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Why is good governance 
important? 
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Why is good governance 
important?

> Economic growth contributed to an increase in US chartable giving to nonprofit organizations 
in 2017. Giving crossed the $400 billion mark for the first time in 2017, increasing 5.2% from 
the prior year. 

> US nonprofit institutions (not including colleges and universities, hospitals, religious 
organizations and membership organizations) have a combined annual revenue of $165 
billion. 

> Unethical conduct or conduct that is deemed by the public to be “inappropriate” by a not-for-
profit can have a significant negative impact on the volunteer and financial support that our 
county’s 63,200 nonprofit establishments rely on. 

> The public has high expectations for the not-for-profit sector and preserving the public’s trust 
is KEY to keeping the sector strong.  

Source for statistics: Dun & Bradstreet “First Research” Publication



In the news…
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The organization:
South Arkansas Youth Services (SAYS), prior to bankruptcy had 446 employees and $14.5 million in 
government contracts for emergency shelters, residential programs, and therapeutic group homes for at-
risk youth. SAYS filed for bankruptcy in January 2018. 

The case: 
> Audit found evidence of agency credit card abuse, abuse of monetary funds, electronics and property such 

as vehicles and equipment. 
> Theft: Husband and wife were both employed by SAYS (information technology expert and CFO) were 

charged with theft by fraud of over $25,000
> Bribery and Kickbacks: CFO’s father was the long time executive director plead guilty for bribing a state 

senator for actions favorable to SAYS and himself in addition to direct over $260,000 of public funds to a 
lobbying firm which also faced several charges for kickbacks



In the news…
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The organization:
HiCaliber Horse 
Rescue, a California 
non profit organization 
that buys horses in 
peril at auction, 
rehabilitates them, and 
sells them or finds a 
family to adopt them. 
For now, HiCaliber is 
prohibited from 
accepting donations 
until they straighten out 
their paperwork, but 
they remain operational 
and continue to 
participate in the horse 
adoption network.

The situation: 
> CEO and Founder faces a number of violations
> Daniel Grove, who served on HiCaliber’s board for two years, said, “I never saw 

any account statements, a checkbook, nothing. And nothing was presented 
formally to the board. I guess I should have pressed harder for it, but it was not 
something that I was involved with.” 

> Rhiannon Huppert, a veterinary assistant who runs a private homestead facility, 
adopted horses from HiCaliber for two years. She said of the staff, “They didn’t 
have much horse knowledge, but they had a lot of heart.” Huppert stopped 
adopting after she witnessed what she described as “shady deals” at auctions 
and “‘a lot of lies and deceit’ regarding fundraising practices, including fake 
backstories and donations that weren’t going toward animal care.” 



In the news…
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The organization:
Community Action’s stated mission 
was to aid those living in poverty in 
the city of Minneapolis. The 
organization has received several 
grants from the Minnesota 
Department of Commerce and the 
Minnesota Department of Human 
Services.

The case: 
> Bill Davis, who led Community Action of Minneapolis for the past 24 years, was sentenced to four years in 

prison for his role in orchestrating a fraud scheme.
─ Davis stole at least $380,000 of the organization’s money and spent it on vacations, cars, luxurious 

trips other personal items and expenses. 
─ Davis provided his son a fictitious job managing a Minneapolis ice cream shop funded by the 

nonprofit. 
─ A 2013 Minnesota Department of Human Services (MDHS) audit revealed at least $800,000 of 

unauthorized purchases over the prior two years. 



What does this say about 
governance?

Just because an organization has good 
governance, doesn’t mean that fraud 

won’t occur. However, in these previous 
real life examples shared, poor governance 

practices likely played a role in the 
opportunity for the fraud to occur as well as 

the timeliness of its detection.  
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20 Best Practices



Best Practices for Legal Compliance
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> Compliance with all applicable federal, state and other local laws, where applicable 
> Formally adopt written code of ethics
> Conflicts of interest policy
> Whistleblower policy
> Record retention policy 
> Risk management policy 
> Information should be widely available to the public
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#1 Code of Ethics Handbook

New board members, 
employees and 

volunteers should 
receive a full 

orientation on the 
code and should be 
asked annually to 

represent their 
compliance. 

The code should 
address how 

violations will be 
handled.

Both the board and 
staff should be 

involved in developing 
and implementing a 

code of ethics that fits 
the needs of their 

individual 
organization.

The document should 
be reviewed and 
approved more 
frequently by 

management and the 
board of directors.
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#2 Conflicts of Interest Policy

31
Board members and officers have 
fiduciary duties under the laws of 
most states indicating a “duty of 
loyalty” that requires them to put 

the interests of the charitable 
organization they serve above 

their personal interests. 

Individuals should be prohibited 
from voting or deliberating on 
decisions regarding matters in 
which they have a conflicting 

interest. 

2
Organizations should require that 
all officers and board members 
disclose their conflicts annually. 
All conflicts should be brought 
forth and reviewed by the full 

board or a committee.  
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#3 Whistleblower Policy 

A whistleblower policy should be 
tailored to the not-for-profit’s size, 

structure and capacity. 

A small organization like We 
Help People, Inc. may not 

need a computerized system 
that would allow for 

anonymous reports or a toll 
free telephone number. 

All organizations should have a 
formal policy that specifies the 

individuals in the organization or the 
board members to whom such 
information can be reported. 

It is recommended that 
small organizations 

designate an outside 
advisor to respond to 
whistleblower reports. 
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#4 Risk Management

The board’s responsibilities include establishing the level of risk tolerance for 
the organization. Most not-for-profit organizations cannot likely manage all of their risks
their risks through insurance but insurance programs are typically an 
important part of a risk management strategy. 

1

Board members should be aware of the organization’s insurance 
programs and should be involved in discussing other risk mitigation 
programs and strategies. 

2

Although it is rare, board members may be personally liable as a result of 
certain legal violations of the organization. They should make sure 
they are personally protected. 

3

Many not-for-profits are beginning to embark on a broader risk 
management program – Enterprise Risk Management. 4



Best Practices for Effective Governance
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> A governing body must be in place
> Regular board meetings should be held
> A board should review its size and structure regular, with a recommended to have a minimum of 5 members
> Board diversity (skill, ethnicity, race and gender)
> A substantial majority of the board should be independent of the organization
> The board should oversee the and at least annually evaluate the CEO’s performance and approve CEO 

compensation changes
> CEO, Board Chair and Treasurer should be held by separate individuals
> Board education policies
> Board evaluation policies
> Board length and term policies 
> Review of key organizational documents periodically (i.e. 5 years)
> Review of mission and goals periodically (i.e. 5 years)
> Any board member compensation should be fully supported, but generally board members are expected to 

serve without compensation. 
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#5 Board Diversity

It may be hard for a 
small board to have 
experience in all of 

those areas; however, it 
is completely 
appropriate to 

supplement any gaps 
with hired advisors 
when necessary. 

Boards should seek 
members with 
experience in 

budgeting/financial 
management, 

investments, personnel, 
fundraising, public 

relations/marketing, 
governance, advocacy 
and leadership as well 
as knowledge in the 

organization’s area of 
expertise and its 

programs. 

Some organizational 
documents may want to 
address board diversity 
(gender, race, age and 

expertise). 

The appropriate size of 
the board depends on 
many factors. A small 
board of 5 people may 

be appropriate for a 
small organization; 

however, it is 
recommended that a 

board consider bringing 
in members to achieve 

a wide range of 
perspectives and 

expertise.  
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#6 Board Meeting Policies

The board should establish and 
implement an attendance policy that 

requires its members to attend 
meetings regularly. 

Conference calls or video 
conferencing is an acceptable 

method of meetings as long as the 
organization’s governing documents 
specify the type of board meetings 

and communications permitted. 
Committees should be established 
when they make sense. It would 
likely be reasonable in We Help 

People, Inc.’s case to have 
committees that meet on a more ad 

hoc basis. 

Keeping clear, concise minutes of 
board and committee meetings is a 

critical form of organizational 
recordkeeping. Minutes should 

convey decisions and actions and 
sufficient documentation to address 
any future questions about how a 

decision was reached. 
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#7 Board Independence

A substantial majority (typically 
seen as at least two thirds) of a 
public charity’s board members 
should be deemed independent.  

Those who could not be deemed 
independent: Anyone 

compensated by the organization 
(including independent 

contractors) as well as family 
members to anyone compensated 

by the organization.
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#8 Compensation Policy

The board should 
be formally 

evaluating the 
president’s 

performance at 
least annually and 

should be 
approving any 
compensation 

changes before 
they occur. 

Non-profit boards must 
also conclude that the 

compensation is 
reasonable by 

examining 
compensation paid to 
executives at similar 

organizations or more 
formally by hiring a 

compensation 
consultant. A formal 

study is not necessary 
to be performed 

annually but should at 
least be addressed.

There may be a multi-
year agreement in 

place that establishes 
costs of living 
increases or 
increases in 

compensation based 
on other established 
metrics; however it is 
still important that the 
board institute some 

regular basis for 
reviewing whether the 
terms of the contract 

have been met. 

One of the most 
important 

responsibilities of a 
non-profit’s board of 

directors is the 
selection, supervision 
and determination of 

a compensation 
package for the 

president. 

It is important that this 
determination and 

process be 
documented. It is also 
important to note that 

the board should ensure 
that the individuals 

involved in the 
determination of the 
compensation do not 

have a conflict of 
interest. 
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#9 Board Orientation Policies

Best practice is to have a formal board 
orientation, even for small boards, and a 

continuing education program. 

New board members should have 
one-on-one meetings with 

president and all of her direct 
reports to learn about the 

organization and what each of their 
roles are. 

The organization should prepare a board 
packet that includes all of the relevant 

organizational policies and procedures that 
the board is responsible for overseeing and 

that new board members should review. 

The full board should have an educational session 
annually that may include: updates on the programs 
of the organization, governance topics and financial 

reporting or budgeting. 
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#10 Board Evaluations

Non-profit boards should have a regular process of evaluating 
the board’s performance. This would help boards identify strengths and 
weaknesses. 

1

Best practice would be to complete this annually, when the terms of board 
service are met or during regular long-range planning cycles. 2

Included in this evaluation should be evaluating individual board member 
attendance or other problems with performance. 3

The process for removing a non-performing board member is usually 
outlined in the Bylaws and generally requires action of the full board. 4



Best Practices for Financial Oversight
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> Boards should review financial reports timely and should consider an independent audit or review as 
necessary

> Investment policies 
> Loans should not be provided to directors or officers
> A significant amount of the annual budget should be spent on mission
> Expense reimbursement policies
> Travel reimbursement policies for spousal or dependent travel
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#11 Review of Financial Information

31
Having financial statements 

prepared and reviewed by the 
board on a periodic basis (at least 

quarterly is recommended) 
improves the quality of financial 

information and provides external 
input on the strength of the 

financial controls that help prevent 
mismanagement or fraud. 

During times where finance 
departments are short staffed, 
and if the board cannot obtain 

volunteer help, they should 
highly consider a temporary 

outsourcing solution. 

2
Non-profit boards should 
determine if it requires an 

independent audit or a review. If 
an audit is not required, a review 
may be beneficial as it provides a 

less expensive option that still 
provides the board, regulators 

and the public with some 
assurance of the accuracy of the 
organization’s financial records. 
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#12 Investment Policies

Management and the 
board of directors should 

consult with the legal 
documents surrounding 

the gift and determine the 
appropriate use of the 

funds.  

If necessary, an 
endowment spending 

policy should be 
established. 

Non-profit boards
should assist in the 
establishment of an 
investment policy. 

Management and the 
board of directors should 

consult with the legal 
documents surrounding 
gifts and determine the 
appropriate use of the 

funds.  

If necessary, an 
endowment spending 

policy should be 
established. 
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#13 Loans

Federal laws 
prohibits loans 

to board 
members, 

officers and key 
donors. 

Loans to employees 
should only be made in 
limited circumstances 
and should be clearly 

understood and 
approved by the board. 
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#14 Expense Monitoring

For example, an organization may 
devote more resources to raising 
funds when it is launching a new 

program or preparing to upgrade a 
building. Similarly, an organization 
may make a greater investment in 
administrative operations when it is 

adding new information technology or 
hiring and training staff. 

Charitable organizations rely on 
their supporting services to carry out 

their mission. Administrative 
elements ensure that the 

organization complies with all legal 
requirements, but they also help 
provide complete, accurate and 
timely information to donors, the 

public and government regulators. 
In addition, figures are expected to 
fluctuate year over year based on 

the nature and current year 
activities of the organization.  

Non-profit boards should ensure that 
organizations are spending a 

significant amount of its annual 
budget on programs; however, that 

should not be at the risk of core 
administrative functions that are 

necessary to support the organization. 
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#15 Expense Reimbursement Policies 

Boards of directors should work with 
management to ensure their expense 

reimbursement policy defines what “reasonable” 
expenditures are and give various examples. 

Travel policies should ensure that the 
business of the organization is carried 
out in a cost-effective manner and be 

based on how to best further the 
organization’s charitable business 

purposes, rather than on the title or 
position of the person traveling. 

All expense reimbursements should 
require documentation of the 

business purpose of the expense 
(who, what, why) and should be 

reviewed by a supervisor. 

It is best practice that the president’s 
expenses be reviewed by the board. 
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#16 Travel Policies

Travel policies should clearly 
state that, in circumstances 

when it is deemed appropriate 
for the organization to cover 
spouse or dependent travel 

expenses, the payment 
generally, by law, is treated as 

compensation to the 
employee. 



Best Practices for Responsible Fundraising
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> Donation solicitation materials must be accurate and truthful
> Contributions must be used consistent with the donors’ intent
> The organization must provide the donor with information to facilitate the donors’ compliance with tax code
> Gift acceptance policies
> Training and supervision should be giving to those who are soliciting funds
> Fundraisers should not be compensated based on commission
> Donor privacy should be respected 
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#17 Fundraising Policies
The fiduciary duties of board of directors include 
helping to ensure that the solicitation materials 
and other communications addressed to donors 

and the public are accurate and truthful. 

The board should ensure the 
organization has internal controls 

and policies to track restricted gifts. 

The organization should have a formal gift 
acceptance policy that requires a minimum 
donation for a gift to be restricted, even if it 

is given in connection with a campaign.  

If it is later determined that 
restricted gifts cannot be 

used for the purpose 
intended by the donor, the 

organization should contact 
donors to repurpose the gift 
or return the funds. If donors 
cannot be contacted, legal 
advice should be sought. 
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#18 Gift Acceptance Policy

31
Non-profit boards should establish 

a formal gift acceptance policy
Some gifts of property may 
subject the organization to 

liabilities under environmental 
protection laws or other rules 
and cause the organization 

significant resources to either 
repurpose or resell. 

2
Some charitable contributions 

have the potential to create 
significant problems for an 

organization. 
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#19 External Fundraisers

Non-profit 
organizations should 

compensate fundraising 
activities for the skill, effort 
and time expended by the 
individual rather than by a 

commission or percentage of 
the charitable income raised. 

Raising compensation on the 
percentage of money raised could 
encourage employees to put their 

own interests ahead of the 
organization and may lead to 
inappropriate techniques that 
jeopardize the organization’s 

values and reputation. 

The board of directors should 
have oversight as to 

compensation policies and any 
specific contracts or 

arrangements with external 
fundraisers. 
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#20 Donor Information

Non-profit board of directors 
should assist their 

organizations in developing 
policies and procedures to 

ensure that donor information 
is handled with respect and 

confidentiality. 

Donors should receive information 
from the organization that informs 
them of how their information may 
be used. Donors should be given 

an opportunity to “opt out” of future 
solicitations or communications. 
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Conclusion
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Principals for good governance 
and ethical practice

> Download the publication here: https://independentsector.org/programs/principles-for-good-
governance-and-ethical-practice.

> The publication overviews 33 principles of good governance in detail.

> The principals are categorized as follows: 

Legal compliance and public disclosure

Effective governance

Strong financial oversight 

Responsible fundraising
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Dashboard for Monitoring
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Questions?
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Connect with us:

Baker Tilly
bakertilly.com/notforprofit


