arguing against someone else’s idea.
« Commit to board decisions.

« Disagree, then commit.

« Seek and respect the opinion or recommendation of staff management.

Interaction with Members

« It's okay to solicit ideas from the membership. Doing so does not violate board
integity.

« Individual members should not make commitments for the board.

« In the board meeting location, board members may participate in an event that
has strategic advantage.

Interaction with Fellow Board Members

« Hold each other accountable (the executive director is not the board police)
« Provide feedback. If the feedback s specific it should be given one-on-one.
« Speak in the fist person only, not second-hand.

Before Meetings

« Attend all agreed-upon meetings and come prepared.
« Read documentation prior to meetings.
« Identify the outcome for proposed agenda items.

During Meetings

Develop shared meaning on old and new ideas.
Check to see that we're on the same page.

Seek additional information or data before stating opinion as fact.

Clarfy content, implications, fit o strategic plan, and consequences.

Test agreements frequently.

Take time to look at the long-range view.

Ensure that board committees and work groups are given proper authority and
resources for completion of assignments.

Maintain a strategic focus and establish supporting policy.

« Keep discussions inside the boardroom confidential.

Atter Meetings

* Minutes will capture agreements, actions/timing, and responsibilites
« Follow up with stakeholders.
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2. Perform policy work, carrying out specific directions of the board, and taking
action on policies when they affect the work of the executive committee or when
the full board directs the committee to do so.
3. Act as laison to the chief executive.
 Nurture the chief executive by providing counsel, feedback, and support when
needed.

« Facilitate annual assessment of the chief executive by the board and report the
results of the assessment to the chief executive.

« Review compensation and benefits for the chief executive.

In some organizations, the executive committee takes the lead in two addi-
tional areas:

4. Help develop a strategic plan.
« Initiate the board’s involvement in establishing a strategic framework or
direction.
« In organizations with no staff, lead the board's efforts in developing the stra-
tegic plan.
5. Conduct executive searches.
« Assume the lead i the search for a new chief executive or delegate the respon-
sibilty to a task force.
« Conduct the research necessary to determine an appropriate salary for the
chief executive.
« Seek approvalfrom the full board before hiring a new chief executive.
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Sample Agenda One

[Name of organization]

Board of Directors Meeting

Monday, September 15, 20XX 8:30 a.m. - 4:30 p.m.
2000 Main Street, Suite 200

Our Town, VA 22222

A. Welcome and Chair's Remarks
B. Consent Agenda

« Approval of minutes of June 15, 20XX
« Approval of agenda

« Chief Executive’s Report

« Treasurer's Report

« Committee Reports

€. Collaboration Proposal
. Introduction to New Membership Program
E. Upcoming Planning Process

6. lnirninarg
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The governance committee s responsible for ongoing review and recommendations
to enhance the quaity of the board of directors. The work of the committee revolves
around five major areas:

1. Help create board roles and responsibiltes

Lead the board in regularly reviewing and updating the board's description of
its roles and areas of responsibility and what is expected of individual board
members.

Assist the board in periodically updating and clarifying the primary areas of
focus for the board, and help shape the board's agenda for the coming year
or two, based on the strategic plan,

Establish and monitor policies for board performance, such as confidentialiy,
participation in fundraising, and conflict of interest.

2. Pay attention to board composition.

Recruit new members who will be able to help achieve the organization's
strategic and annual goals. To know what types of kil o look forin potential
board members, frst analyze the skl current board members have, and then
recruit to il the gaps.

Develop a profile of the board as it should evolve

Identify potential board member candidates, and explore their interest and
availabilty for board service

+ Nominate individuals to be elected as members of the board.
 In cooperation with the board chair, contact each board member eligible for

reelection to assess his o her interest in continuing board membership, and
work with each board member to identify what he or she might be able to
contibute to the organization.
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As a board member of the XYZ, | am fully committed to the mission and have pledged
to help carry it out. | understand that my duties and responsibilities include the
following:

1. 1 will be iscally responsible, with other board members, for this organization. | will
know what our budget is and take an active part in reviewing, approving, and
monitoring the budget.

2. I know my legal responsibilites for this organization as a member of the board
and willtake an active part in establishing and overseeing the organization’s poli-
cies and programs.

3. Iwill actin accordance with the bylaws and operating principles outlined in the
manual and understand that | am moraly responsible, as a member of the board,
for the health and well-being of this organization.

4. I will give what is for me a substantial annual financial donation.

5.1 will actively participate i fundraising in whatever ways are best suited for me
and agreed on with those in charge of the organization’s fundraising. These may
include individual solcitations, undertaking special events, witing mail appeals,
and the like. | am making a good faith agreement to do my best and to help raise:
as much money as | can,

6. 1 will actively promote XYZ in the community and will encourage and support its
staff

7. 1 will prepare for and attend board meetings, be available for phone consultation,
and serve on at least one committee, as needed.

8. If | am not able to meet my obligations as a board member, | will offer my
resignation.

9. In signing this document, | understand that no quotas are being set and that no
figid standards of measurement and achievement are being formed; rather, all
board members are trusted to carry out the above agreements to the best of their
abilty.

Date. Signed

Board Member
Date. Signed.

Board Chair
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Responsible Boards . ..

Exceptional Boards .. .

Establish and review strategic plans.

Adopt a conflictof-interest policy.

Monitor financial performance and
receive programmatic updates.

Design board meetings to accomplish
the work of the board,

Orient new board members.

‘Allocate time at meetings and between meetings
to address what matters most and engage in
strategic thinking on a regular basis.

‘Adopt a conflict-of-interest policy that includes
guidelines for disclosure, review, and recusal;
require board members to sign the contlict-
of-interest statement annually; and rigorously
adhere to the policy.

Measure overall rganizational efficiency,
effectiveness, and impact using various tools
including dashboards.

Make meetings matter by improving meeting
eficiency, using consent agendas and meeting
regularly in executive sessions—with and without
the chief executive—to allow for confidential
discussion.

Invest in ongoing board development to deepen
the commitment of board members, and have
board members reflect on their own performance
by conducting regular board self-assessments.
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sample Medical Center
Board of Trustees Quarterly Dashboard
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Function Board Chair Chief Executive Shared

Policy and Faciltates board's Carties out mission; _ Create policies and

Planning involvement in implements strategic ~ guidelines; develop
approving guiding plan provides mission and vision
principles, policies, and  administrative support  statements; outline
mission for board policymaking ~ organizational

values,
Budget and Guides board in Proposes budgetto  N/A
Finances approving and board; manages

Board Meetings

Committee Work

Board
Development

Board Recruitment
and Orientation

overseeing budget;
oversees outside
audits; ensures that
the board holds
ultimate responsibility
for integity of
organization's finances
Leads and facilittes
board meetings

Structures overall
committee system; is
ex officio member of all
committees

Leads development of
a strong board; sets
goals and expectations
for the board; cultivates
leadership in individual
board members; makes
board development a
priority

Works with governance
committee to identity
and recruit new board
members

programs according
to board-adopted
financial policies and
budget guidelines

Ensures that board
members have meeting
materials and needed
information; attends
meetings, except
specific executive
sessions

Sits in on appropriate
committee meetings;
ensures that
committee members
have stff support and
needed materials and
information

Shares appropriate
information to keep
board informed and
educated

Assists in identifying
and cultivating new
board members;
‘works with governance
committee to structure
board orientation

Develop meeting
agenda

Review comittee
system and
individual
committees to
ensure alignment
with mission and
strategic goals
Keep all board
members engaged
in the work of the
organization

Identify skils,
expertise, and
attributes needed
for the board
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Discussions

« Feel free to raise an issue or concern, and expect a considerate reply.
« Respect and lear from differences of opinion.

« Build on each others ideas.

« Value the contributions of all members.

« Ensure that every person has expressed his or her views.

« Don't pontifcate.

Decisions

+ There are no reprisals for speaking your mind.
+ It okay to agree to disagree.
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(This example is based on a statement created by a health care advocacy
organization.)

« Build greater board engagement.

« show how board involvement makes a difference to the organization in advocacy,
collaboration, and cooperation.

« Build a closer relationship with the national organization.

+ Reward accomplishments in diversity.

« Preserve and protect the organization'’s government granting agerncy.

« Position the organization as a key player in the public health arena through inter-
organizational collaboration and partnerships.

« Focus on partnerships with organizations on aging to build mission and funding
relationships.
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Program

Finances

History

Strategic direction

Organizational structure
Board roles

Board member responsibilties
Board operations,

The board as a team

skill

Describe what the organization does, whom it serves,
and what difference it makes. Tour the facilties, observe
programs, or hear a presentation by a client, member,
or program participant.

Explain where the money comes from, how it i spent,
and the state of the organization’sfinancial health,
including their role in fundraising.

Provide sufficient knowledge about the past so that the
present makes sense. Also, help new board members
see their own particpation as part of the organization's
ongoing story.

Present a framework for new members to participate
effectively. Clarify the mission, vision, values, and goals
that inform the organization’s actions.

Help new board members understand who does what
and fines of accountabiliy.

Ensure that new members understand the roles of the
board

Ensure that new board members understand their own
responsibilties as board members.

Help new board members understand how the board
operates so that they may participate effectively.
Faciltate new board members' ntegration with the
other members

Instruct new members on how to read a financial
statement.
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3. Encourage board development.
« Provide candidates with information needed prior to election to the board.
 Design and oversee a process of board orientation, sharing information needed

during the early stages of board service.

« Design and implement an ongoing program of board information, education,
and team building.

4. Assess board effectiveness.

« Initiate an assessment of the board's performance approximately every
two years, and propose, as appropriate, changes in board structure and
operations.

« Provide ongoing counsel to the board chair and other board leaders on steps
they might take to enhance board effectiveness.

 Regularly review the board’s practices regarding member participation, confiict
of interest, confidentiality, and so on, and suggest needed improvements.

« Periodically review and update the board policy and practices.

5. Prepare board leadership.

« Take the lead in succession planning, taking steps to recruit and prepare for
future board leadership.

 Nominate board members for election as board offcers.
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Yes | No

Not
sure

Do understand and support the mission of the

organization?

‘Am I sufficiently knowledgeable about the
organization's programs and services?

Do [ follow trends and important developments.
related to this organization?

Do | assist with fundraising and/or give a significant
annual gift to the organization?

Do stay informed about the organization’s financial
health?

Do I have a good working relationship with the chief
executive?

Do [ recommend individuals for service to this
board?

Do prepare for and partiipate in board meetings
and committee meetings?

Dol actas a goodwill ambassador for the
organization?

10,

Do [ find serving on the board to be a satisfying and
rewarding experience?

.

Do attend at least 75 percent of board meetings.
during the year?

2

Wite short answers to these questions

a. What could the organization do to make my board service more productive

and satisfying?

b. What could I do to make my board service more productive and satisfying?
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. The board

Board member names and contact information
Board member bios, using standard format (not formal resumes)
Board member terms.

Statement of board responsibilities

Board member responsibliies

Committee descriptions

Historical references for the organization

Brief written history andor fact sheet
Aticles of incorporation

IRS determination letter

Listing of past board members

. Bylaws
Strategic framework

Mission, vision, and values statements
Strategic framework or plan

Current annual operating plan
Programs lst

. Finance

Prior year's annual report
Prior year's audit report

Chart outlining financial growth (sales, membership, programs, and so on for
the past five to ten years)

Current annual budget

RS Form 990

Banking resolutions

Policies related to investments, reserves, endowments, and the ke

Risk management policies

. Policies pertaining to the board

Policy on potential conflicts of interest
Insurance coverage

Legal labilty policies

Travel and meeting expense reimbursements
Accreditation documents (i applicable)
Whistle-blower policy

Others

. Staff

The chief executive's job description
Staff listing (at least senior staff and those with whom the board might
interact)

Organization and team charts
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Current cash balance $400,000
Less bills due in near future ($100,000)
Available cash $300,000

Annual budget $1,200,000
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Sample Medical Center
Board of Trustees Quarterly Dashboard

Year to Date / Second Quarter 20XX

Variance:
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Customer Satisaction
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Function

Board Chair

Chief Executive

Shared

Board Assessment

Staff Oversight,
Compensation,
Evaluation

Fundraising and
Development

Public Relations
and
Communications

Ensures regular
opportunities for board
self-assessment;
oversees comprehensive
board assessment every
two to three years
Oversees hiring,
compensation, and
evaluation of chief
executive; ensures

chief executive success
on plan exists

Solicits contributions
from board members
and ensures all board
members do their share

Promotes the work of
the organization and
encourages board
members to do so;
speaks for the board
when controversy or
crisis arises

Assists in development
of board assessment
process

Oversees and evaluates
all staff; sets staff
salaries within budget
constraints

Coordinates overall
fundraising effort;
ensures staff support for
fundraising

Official spokesperson
for the organization;
coordinates public
relations and
communications

Assess results
and consider
improvements
in collaboration
with governance
committee

N/A

Solict contributions
from outsde
donors; et the

case for—and

the amount

of—a capital
campaign based on
determined strategic
objectives

With board and
staff, develop
message that
conveys the
organization's
mission effectively
and can be used
consistently by
board and staff
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1 know we've had a successful board meeting when

+ We engage in a healthy discussion of issues and recommendations developed by
statf. For example, when we consider human resource policies, we need to fecog-
nize that staff recommendations may focus on employee needs, such as a grievance:
policy that allows for numerous appeals, but the board needs to discuss whether
our policies meet legal requirements and offer adequate protection for everyone
involved.

+ We have a lively discussion focused on strategic questions, such as “What will our
organization look like in five years?” and “Will our mission have changed in sig-
nificant ways?” When we recently posed these questions, our answers were not
only informative and fun but also resulted in our thinking about innovative ways to
broaden our reach and create a stronger volunteer and donor network.

« Board action clearly relates to our overall purpose. For example, we recently
reviewed our priority projects and discussed how they would help us achieve our
goals. | believe that any board that faciitates an open discussion, while keeping
strategy at the forefront, will make sound decisions that benefit the organization.
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File Category

Item

Retention Period

Corporate Records

Finance and
Administration

Bylaws and Articles of Incorporation
Corporate resolutions

Board and committee meeting
agendas and minutes
Confiict-of-interest disclosure forms
Financial statements (audited)
Auditor management letters
Payroll records

Journal entries

Check register and checks

Permanent
Permanent
Permanent

4years
Permanent
Permanent.
Permanent
Permanent
(7 years/Permanent]
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The finance committee helps the board ensure that the organization is in good fiscal
health. The committee’s work revolves around six areas:

1

Ensure that accurate and complete financial records are maintained.

« Monitor income and expenditures against projections.

« Review and recommend financial policies to the board, including ensuring
adequate internal controls and maintaining financial records in accordance
with standard accounting practices,

Ensure that accurate, timely, and meaningful financial statements are prepared

and presented to the board, quarterly or monthly.

Oversee budget preparation and financial planning.

« Propose for board approval a budget that reflects the organization’s goals and
board policies.

« Ensure that the budget accurately reflects the needs, expenses, and revenue
of the organization.

Safeguard the organization's assets.

« Review proposed new funding for ongoing financialimplications, recommend-
ing approval or disapproval to the board.

« Ensure that the organization has the proper risk-management provisions in
place.

Help the full board understand the organization's financial affairs.

« Ensure that the board as a whole is well informed about the organization's
finances.

« Educate the board about financial matters

Ensure compliance with federal, state, and other requirements related to the

organization's finances.

« Ensure that the organization maintains adequate insurance coverage.

« Ensure that the IRS Form 990, other forms, and employment and other taxes
required by government entites are filed completely, correctly, and on time.
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Does well

Needs work

Not sure

Organization's Mission
Do we useit as a guide for decisions?
Does it need to be revised?

Program Evaluation
Do we have critria for determining program
effectiveness?

Financial Resources
Do we understand the organization's income
strategy?
0 all board members participate actively in
fundraising efforts?

Fiscal Oversight and Risk Management
Does the budget reflect our strategic priorties?
Do we have a firm understanding of the

organization's financial health?

Relationship with the Chief Executive
s there a climate of mutual trust and respect
between the board and the chief executive?
Does the executive receive a fair and
comprehensive annual performance review?

Board-Staff Relationship
Do all board members refrain from attempting
o direct members of the staff?
Do board and staff treat each other with
respect?

Public Relations and Advocacy
Are all board members actively promoting the
organization in the community?
Do we understand the organization's public
relations strategy?

Board Selection and Orientation
Does the board have the necessary diversity of
perspectives and other resources needed?
D0 new board members get an effective:
orientation?

Board Organization
Do board meetings make effective use of the
time and talents of board members?
Do our committees contribute to the effective
functioning of the board?
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H. Resource development
* Case statement
« Current funder st
« Sample grant proposal
« sponsorship policy
1. Other Information
« Annual calendar
« Programs list
« List of common acronyms and terms (with explan
« Current brochure(s)
« Web site inform:
) Procedures to update board handbook
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File Category Item Retention Period

Bank deposits and statements 7 years

Charitable organizations registration 7 years
statements (filed with [State]
Attorney General)

Chart of accounts 7 years
Expense reports 7 years
General ledgers and journals 7 years

(includes bank reconcliations, fund
accounting by month, payouts
allocation, securitis lending, single
fund allocaton, trust statements)

Accounts payable ledger 7 years
Investment performance reports 7 years
Investment consultant reports 7 years
Investment manager correspondence 7 years
Equipment files and maintenance 7 years after
records disposition
Contracts and agreements 7 years after all
obligations end
Investment manager contracts 7 years after all
obligations end
Correspondence—general 3 years
Insurance Records  Policies—occurrence type Permanent
Policies —claims-made type Permanent
Accident reports 7 years
Fire inspection reports 7 years
Safety (OSHA) reports 7 years
Claims (after settlement) 7 years
Group disabiliy records 7 years after end of
benefits
Real Estate. Deeds Permanent
Leases (expired) 7 years after all
obligations end
Mortgages, securty agreements 7 years after all
obligations end
Purchase agreements 7 years after disposition
requirement
Tax RS exemption determination and  Permanent

related correspondence
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Prospective Members

aAle

clo

E|F

Age

Under 18

1934

3550

5165

Over 65

Gender

Male

Female

[Race/Ethnicity

African American/Black

Asian/Pacific Islander

Caucasian

Hispanic/Latino

Native American/indian

Other

[Resources

Money to give

‘Access to money

Access to other resources
(foundations, corporate
support)

‘Availability for acti
participation (solicitation
visits, grant witing)

|Commaunity Connections

Religious organizations

Corporate

Education

Media

Political

Philanthropy

Small business

Social services

Other
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Cash Equiies  Alternative
Investments
Operating Reserves  0-100% nla n/a
Retirement Funds 0-25% 2550%  nfa
Endowments 0-10% 2575%  Upto2skit
approved by

committee
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The executive committee is responsible for working in support of, or occasionally in
place of, the full board. The work of the committee revolves around three and pos-
sibly five major areas

1. Handle urgent issues, resolving any emergency or organizational crisis (such as a
loss of funding or the unexpected loss of the chief executive).
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Sample Agenda Two

[Name of organization]

Board of Directors Meeting

Date: Monday, March 15, 20XX

Time: 6:00 p.m.

Location: 100 Main Street, Our Town, ME 01234

Agenda items Accountable Purpose Time
Welcome Chair S min.
Introduction of new. Chair Information 5 min.
members

Consent agenda Chair Decision 1 min.

Previous minutes
President’ report
Committee reports
Leasing contract

City contract proposal  John Murphy Decision 15 min.
Summer program Dianne Letts Decision 18 min.
Relocation proposal Cary Mann Discussion 30 min.
Term limits Becky Lowes Discussion 20 min.

Adjournment Chair 1 min.
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Join Us at JOSSEY-BASS™
An mprint of

Josseybass.com
v SWILEY

Register at www.josseybass.com/email
for more information on our publications,
authors, and to receive special offers.
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Safety/Risk Management

31 patient
Occurrence v 239 143
Reports

32 Visitor
Occurrence v 7 2
Reports

33 Employee
Injuries . =9 145

34 Dayslost PO 148

35 Workers Comp.

Claims. 2

Managed Care

36 Coveredlives v 3987 5339

37 PHONetIncome
o v (395106 50

Human Resources

38 Employee
Tumover Rate & AD%: bad

Ethics

39 Number of
Ethics Education & 1 1
Programs

40 Number of Ethics
Committee a 5 3
Meelings

©6)

[©}

86
139
17

(1,352
($395,104)

0.9%

Prior Year

Prior Year

Prior Year
Prior Year

Prior Year

Budget
Budget

Healthcare
Advisory

AS! Standard

AS! Standard

40 or Ahead of Target #1-59% Below Target ¥ >5% Below Target
* CMA = Case Mix Adjusted
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File Category Item

RS Form 9905 Permanent
Withholding tax statements 7 years
Cortespondence with legal counsel 7 years after return
or accountants, not otherwise fisted s filed
Timecards 3 years
Communications  One set of all communication
documents kept on-site and one
setkept of.

Press releases Permanent
Annual reports Permanent (5 copies)
Other publications 7 years
Photos 7 years
Press clippings 7 years

Donor Services Fund agreements (paper and Permanent

digital copies)

Cortespondence — acknowledgment Permanent
of gits and grant requests

Donor fund statements Permanent
Community Records from advisory committee 7 years
Philanthropy or family fund meetings, including

minutes, if any, and lists of grants
recommended for approval

Scholarship grant records, including 7 years
applications if foundation stff

partcipates in selection decisions

Approved grants—all 7 years after
documentation supporting grant  completion of funded
payment, including application/  program, or date
recommendation, due diligence,  of grant f general
grant agreement fetters, grant operating support

transmittal letters, and post-grant

reporting information, if any
Foundation funding requests, 7 years after
correspondence, and reports completion of
(funding received) program
Declined withdrawn grant 3 years
applications

Foundation funding requests 3 years
(denied)

Consulting Services  Consulting contractsfiled 7 yearsafter all
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The compensation structure and systems of our organization wil support our mis-
sion, strategy, and values.

We will pay for performance, skills and competencies, development and growth,
and effective visible commitment to the organization.

The compensation system will encourage recruitment, retention, and motivation
of outstanding employees so that the organization can achieve its mission and
objectives.

The compensation system will eward truly outstanding performers and provide
appropriate feedback to staff members who need improvement.

Our compensation structure will be a mixture of base salary, performance-based “at
risk” pay appropriate to the nonprofit marketplace, retirement and other benefits,
and special recognition awards as merited by performance.

Aportion of each employee's pay will e tied to the achievement of organizational
and individual objectives. Unusual individual achievement may also merit special
financial awards.

Our compensation system wil include annual adjustments to pay ranges based
on changes in the marketplace (subject to financial constraints). Adjustments to
individual base pay will be based on job performance and growth in mastering
job competencies. All adjustments to pay will be consistent with practice in the
nonprofit marketplace.

The compensation system will have a coherent structure based on pay practices
consistent with our not-for-profit mission and status, but will recognize that parts
of our organization are in different markets and that the compensation for each
position must be based on the appropriate marketplace for that professional area
We will pay as close as possible to the median (midpoint) of the appropriate exter-
nal marketplace, while recognizing that internal equity and financial constraints can
justfy some deviation from the market.

The marketplace adequacy of the structure will be judged in terms of total com-
pensation, including benefits; the total package will be competitive with the
marketplace.

The compensation structure will be linked to an effective performance management
system with individual growth and development as well as professional achieve-
ment goals. The goals will be accompanied by effective benchmarks for measuring
success

Executives and staff will receive regular and comprehensive training in the com-
pensation system.
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File Category

Item

Retention Period

Human Resources

Technology

Library

General
Administration

Employee personnel files

Retirement plan benefits (plan
descriptions, plan documents)

Employee medical records
Employee handbooks

Workers comp claims (after
settlement)

Employee orientation and training
materials

Employment offer letter

Employment applications
RS Form 19 (store separate from
personnel file)

Résumés

Software licenses and support
agreements

Other foundations' annual reports
Directories and periodicals
Correspondence—chief executive
and general

Appointment calendars—chief
exccutive

Permanent
Permanent

Permanent
Permanent
7 years

7 years after use ends

7 years after all
obligations end

3 years

Greater of 1 year
after end of service,
or 3 years

1 year

7 years after all
obligations end

2years
2years
7 years

7 years
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Current Members

Prospective Members

1] 2

3[4

s

Al

clo

E|F

[Qualities

Leadership skills/Motivator|

Willingness to work/
Availabilty

Personal connection with
the organization’s mission

[Personal style

‘Consensus builder

‘Good communicator

Strategist

Visionary

Bridge builder

[Areas of Expertise

Administration/
Management

Entrepreneurship

Financial management

Accounting

Investments

Fundraising

Government

Law

Marketing, public relations|

Human resources

Strategic planning

Physical plant (architect,
engineer)

Real estate.

Representative of clients

Special program focus
(such as education, health,
public policy, social
services)

Technology

Other

Number of years (or
terms) on the board






