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Today’s learning objectives

At the end of this session, you should be able to:

» Describe and analyze the findings of the Board Governance
Survey or Identify the most interesting findings from the Board
Governance Survey

» Describe current business environment and identify best
practices and improvement opportunities in the areas of:
— Board governance
— Business and strategic planning
— Executive compensation
— Investments
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e Current Landscape
e Survey Results
 NFP Resources

o« Summary and Q&A
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“Scandals” continue to draw attention to ethical

behavior in the not-for-profit sector

Examples from the past year:

Oklahoma charity sues ex-CEO for misspending charity funds among
other misdeeds

Connecticut university sues ex-chief investment officer for violating
contract and mis-using institutional funds

Former dean pleads qguilty to fraud and tax evasion

Public university board chair resigns over allegations of influencing
admissions decisions

Man arrested in fraudulent investment scheme where he told churches
and other investors they were helping Third World development
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Current Landscape: Fund Raising

e In 2008 donations to charitable causes dropped by 2% (in
current dollars), the first decline since 1987 but surprisingly
small in light of market declines and increasing
unemployment

» Giving was still a hefty $308 billion, more than 2% of GDP
(Giving USA, June 2009)

* Likely to be a larger decline in 2009.
* Not-for-profits are continuing to focus on fund raising
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Polling Question #1

How have donations to your organization been affected by the current
economic environment?

Significantly

Moderately

| don’t know

Not applicable to my organization

cowe>
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New reports issued in the past year

 National Committee for Responsive
Philanthropy on “Learning from Madoff: Lessons
for Foundation Boards™:

— Small size characterized the boards of foundations that
lost money due to Madoff investments. Boards were no
larger than seven, with a median of three

— Homogeneity characterized the boards of the
foundations, with five or more trustees, that lost money
due to Madoff investments
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New reports issued in the past year

e Guidestar on “The State of Nonprofit
Transparency’:
— 93% provide program information on their web sites

— Nearly three quarter provide names of people who serve
on their boards (73%) and key staff (70%)

— 43% post annual reports
— 13% post their audited financial statements
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Current Landscape: Charity Watchdogs

« Movement away from only quantitative measures
(ratios)

 New focus on qualitative measures, I.e. results

« Examples:

— Charity Navigator is revamping its rankings to increase
emphasis on “effectiveness and transparency” (we don’t
yet know what that means)

— Three new ‘watchdogs’ have emerged in the last three
years using measures such as user reviews, expert
perspectives, and direct evidence of impact. 4
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Charity Watchdogs

e Guidestar (www.qguidestar.org)
e Charity Navigator (www.charitynavigator.org)

« American Institute of Philanthropy
(www.charitywatch.org)

NEW:

o Great Nonprofits (www.greatnonprofits.org)
e Philanthropedia (www.myphilanthropedia.org)
o GiveWell (www.qgivewell.net)
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Polling Question #2

Are you comfortable with your organization's ratings from these charity
watchdogs?

A. Yes
B. No

C. I don’t know my organization’s
ratings
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Current Landscape: the IRS remains very active

 New 990 took effect (for filing for FY2008)
* |IRS issued new “governance check sheet”
to “be used by EO Revenue Agents in the

Examination of IRC 501(c)(3) public charities”
(posted on IRS website 10-3-2009)
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From Lois Lerner, the director of the IRS

Exempt Organizations Division, April 6, 20009:

“Experience has shown us that in times of economic peril, we must be watchful. During
hard times, there is often a rise in questionable or fraudulent activity, in overly aggressive
or inappropriate fundraising, and in tax avoidance accommodation schemes of less than
sterling character.”

"We also may see a rise in unrelated business activity as exempt organizations seek new
sources of revenue...”

“As money becomes tighter, donors will be looking to see that their contribution dollars
are well spent....

“We believe good governance and compliance go hand-in-hand, and that an active and
independent board is the best defense against the misuse of charitable assets...”

“People are looking..closely at executive compensation in the tax-exempt community...”

“I have some good news — we will be hiring additional staff, which will better enable us to
hold up our part of the bargain...”
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Your policies and practices will be made public;

Form 990 is a public document

 The IRS is using the new Form 990 to highlight
your organization's governance structure, gl
policies, procedures, and practices
o Collectively, the questions in the new Form
990 reflect the IRS’s belief that strong
governance together with sound policies
and practices lead to compliance with the

tax laws and effective utilization of charitable
assets.
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Examples of topics of new 990

 Number of board members and presence of audit
committee

* Independence and business relationships of board
members

e Policies on conflict of interest, whistleblower, document

retention

* Process for determining executive compensation
e 990 reviewed by full board
© Grant Thornton LLP. All rights reserved. 17



Topics covered in new IRS “governance check

sheet”

e Governing body and management
« Compensation

« Organizational control

o Conflict of interest

* Financial Oversight

 Document Retention
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Questions under “financial oversight”

* Are there systems or procedures in place intended to make sure assets are
properly used, consistent with the organization’s mission?

 How often did the organization provide board members with written reports of
the organization’s financial activities?

* Prior to filing, was the Form 990 reviewed by the full board and/or a designated
committee?

* During the primary year under examination, was an independent accountant’s
report prepared?
 Was a management letter prepared by the independent accountant?

 Wasthe management letter reviewed by the full board and/or a designated
committee?

« Did the organization adopt any of the recommendations contained in the
management letter?
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Polling Question #3

Are any of the below topics areas in which you feel your organization could
use assistance?

New 990

Governance Check List
Financial Oversight

All of the above |
None of the above [

moow»
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Grant Thornton’s seventh annual

National Board Governance Survey
for Not-for-Profit Organizations

© Grant Thornton LLP. All rights reserved.

o Grant Tharnton

2009 National Board
Governance Survey for
Not-for-Profit Organizations

Seventh annual

21



How has your organization’s agenda changed over

the last year?

More attention to cost cutting T 749,
More attention to fund raising e 59%
Mew focus on planning for the organization’s future when the recovery starts [ — 48%
More attention to evaluating CFO performance e 30%
More attention to evaluating board performance = 249

More attention to evaluating the Executive Director or Director of Development I

*Respondents were able to select more than one answer.

* Cost cutting and fund raising (both!) are the key focus
e Planning for the future is very important
e Evaluating performance has also increased in importance

© Grant Thornton LLP. All rights reserved.
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What issues has the recession created for your

organization?

Reduction of expenses

Investment rebalancing = 58%
Personnel reductions || ———— 51%
Reduction or elimination of certain programs RN 40%
Other e — 28%

*Respondents were able to select more than one answer,

« AlImost every organization has made expense reductions
e First priority has been in non-personnel areas, then in
personnel, and then, last, in programs
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Polling Question #4

Which of the below have created the most issues for your organization
during the recession?

Expense reduction

Investment rebalancing

Personnel reduction

Reduction or elimination of programs
All of the above
None of the above f[

nmoowmr

© Grant Thornton LLP. All rights reserved.

24



If you have reduced expenses, are they....

& Administrative 66%
Programmatic 31%
@ Technology 3%

« Administration was the top priority for
reductions, followed by programs
 Technology was largely spared

© Grant Thornton LLP. All rights reserved. 25



What is the most important focus of your board

Strategic planning

Fundraising

Ensuring effective programs 19%
Planning beyond the recession I 8%
Recession/economy =——=I 6%
Management performance E==1 4%
Investment management ] 4%
Protecting reputation — 3%
Cash management = 3%
Enterprise risk management B 2%
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Polling Question #5

What should be the most important focus of your own board?

Strategic Planning
Fundraising

Ensuring affective programs
Management oversight
Protecting reputation

moowz
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What actions did your organization take to address

the economic crisis?

oo
~
R

Reduced spending

Examined programs for consolidation or elimination S | 58%
Reduced personnel e — 54%
Delayed capital projects e 49%
Postponed IT expenditures s | 35%
Implemented other benefit reductions/increase in co-pays | ————— || 27%
Reduced salaries | 24%
Increased liquidity e ] 23%
Secured/drew down lines of credit S ———— 19%
Reduced or eliminated contributions to 403(b) and 401(k} plans I 15%
Outsourced to reduce costs | 12%
Reduced level of alternative investments I 11%
Eliminated spending of underwater endowments — 10%
Established furloughs  — 10%

*Respondents were able to select more than one answer.
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Polling Question #6

Do you feel that the steps your organization took to address the economic
crisis were appropriate?

A. Yes
B. No

© Grant Thornton LLP. All rights reserved.
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What board governance policy changes have you

made?

@ Form 990 review
Investment policy
Records retention

@ Whistleblower policy

» Conflict of interest
Gift acceptance
@ Code of ethics

60%
50%

40%

30%

20%

10%

2007 2008 2009

“Respondents were able to select more than one answer.
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Do new board members receive a thorough

orientation to your organization, the board’s role and
relevant industry trends?

Management responses Board responses ° Many boards don’t

@ Yes 78% ® Yes 69% : :

® No 22% ® No31% have orientation
programs

« Management is
more likely than the
board itself to think
it has a good
orientation
program
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What does the orientation include?

* Orientations almost always include information on
mission, program, financial and board responsibilities
* Roughly half include information on personal liability
on the most recent 990
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