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Welcome

HIS ISSUE OF THE Nonprofit Quarterly
focuses on governance, and the topic is
apropos for two reasons:

e the IRS has recently issued a draft of a new
Form 990 that for the first time includes gov-
ernance-related questions; and

e an independent report on a lack of oversight at
the Smithsonian Institution was released on June 20,
and it's a doozy.

Like many such forensic reports, it's a sordid tale of intrigue, self-enrichment,
and guid pro quo relationships at the highest level—and all on the public dime.
The transgressions involve many of the areas that the IRS has questions about:
increasingly problematic interrelationships with business, hidden and overgener-
ous employee compensation, and conflicts of interest—not to mention whistle-
blowing policies.

While it is critical for your board to pay attention to this stuff, there is much
more to board effectiveness. Thisissue delves into several of these governance con-
cerns such as the following:

o the inadequacy of standard best-practice prescriptions in addressing board
design and culture and in meeting the needs of small organizations;

e the characteristics of highly effective and highly ineffective board chairs;

e the oppositional role of the board;

e the primary responsibility of the board to create the best possible outcomes
for program beneficiaries.

We are also proud to host a “new” governance mode] (see “Engagement Gover-
nance for System-Wide Decision Making” on page 38). We use the word new with
a caveat, because we believe that this model of distributed governance is natural
to our sector and many communities have used this model in modified form. Unfor-
tunately, the governance literature doesn't address how distributed governance
might work better.

In this issue, you will also find an installment of the Nonprofit Ethicist (page 4), a
critique of the Pew Foundation, an update by National Correspondent Rick Cohen on
the group of foundations famously exposed for their misdeeds in the Boston Globe
Spotlight series (page 57), and a memo from
Jon Pratt of the Minnesota Council of Non-

1945-2007
profits proposing an online project to censure ’
those who make millions of dollars exploiting d ed?fa?&elfmsg:ﬁsue
the poor and who then attempt to redeem to our dear friend
themselves through philanthropy (page 75). Joe Breiteneicher.
And as a special treat, we've created our He was both good

and beautiful and a
blessing to us all. NPQ
is deeply grateful for
his friendship.

very own board horoscope in handy place-
mat form, which you can tear out and use.
Bon appétit, and many thanks to our friend
and mentor David Renz for this concept.
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ETHICS

ear Nonprofit Ethicist,

Tam looking for advice on how

to handle a longtime board

member who has become very

difficult. He has his own ideas
about our mission and how we should
execute it and is really on a different page
from everyone else. He badgers people at
board meetings and goes on and on
about what he wants us to do. People are
very polite but frustrated with him.
Recently he has started to meet with
board members individually to put forth
his ideas and persuade them to buy into
them. Some board members told him
they were too busy to meet; others called
me and said they didn't know how to say
no to meeting with him but were uncom-
fortable about it. Our board president has
asked him not to keep bothering people,
but he does it anyway. One board
member suggested we institute term
limits just to get rid of him.

If we were to institute term limits, we
would also lose several excellent board
members. I oppose creating a new
system just to deal with one problem.
Several board members have told me that
they believe this board member needs to
go. He is taking the enjoyment out of
being on the board, and no one wants to
serve on a committee with him. We have
already lost one good board member who
got tired of dealing with him, and I worry
that we might lose more.

Frustrated in Phoenix

4 THE NONPROFIT QUARTERLY

The Nonprofit Ethicist

by Woods Bowman

Dear Frustrated,

The Ethicist has seen a lot of situations
where no one wants Lo do a necessary
but unpleasant job and either waits for
someone else to act or bails out. This
sounds like one of them. Bul you must
Jollow your bylaws. If there is a proper
way o remove the difficult board
member, encourage the excellent board
members Lo stick their necks out and
wse it. The Ethicist is a strong believer
in lerm limits, so don'l think of this
solution as creating @ new system just
to deal with one problem. You might
lose some excellent board members, bul
it is important to get a constanl supply
of new ideas, and no one should think
that one is indispensable. This ailitude
is probably why the difficult board
memberis throwing his weight
around. You can bring the other board
members back after a hiatus. Keep
them on the lelterhead by placing them
on an advisory board but vemove them
Jrom the governing board. Who knows,

they may even appreciate a vacation of

SO7Tts.

Dear Nonprofit Ethicist,

When our association receives a large
donation designated for a specific
program, such as domestic violence
prevention, the CEO directs accounting
staff to deposit such funds into the
general operating fund to cover over-
head, usually upcoming payroll. Should

these funds be set aside in separate
operating accounts and designated for
the specific program area rather than
used for overhead? On one level, funds
received make the programs possible
because they are staff driven, but are
we using the money to forward the
intentions of the donor? Is our steward-
ship role compromised by this method
of handling the donation?

Association Steward

Dear Association Steward,

It is OK to deposit all income in one
bank account. (Otherwise, you would
need to open a new account for every
gift and grant with strings attached.)
It is incumbent on an organization’s
managers, however, Lo properly
account for every gift and grant ond
not use money given for X purposes on
Y purposes. That said, because contract
reimbursement practices somelinmes
do not jibe with reasonable nonprofit
cash flow, maiy organizations use the
cash they have in hand to tide them
over during lean periods until other—
already committed—money arrives.
Bul this can be a slippery slope. Prob-
lems ocour when vestricted money is
used for impermisstble purposes

without the firm commitment of other

money to cover those purposes.
Hopeful speculation on grant requests
that you merely "feel good about” is a
dangerous game that can end in
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rwined careers and defunct organiza-
tions. People who run Ponzi schemes
share the same fate for the same
TeSons.

Dear Nonprofit Ethicist,

After our founder retired in 2000, my
organization floundered under a non-
supportive board that hired and fired at
least a half-dozen interim directors
while it hunted for a permanent replace-
ment. Some directors quit because they
were underpaid and micromanaged by
the board.

1 was hired in September 2002 and
inherited the board from hell. The
founder refused to provide any help.
There were no donor records to speak
of, except for the corporate/family foun-
dation files, which were'a mess; funding
had been reduced by some of those
foundations and cuf off by others. The
organization had a little more than
$350,000 in reserves. I don’t know
where it came from; but there were no
viable programs other than homework
assistance, no quality staffing or tech-
nology, antiquated phone systems, and
no management systems or program
evaluations.

The board, however, believed that all
was well. To keep the doors open and
maintain some cash in hand, I sug-
gested we get a line of credit while we
rebuilt the organization. Board
members refused and said that [ was
trying to get the organization into debt.
We ate up our reserves trying to keep
the doors open and pay salaries, taxes,
insurance, and so on, Even though the
organization had substantial reserves,
the operating budget had developed a
growing deficit before I arrived, and no
one was listening to the accountant.
Not surprisingly, that deficit grew to
almost $150,000.

Well, four years later, that board is
gone, as are two subsequent boards that
we built. But the organization has sur-
vived, funding is on the rise, and this
year we might just break even. This has
been the most stressful four years of my

SUMMER 2007 - WWW.NONPROFITQUARTERLY.ORG

life, and there are other directors out
there with similar experiences. What
can executive directors like me do in
these situations?

Survivor

Deay Survivor,

Well, lo begin wilh, the six interims
might have been your clearest clueio a
less-than-satisfactory situation. I
have two waords for you: due diligence.
There is no substifute for asking the
right questions up front. (When people
buy a house, Lhey usually hire
someone lo check it out for termiles,
drainage problems, etc. The same
principle applies here.) At a
mianimum, every candidate for an
execulive diveclor position should
review the past three years of an orga-
nizalion's financial stalements and
the associated management letters
provided by the organization’s audi-
tors. Just walking around and chat-
ting up the staff privaiely would
probably reveal a lol as well. If an
organization does not have financial
statements, does notl want lo share
them, or does not want an erecutive
director candidate talking privately to
staff, it is a bad sign.

Now, on another note, I'm not
letiing you off scot-free. First, it is dan-
gerous lo make use of veserves if you're
not sure where they come from,
because nonprofit revenues are often
restricted in some way. No one needs
to be brought up on charges of mis-
spending. Second, unless you were
eqrmning morve on your reserves than
your line of credit would have cost you,
the board’s position on borrowing
money likely made good financial
sense. Nonetheless, congratulations on
pulling through this crisis poind.

Dear Nonprofit Ethicist,

What are the important steps for senior
nonprofit executives to take when con-
tracting and collaborating with consult-
ants—whom they hire to facilitate
events that will include large numbers

of staff during times of great internal
change—to ensure that the open dia-
logue and inclusive methods promoted
in announcement will not be overridden
with micromanaging the process? How
ethical is it to offer employees hope that
their voices will be heard and then to
coerce consultants to silence them or
neglect the emotional side of their expe-
rience?

Quizzical

Dear Quizzical,

Ire glad you browght this up, although
the problem is as much about the
ethics of consulling as it is aboul the
ethics of hiring a consullant, If @ con-
sultant 1s hived by an executive direc-
tor who would like to establish a
long-term relationship with the organ-
ization, for instance, is it reasonable
to expect that the consultant will act
without pandering to the interests of
that position? If a consuliant identi-
Sfies leadership as a blockade to
progress, should the consultant wniwa-
veringly call the situation into ques-
tion? There may be an inherent
conflict of inlerest in many of these
relationships. Even so, it is the Ethi-
cist’s opinion that too many organiza-
tions hirve consultants without giving
clear and consistent guidance. This
kind of sloppiness is expensive and
results in findings that are vague and
wnhelpful. As for soliciting inpul from
stakeholders, orgawizaiions get ihe
kind of product they deserve. If they
don’t ask for input, or if they ask for it
and don’t use it, they risk producing
a consulting vepori that can't be Tmple-
mented because it lacks stakeholder
buy-in. It is also a bad idea o say one
thing and do another.

Woons BowMAN is associate professor of
public service management at DePaul Uni-
versity.

REPRINTS of this article may be ordered
from store.nonprofitquarterly.org, using

code 140201.
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Board Stories Involving Humans

By Ruth McCambridge

Even in the most
institutional of
nonprofit boards,
with a standardized
board design and
plenty of
administrative
support, it is not
unusual to find
trustees in a kind of

mild-to-severe fog.
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ROUP DECISION MAKING I8 AS OLD AS

tribal councils, used by societies in

every century on every continent.

Even in ancient times, tribes and clans

delegated some decisions to the delib-
eration and exchange of a leadership group,
which (when they work well) can lead to better
and more widely accepted decisions.

Present-day decision-making groups share
many of the goals of the prehistoric wise coun-
cils assembled around the campfire and seek to
build their own traditions, legitimacy, and expe-
rience. But humans being humans, all such
groups face the challenges of consensus build-
ing, politics, and other hurdles common to the
decision-making process.

Recommendations on board recruitment
often suggest that people are essentially inter-
changeable parfs, only differing in their profes-
sional training. Plug in an accountant, a lawyer,
a human resource professional, a number-savvy
business drone, and some other good-hearted
souls with time on their hands; schedule some
meetings; and let the governing commence!

This strategy, of course, provides little of the
visceral connection of lived common cause.
There is something random and naive about the
way many organizations go about building their
boards—and it shows. Even in the most institu-
tional of nonprofit boards, with a standardized
board design and plenty of administrative
support, it is not unusual to find trustees in a

RutH McCAMBRIDGE is NPQ's editor in chief,

kind of mild-to-severe fog. A survey by the
Chronicle of Higher Education finds that
40 percent of university trustees admit to feeling
“slightly” or “not at all” prepared to carry out
their duties.' No organization would aspire to
this state of affairs at the staff level, yet an ener-
getic but badly focused board member can lever-
age more control and cause more disruption
than most staff. And a low-energy board is just
a drain.

In what ways do nonprofits need to elevate
the thinking about the development of their
boards? Do we focus on the wrong stuff? This
article suggests that we do and presents a series
of stories that focuses the reader on critical but
neglected aspects of board development.

Those Pesky Human Beings
“No [board] design is automatically great,” says
David Renz, a national expert on nonprofit
boards. “It's just a start, and then you add the
people—and then it often gets really weird, and
that's the way it is. Structure does not and
cannot guarantee performance, although it can
certainly get in the way. The reality is that a
group of talented and committed people can
malke even the lousiest structure work because
they develop processes—sometimes very infor-
mal ones—to get around the flaws.” The same is
true in the reverse, of course: a talented group
driven more by individual ego than collective
mission can make even the most rational of
structures a joke.

This observation probably resonates with

ILLUSTRATION @ CHRISTIE'S IMAGES/CORBIS




What makes this
board work? Each
board member is
well versed in the
realities of life for
the women whom
the organization
serves because
board members
have actively
learned about

these challenges.
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many readers and explains in part why simple
structural approaches to board developrment so
often fall short of desired outcomes. Is it possi-
ble that the characteristics and orientation of
board members matter more than skill sets and
contacts? The answer to this question might
actually excite us out of rote stupor, revealing
more potential for the diversity of board design.

Constituents Above All Else

A battered women’s shelter based in a small Mid-
western town has a 60-member board thatis con-
sensus based and comprises only active
volunteers, who contribute at least four hours a
week to the organization. Few of these volunteers
have overwhelming individual influence—they
are a motley crew, from full-{ime students to car-
penters and accountants—abut the board can and
does mobilize on a moment’s notice. The board is
not always in accord. There are no term limits:
when board mermbers object to the organization’s
direction, they vote with their feet. Decisions are
made by modified consensus. To outsiders the
board structure might seem untenable, but it has
some characteristics that make it work quite well:
all board members have the common experience
of having participated in a 36-hour training
program that focuses not only on the practice at
the shelter but on the theory behind the practice.
This is required for any volunteer (and therefore
any board member), and all board members have
direct experience with the women who stay at the
shelter.

What makes this board work? Each board
member is well versed in the realities of life for
the women whom the organization serves,
because board members have actively learned
about these challenges. They watch how situa-
tions unfold over time, the women'’s interactions
with the police, the courts, the schools and their
batterers. They are adept at judging the impact
of budget decisions and organizational strate-
gies because they have this knowledge and
because their training gives them a grasp of
program options in general and puts the theory
of this particular program in context.

This board framework would not work every-
where, but it has some intriguing elements in
terms of board members' deep understanding of
program, constituents, environment, and a
design thatis well suited to the particulars of the
organization. A description of the “structure”

sounds ominously untenable to many. But when
this organization suddenly lost most of its
funding, the board mobilized itself and all of its
friends and, within six months, had significantly
improved the organization's financial position
from where it was pre-crisis.

Agreements on the Focus and Role of

the Board are Mutable

The Sailors’ Beacon Preservation Group is ded-
icated to restoring and maintaining a lighthouse
in the Pacific Northwest. The board is a mix of
local blue- and white-collar professionals,
including fishermen, architects, insurance
agents, and farmers. The organization has a
strong founder who is now the executive direc-
tor, and the board struggles to provide a balance
through its governance function. Some new
board members rotate out quickly in frustration
over a lack of board control, especially if they
have had experience on other boards. Others
remain on the board for years at a time—there
are no term limits—and are highly engaged in
helping the grassroots effort to maintain the
lighthouse and develop education programs for
the public on maritime history. These board
mermmbers provide flexibility for the strong found-
ing leader and engage in high-level conversations
that ensure a focus on mission. They sometimes
lock horns with one another or with the direc-
tor, but in general the board members who stay
enjoy serving on a board that has developed a
culture that reflects the needs of the lighthouse
and of the public.

This group was not always effective in its gov-
ernance role, however. During the mid-1990s,
there was intense conflict between the founding
executive director and board members, who
wanted to share the reins. An organizational
consultant helped the board with some classic
role definition, enabling merbers to recognize
that there was quite a bit of board business that
they had neglected and that they could sirilee a
balance if they defined their governance work
within parameters rather than focusing solely on
the work of the executive director. There was a
seminal planning meeting on a cold winter’s day
at the lighthouse, where the board and executive
director agreed to a strong vision and mission.
For the next decade, board members were
deeply oriented toward the mission, and every
boardroom decision was made with this mission
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Fach board fits its
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as the key screen. Finally, the group created an
annual check-in on its own performance and
worked to improve the governance function. The
strong-minded executive still posed some chal-
lenges to work with, but rather than tear and
claw at the strengths of the founder, the board
strengthened its own role, held itself account-
able, and worked to improve itself incrementally
and to create accountability with its publics, its
mission, and among each other.

Again, this structure doesn’t work in every
organization. But according to the organizational
consultant hired to improve the maritime non-
profit, when the board placed the mission at the
center of the conversation, everything else fell into
place. Each board fits its nonprofit in a slightly dif-
ferent way, and many board types and patterns
work. In some cases, the fit may work for a while
and then need some revision. This is not. a failure
unless we cast it that way. If anything, the sector
is lacking in creative board design.

Negative Effects of a Well-Intentioned Structure
The board of a statewide coalition of local activist
groups meets quarterly, often just barely making
quorum, Among the board members, levels of
knowledge, energy, and interest vary consider-
ably, which is not surprising given that the coali-
tion’s 30-plus member organizations each appoint
arepresentative, some of whom care deeply about
public policy and some of whom are just plain dis-
interested. There is also a mix of executives and
line staff members on the board, reflecting the
orientation of the member group to the coalition.
Meetings take place in the middle of the state and
often start late because of the delayed arrivals of
the less motivated. The coalition spends a lot of
time and psychic energy on dead-end discussions
and on conflicts among the members. Sometimes
individual board members bring their conflicts
with their home groups to the meeting, which
only confuses things. Members often resort to
reciting the bylaws to one another. Still the coali-
tion gets the work done, breaking new ground in
law and policy and lobbying successfully for
funding streams. Its accomplishments are attrib-
utable in part to a small group of committed staff
and also to a small core of active board members
and independent stakeholders. Participation may
not be equal, but invested groups create organiz-
ing capacify sufficient to the statewide purpose
of social change.

This example raises the issue of appointed
board members, which over time often looks
much better in theory than in practice. The idea
behind appointing board members is that
certain kinds of organizations need buy-in from
other partner organizations for their boards o
function well. This leads some small-scale social
engineers to require that seats on the board be
reserved for appointed members from those
organizations. This structure does not, of
course, indicate whether there is any heartfelt
participation among individuals or whether
there is any cheristry of mutual attraction to a
goal that makes a group really sing.

In “Boards Behaving Badly,” Owen Heiser-
man discussed the unfortunate legacy of a man-
dated policy of “inclusion” in community
antipoverty agencies.” One national organization
I know of said it was fine idea, as long as the
board retained its original liaison board
members. But with each successive representa-
tive, the purpose of hoard membership became
more vague; indeed, showing up at all was more
about what a representative was required to do
for the home-appointing organization than about
a sense of commitment to the organization. This
is clearly not a good dynamic for any board, and
it creates a two-class system of board members.
In this case, the result was pretty much the
antithesis of the women's shelter board men-
tioned previously: distantly connected, unmoti-
vated, and uninformed members do not an
exciting board make. It's not that appointed
board members are necessarily a bad thing, but
they bring some significant challenges to team
building.

If appointed board members come from an
agency that funds the organization, it can add
another layer of complexity. Another organiza-
tion I encountered was established with an
appeinted board comprising middle-manage-
ment staff in state agencies that work with
women making the transition from welfare to
work. The charge of the organization: advocacy
for better practice at those agencies. The orga-
nization's first director was a tireless critic of
the unwillingness of stale agencies to cooperate
with one another. But at some point, they proved
him wrong with a well-coordinated campaign to
oust him from his job. The organization then
limped along as a service group. State-agency
representatives stopped coming to meetings,
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and eventually the mandate for their participa-
tion was removed from the organization’s
bylaws. Certainly, questions should have been
raised up front about the sustainability of a
board that included members appointed from
agencies that were the target of the group’s crit-
icisms. But the private funding source involved
saw inclusion as a way of selling the idea to the
then-administration—which changed after the
next election, of course—along with agency
heads.

We have all seen these appointed and par-
tially appointed boards flounder and fail, but
precious little research has been done on this
design issue, and little in general has been
written about it. Again, a few committed
humans can overconie these kinds of structural
barriers, but it almost always means that an
organization has a titular board and a group of
behind-the-scenes players who make things
happen.

Imprisoned by Board Culture

The board in a low-income community organi-
zation is a stickler for process. Forty years ago,
the organization started out as an innovative
collection of community activists, but now it
offers a standard menu of service programs
whose parameters are defined by the state.
Board members are recruited for their techni-
cal skills and their political and social contacts.
The board is dysfunctional, with opposing
cliques attempting to capture new members to
their point of view. Mean-spiritedness is the
order of the day. Each meeting starts with a
lavish dinner and then the presentation of an
executive report, which is usually lengthy and
defensively structured. Defensiveness is reason-
able, considering that board performance
reviews of the executive are either overly effu-
sive (during the honeymoon stage, the new
executive director is greeted as organizational
savior) or highly critical (once the director has
inevitably fallen from the perch), with great
detail provided on the executive's failings.
Formal language and Robert's Rules paper over
any acknowledgement of the depth and chronic
nature of the board’s problems. Executive staff
at the CEO and CFO levels circulate in and out
of the agency through a revolving door, often
leaving tangles of financial and relationship
problems with funders.
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What makes this board malfunction? During
its formative years, two well-respected individu-
als led the organization, The board supported
but also depended on them as the glue and
public face of the organization. Subsequent exec-
utives were less able 1o bring cohesion or excite
loyalty from the board as a whole, and the board
inevitably splintered into two camps: one for and
one against whoever happened to occupy the
executive's chair at the time. Thus the board-
room is a space locked in conflict and fraught
with danger. People either stay out of the line of
fire or join a side. Real conversations take place
in the parking lot on the way out. No amount of
retreat is going to affect the tenor of the room
until those who inhabit it admit that they are the
problem—and that’s a tall order. After all, they
are volunieers and each of them, with some
legitimacy, views himself as a community-
minded individual. As they squabble with one
another, many of the programs and relationships
with funders are in a free fall. This board is in
the habit of offloading responsibility and has
instituted a “Love ya now, hate ya later” cycle
with all executives. A steady stream of consult-
ants enters and leaves without effect.

Look around any community, and you will
see sad boards; happy boards; focused, aligned,
thoughtful, and mission-centric boards; pedan-
tic, self-satisfied, and tiresome boards; sloppy
boards; and obsessive-compulsive boards. When
humans come together, they create a whole of
the parts, which can seem confounding when
the whole is much less than the sum—a
common complaint of boards. But the group
may have created its own invisible limitations—
a very human characteristic.

There is little attention paid to the gestalt of
boards, but of course each board has one. A
gestalt involves three sets of attributes: the
entity in all its own complexity, the entity’s
context, and the relationship between them. So
an organizational gestalt—and when it is func-
tionally separated, a board gestalt—can reflect
the eulture of the organization's sector, ifs geo-
graphic area, the governance preferences of the
local United Way , or all of the above. It can also
be deeply affected by the “creation story” of the
organization. Did the organization have to fight
its way into existence? Was it the product of a
large, ill-informed grant from a national founda-
tion that later abandoned the infant effort?

The boardroom is a
space locked in
conflict and fraught
with danger. People
either stay out of
the line of fire or
join a side. Real
conversations take
place in the parking
lot on the way out.
No amount of retreat
is going to affect the
tenor of the room
until those who
inhabit it admit

that they are the

problem. ..
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Human beings tend

to carry epic stories
forward as fables with
morals, and they will
force-fit outcomes to
their expectations
even when that means

repetitive failure.

FOCUSING ON YOUR CAUSE INSTEAD O'O

Human beings tend to carry epic stories forward
as fables with morals, and they will force-fit out-
comes Lo their expectations, even when that
means repetitive failure. Does the board tend to
lead, or does it follow a strong execuiive? Does
the board appoint members, or does its member-
ship elect board representatives? Not only do
these questions matter, but the stories that
explain how the organization arrived at its
present state also matter.

Cultural attributes cannot always be struc-
tured in or out, but acknowledging them pro-
vides a board with more control. As Edwin
Nevis, the president of Gestalt International
Study Center, says, “Awareness is the precur-
sor to effective action. Awareness leads to
choice.”

I have discovered that people can be shy
about naming such stuff—opting instead to
banish a few purveyors of disturbance from the
room—only to find this troublemaking mysteri-
ously replicated by others shortly thereafter. You
may recognize this dynamic from family
systems therapy. The board is, after all, a group
of human beings.

There is No “Away”

One NPQ reader writes: “There is a bit of a dis-
connect in the cultural approaches [between
board and staff]. It's not a real issue, but my
board does not play a major role in the heart of
the organization. While T could recruit new
board members onto our board who think differ-
ently, I also have to keep our public credibility in
mind. It's very handy to have a well-respected
lawyer or businessman on the board for that
reason. It does not feel right, in terms of our real
ethos, so it’s a fudge. [1] don’t know what the
sohution is yet.”

One rule of systems thinking is that there is
no “away.” If we dump hazardous waste, it will
come baclk to haunt us. The same goes for sliding
our boards to the side. We are often confused
when staff acts out of one set of motivations and
the board out of another. Sometimes this is a
function of a board’s belief that it should take a
certain stance to counterbalance staff behavior,
but sometimes it is just a function of relative iso-
lation (which can easily happen if the executive
is the only point of contact). This duality—and
the tendency of boards to be insufficiently famil-

iar with the details of the work of the organiza-
tion—often leads to executives’ attempts to
“manage” (read: marginalize and contain) the
board.

An attempt to “manage” the board often
leads to its members being the last to know
about organizational problems. The programs
can have a terrible reputation, the funders can
lose trust, and the surrounding community may
have an opinion of the organization that belies
its mission intentions—withont the board really
accepting that this is the case. The board may
have a heroic view of the organization, even if
that view coexists with a sense of discomfort
about things left undone.

This, of course, can lead to a revelatory
moment when the board finally “hears” negative
information that has been building over time.
Such revelatory moments can be brutal and
bloody. In ore case, the attorney general cited
an organization for a questionable fundraising
strategy after the board had been told repeat-
edly that the organization might have hosted a
wealth of other ethical lapses. But it was not
until the staff led an open rebellion that the

board had an epiphany. Until the mutiny, the
board acted as though it had been unfairly
singled out by the IRS and that the internal
alarm sounders were merely expressing per-
sonal agendas. Board members took no steps to
ensure that protective protocols were in place.

On the other hand, a failure to manage how a
board receives and interprefs information may
cause its members to focus on relatively unim-
portant details and lose sight of core organiza-
tional strengths. Executive directors worry that
their boards won't balance the big picture with
the details. This inability to rank organizational
issues can waylay an organization, sometimes
interminably, and that’s why the basic proposi-
tion of the policy governance model is inviting
to some boards and executives (a colleague
recently described the Carver method to me as
the “executive empowerment model™).

For an executive to feel comfortable in relin-
quishing the bad habit of “managing” the board,
he must depend on the board chair and commit-
Lee chairs to frame and manage conversations,
and that requires that the character, back-
ground, and, most importantly, the alignment of

Sage Software helps Michele Mercer, Director of Database Operations for the Foundation Fighting Blindness, o see the foundation’s Aﬂl:i"it"'s just one of our many software and service solutions, from entry~level accounting and contact
fundraising efforts from every possible angle. Michele’s Sage Nonprofit solution offers a full range of capabilities fo manage Management to end-to-end solutions for accounting, CRM and HR. All of W"lﬂh come Wlﬂl expert ﬂd'ﬂﬂes
Pver}rthmg from fund accnuntlng to donor relallonshlps to iundralsmg gvents like the foundailon s national UisionWa!k program installation, training and support, For a fresh perspective on your organization, /1|« <[y 01

An attempt to
manage the board
often leads to its
members being the
last to know about
organizational

problems.

UR CASH FLOW. THAT'S SAGE 360°.




It has always struck
me as next-to-insane
to bring people on to
a board when they
have no significant
experience in the
work of the
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board members with the mission are primary
criteria for recruitment and leadership. The
women'’s shelter exemplifies this principle. All
its board members were steeped in the theory
and practice of the organization. Three months
of volunteering at the shelter sorted out who
worked well with others. And, as Harrison and
Murray’s article on page 24 notes, the character-
istics of the board chair are particularly impor-
tant. In the case of the shelter, the board chair
was an unassuming, humble woman, respectful
to everyone, not a gossip, quick to laugh—but
steady as all get-out.

In Conclusion

People are strange: some for better and some for
worse. So it has always struck me as next-to-
insane to bring people on to a board when they
have no significant experience in the work of the
organization. It's a swift way to borrow trouble.
How do we know how they work in a team
setting? Do they like to build cliques and secret
allies, or do they care enough about the work to
spend time selflessly on it? What better way to
test such things than to organize people into
working committees. Do they produce? Do they
follow through and bring others to the work? Are
they self-aware or quick to defensiveness (“Who
are you calling defensive? I'm not defensive!™)?

Creating committees that involve people who
are interested in what you do and are well
charged has so many benefits. But among them
are more advocates, more long-term donors (vol-
unteers tend to give), more creativity, and more
connections. Such committees make the organ-
ization more dynamic and give it higher profile,
and they are a wonderful testing ground to iden-
tify those humans who can be trusted to be
thoughtful, enthusiastic stewards.

Here is my first suggestion: build these com-
mittees, and dedicate real staff time to them.
Make them a part of your engagement strategy.
Mix up the members between staff, con-
stituents, and interested others, and watch who
rises to the surface as a prospect for board
service. Use them to encourage the appropriate
mélange of community activists and leaders
who might produetively populate a board that
can be trusted with the organization's future.

My second suggestion is to think more cre-
atively about governance in general. What role
could it ideally play in your organization, and

what board design facilitates that? Get past the
defanlt mindset of “boards must do this” and
“boards should do that” to find the truly imagi-
native and inspired functions your board can
and should Tulfill. Most, obviously, don't rely on
fundraising prowess and connections as the lens
for board recruitment, You may be conditioned
to believe that connections are your key to a
healthy budget, but recent research finds no
proof that organizations that recruit for connec-
tions are any better off than those that do not.
Moving away from a myopic focus on rote board
functions can reveal potential for additional
board contributions—beyond fundraising—and
the strange, wonderful, and insightful people
who might be recruited to realize these board
visions.

There is lots of room for variation. Little is
written in stone regarding the shape and use of
boards. Yet decades of consulting would have
groups believe otherwise, and so good people
waste inordinate amounts of time trying to fit
Lheir unique organizational cultures into pre-
seriptive models. Governance is not a structure
but a process. That process must remain respon-
sive not only to what the constituents and the
organization need but to what the dynamic in
the boardroom and between the board and the
executive needs to be to get the work done in the
most optimal way possible.

Finally, the dedication of each board member
to the accomplishment of the mission and best
interests of the organization’s constituents
should be unquestionable. This is hard to ensure
without each board member having spent con-
siderable time in the work of the organization
and with a variety of constituents. It only makes
sense to create testing grounds elsewhere in
your organization for the quality decision
makers and advocates you really need on your
board.

Endnotes
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SOLIDARITY

Boards in

Small Nonprofits:
What About Friendship
and Solidarity?

by Christine Bertrand and Johanne Turbide

The connection y INCE THE BARLY 1980S, NUMEROUS WORKS
| have focused on governance in non-
between objectives, "\ profit organizations. Researchers’ infer-
ﬁ est in nonprofit management stems
=

means, and aims— 8 60 the many differences between for-
profits and nonprofits, particularly regarding the
as well as concept of ownership, the availability of

‘ resources, and the assessment of performance.
ali gnment between These differences ensure that the connection
between objectives, means, and aims—as well

stakeholders’ and as alignment between stakeholders" and a non-
profit’s objectives—are more difficult to identify
a nonprofit's in third-sector organizations. These differences
o explain in part why nonprofits cannot be
objectives— managed with the same principles as those used

in the for-profit, sector,
are more difficult As some of the titles within the literature
suggest, many works on governance are norma-

to identify in
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tive and prescriptive.* Some literature, however,
looks critically at the relevance and usefulness
of newly proposed models, and researchers have
suggested that, because the models in question
are poorly adapted to the third sector, they are
for the most part unusable in practice.

This article investigates whether there is a
discrepancy between the recommendations of
the literature and the realities of nonprofit oper-
ations. We wanted to focus on smaller nonprof-
its and observe how board members exercise
governance in each of three small community
organizations located in Montreal.

We have compared the use of so-called best
practices—which are often prescribed in a one-
size-fits-all mode—with what Lucie Bégin refers
to as “the solidarity perspective,” which is “the
values and beliefs to which the stakeholders in
various sectors subscribe in order to give
meaning to what they are doing.™

Nonprofits’ Use of Intentional or
Best-Practice Mechanisms
In the literature, defining organizational mission
and strategic planning are central responsibili-
ties. Others include defining the organization’s
long-term objeclives and focusing on exlernal
issues in order to clearly identify the needs of
the market; understanding the needs of various
stakeholders; acting as the organization’s
guardian of values; conducting the organiza-
tion’s affairs ethically and legally; not interfer-
ing with organizational operations; and
assessing the risks that the organization faces.
Some research suggests that administrators
should set an example by making financial con-
tributions to an organization.! In addition to
setting an example, having administrators
donate their own money to a nonprofit prompts
them to take their management role seriously.
Researchers also emphasize that board
meefing attendance is important; when adminis-
trators attend these meetings, they become
more actively involved in the organization, and

their attendance increases the nonprofit’s per-
formance. It is therefore essential to keep an
attendance record to discourage absenteeism.

Other researchers stress the importance of
orientation sessions for new members in order
to develop a common vision; others recommend
ongoing training, such as assigned reading,
interacting with other boards, presenting cases,
offering courses, and so on.

But the research on third-sector governance
tends to articulate the one “best way” for non-
profits to approach governance. At present, the
empirical findings reflect a completely different
reality, and several researchers question the one-
size-fits-all formulas that are adapted mainly
from for-profit practices.

John Carver, for example, says that few of the
organizations he has studied could even account
for the best practices they use. “Fewer than
5 percent of the boards I have encountered over
the past decade were able to furnish me with
board policies!” he writes.?

Based on a field study of 12 nonprofit boards
in New York, Judith Miller concludes that board
members have a tendency to manage according
to personal and professional skills rather than
use the organization’s mission as a reference
point.“ In a study by William Brown, 30 percent
of 66 executive directors say that their boards do
not consider the interests of various stakehold-
ers.” Thomas Holland’s findings are similar
(where a large number of study partficipants
could not identify a single group of “constituen-
cies”?), and Holland concludes that this may
explain why communication with stakeholders
is frequently lacking or haphazard.” In fact, many
respondents to Holland's survey believed that
external communication is not a board task, but
rather the responsibility of the director or staff.
Of course, reality often differs from the best
practices identified in the literature.

While the research recommends that non-
profits should have a diversified board in order
to best represent the community, a survey con-
ducted by K.B. Fletcher reveals that members’
age, race, and education don’t significantly influ-
ence the performance of a board.” Furthermore,
the current profile of nonprofits is inconsistent
with the diversified image of boards recom-
mended in the literature, In fact, according to a
survey conducted by Martha Golensky, the

typical nonprofit board member is a white male -
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between the ages of 41 and 50 years old who
holds a management or professional position in
a for-profit company.”

While an advisory committee should select a
nonprofit board to ensure proper control, Hans-
mann notes that “in some nonprofits this control
is really only formal: in practice, the organiza-
tion's board of directors nominates its own suc-
cessors.”™

The literature also recommends that non-
profits have a dismissal policy to address fre-
quent absenteeism. But the reality is that
organizations often don’t have the luxury of
observing this best practice. In fact, Golensky
found in her 2000 study that dismissal policies
are rarely applied. “Many of the respondents,”
she writes, *admitted that policies allowing for
the removal of a board member who has missed
too many meetings are rarely enforced.”

Finally, case studies and other empirical
research on board performance evaluation in
third-sector organizations reveal similar conelu-
sions. While best practices recommend the eval-
uation of board meetings and performance, the
majority of organizations in these studies don't
evaluate the process, lack evaluation criteria,
and don't have time for these efforts, given that
members are often volunteers.

Our Findings: Three Small Nonprofits

With annual revenue of less than $250,000 and
five or fewer permanent employees, our three
case-study nonprofits are representative of the
majority of organizations in Canada, where
85 percent of nonprofits have even less annual
revenue. We compared the practices of these
organizations with the literature on best prac-
tices in nonprofit governance. For the purposes
of this study, we term these formal best prac-
tices under the rubric of “intentional.” Under the
heading of “spontaneous,” we group practices
that involve a nonprofit's more immediate drive
for survival.

We collected data over a three-month period.
For each of the organizations studied, we inter-
viewed three individuals, attended one or two
board meetings, and reviewed relevant docu-
ments (such as minutes of proceedings, finan-
cial statements, and budgets). Although the
cases presented here are real, we have changed
the names of the organizations at their request.

Our findings suggest that small nonprofits
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don’t use best practices for governance as pre-
scribed in guidebooks and training programs.
Instead these organizations are driven more by
spontaneous mechanisms that evolve from the
two pillars of the nonprofit environment:

e the organizational culture (the sharing of
values and the commitment of members); and

® mission- and purpose-related activity (i.e.,
the solidarity perspective).

In the three organizations we studied, the
intentional roles, responsibilities, rules, and reg-
ulations are at best considered theoretical prin-
ciples that do not apply to the day-to-day reality
of coping with cash-flow problems, staff
turnover, and the diffienlty of serving con-
stituencies.

The Reality of Small Nonprofits
Founded in 1998, the New Immigrants Networlk
(NIN) helps immigrant family members reunify.
NIN’s mandate is to develop a support network
for families arriving in Montreal. There are three
full-time employees and a chief coordinator. The
organization's budget is approximately $120,000.
At the time of our study, the seven positions on
the board were filled by six external members
from the area and one member representing ben-
eficiaries (who was often absent from meet-
ings). Members often did not respect their
mandates because they did not have enough
time to give to the organization. The coordina-
tor manages the agenda of board meefings, pro-
vides a report and feedback on past activities,
and presents upcoming events. According to
board members, their roles consist mainly of
attending board meetings, trying to find new
sources of funds from government or other
donors, and assisting the coordinator in the
supervision of activities offered to beneficiaries.
Founded in 1997, Drop-in Center (DC) is a
walk-in care center for underprivileged
members of the neighborhood. Originally, the
founders hoped to create a facility with full
accommodations, but lack of funds prompted
DC to open a daily care center instead. The staff
has six part-time employees, including a part-
time director. The operational budget is approx-
imately $230,000. At the time of our study, the
organization faced a serious financial crisis. The
size of its board has varied over the years, from
three founding members to a maximum of 17
positions. At the time of the study, however, 11

Our findings suggest
that small nonprofits
don't use best
practices for
governance as
prescribed in
guidebooks and
training programs.
Instead these
organizations are
driven more by
spontaneous

mechanisms.
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The solidarity
perspective allows
small nonprofits to
operate without
all the material
incentives that

for-profits offer.
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volunteers sat on the board, and members were
trying to enlist additional recruits. The board
conprises mainly businesspeople. Opinions dif-
fered among volunteers as to whether the organ-
ization should operate as a daily center or fight
to establish a full-accommodation center. The
importance of the mission statement, financial
factors, board responsibilities, and controls
were also perceived differently by the intervie-
wees.

In 1986 a group of parents from a poor area
of Montreal ereated Snowdon Family Circle
(SFC). The mission is to support parents of
young children and to develop collaboration and
friendship among underprivileged families. Two
full-time staff members—neither of whom hold
the position of director—work for the organiza-
tion, which has a budget of approximately
$100,000. In 1999 the organization almost closed
because of a major financial crisis, but the gov-
ernment sent a consultant to help it recover and
become better organized. The board is made up
of nine members, six of which must be nomi-
nated by the beneficiaries (in concert with the
consultant’s recommendations). During inter-
views and meetings, we observed that board
members had an operational agenda, in part
because a director had not yet been identified.

The Solidarity Perspective

If nonprofits are not conforming to norms of
best practice, should we impose a standardized
approach to their governance, particularly in the
case of smaller organizations? According to
Lucie Bégin, principles of salidarity differentiate
nonprofits from for-profits:

The community sector is run based on a soli-
darity perspective that characterizes the organ-
izations’ relationships io their environment; the
solidarity of donors who voluntarily contribute
to the funding of services of which they are not
the primary beneficiaries; the solidarity of vol-
unteers who donate their time for the better-

ment of the community; the solidarity that
makes cooperation and consensus the pre-
ferred coordination methods."

The solidarity perspective allows small non-
profits to operate without all the material incen-
tives that for-profits offer. At least in smaller
nonprofit organizations, the monetary reward of
the for-profit sector is replaced by the value of
mutual aid and a willingness to improve the
community. So how is governance exercised in
this context?

Using our analytical framework," we
attempted to answer this question and capture
the degree to which small organizations use an
intentional versus a spontaneous approach and
to shed light on the natural benefits of solidar-
ity, an issue ignored in much of the literature.

In our three case-study organizations, none
of the recommended practices were consistently
observed, with the exception of including exter-
nal members on each of the hoards. The man-
agement approach concentrates on survival,
thus formal requirements often fall by the
wayside in the face of the demands of survival
and service—and those demands can be severe.
The lack of financial resources, for example,
leads to a significant change in the mission for
NIN in order to be eligible for Emploi-Québec
grant programs.

In some cases, board members were hard to
come by, and the lack of availability of current
members were the main reasons for SFC's
tailure to respect the rules regarding the selec-
tion of members and length of tenure. Two board
members from two different organizations
argued that the most important criterion for
board members is a willingness to contribute to
anonprofit's well-being rather than professional
background. For the NIN coordinator, who is
actively involved in the recruitment of board
members, her main concerns were to find board
members who can help the organization get
more funding, who get along well with fellow
board members, and who support the organiza-
tion's activities by contributing financially or by
contributing free time. In her view, such board
members are difficult to find and nonprofits
should retain board members who fit the crite-
ria as long as they can, regardless of suggested
tenure rules,

In all three cases, board members believed
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The intentional
governance
mechanisms
suggested in the
literature do not
apply to smaller
organizations to any

significant extent,
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that their key role was to attend meetings. One
DC board member noted that nonprofits should
look for board members that can contribute
financially too, but admitted that he had been
unsuccessful in convineing his own colleagues
to make yearly donations.

Our results show that there are no risk assess-
ment and control analysis mechanisins in place.
Administrators are not very concerned about
their nonprofit's relationship with resource
providers and do not have reservations about
insurance coverage. Little emphasis is placed on
budgeting, even in the case of DC, which is expe-
riencing serious financial difficulties. It is worth
noting that DC has the most businesspeople on
its board of any of the three organizations.
Lastly, with the exception of DC—whose several
board members from the business community
generally know their legal obligations—most of
the board members we interviewed aren't well
versed in statutes and regulations.

On the other hand, for all three organizations,
spontaneous mechanisms such as organiza-
tional culture, shared values, and member com-
mitment are high priorities. All three
organizations cited a culture of friendship,
which confirms research by Jill Mordaunt and
Chris Cornforth.”” The respondents even said
that while the consensus dynamic is time-con-
suming and can undermine decision making, it
is respectful and emphasizes the importance of
many points of view, so they still valued it. These
findings are in line with Bégin's solidarity per-
spective, which suggests that cooperation and
consensus are central to smaller and less-
resourced organizations. Roméo Malenfant's
research reveals similar results; he found that
shared values makes management less hierar-
chical.” This reinforces organizations’ need to
be nimble in an unstable environment.

Our study also validates characteristics such
as members' mutual trust and commitment. But
these spontaneous mechanisms do not neces-
sarily guarantee effectiveness and efficiency. In
DC, which is experiencing financial difficulties,
members realize that too much confidence,
coupled with few intentional controls, have led
to the fraudulent behavior of staff members.

These organizations also validate other spon-
taneous mechanisms such as competition and
legitimacy. Competition is a decisive factor for
each of the three nonprofits, since their survival

depends on it. Respondents criticized the lack of
funding requirements, which has led to an
increasing number of organizations having to
rely on the same pool of funding. Legitimacy is
an important mechanism in nonprofit gover-
nance, because any doubis regarding the legiti-
mate use of funds or the quality of work can
threaten a nonprofit's existence. After SFC was
sued in 2000, its revenues decreased by half,
Subsequently, the board established a task force
to better control the hiring of employees and vol-
unteers and the handling of finances.

Limitations and Future Research

Our research of small nonprofits confirms our
hypothesis: the intentional governance mecha-
nisms suggested in the literature do not apply to
smaller organizations to any significant extent.
That's unsurprising given that these mechanisms
don't apply to many other nonprofits as well. Our
study has also allowed us to better understand
why certain practices recommended in the liter-
ature may be difficult to apply in small nonprofits.
Among the many determining factors, the insti-
tution of formal procedures can be seen as a
threat to informality and as a challenge to the
cohesion created by frust and friendship. Addi-
tionally, the instability of small nonprofits means
that management spends a great deal of time
fighting for the organization’s survival rather than
implementing formal control mechanisms. These
nonprofits are driven by values and interests that
are far removed from what books say about how
to “efficiently govern a nonprofit.”

Nonetheless, the exclusive use of sponta-
neous mechanisms may place small nonprofits
at a serious disadvantage. Future research
should focus on the distinctive characteristics
of a nonprofit’s context. Then it may be time to
advance some of the good-governance principles
associated with the solidarity perspective (and
a graduated adoption of intentional practices).
The solidarity practices of small groups are an
important asset for small nonprofits to govern
with a realistic grasp of their context.
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CHAIRS

Respondents
perceive highly
effective chairs as
assets to their
organization.
Conversely, they
view ineffective
chairs as problematic
for boards and for
the organization

as a whole.

2 Best a

nd Worst

of Board Chairs

by Yvonne Harrison and Vic Murray

08T EXPERIENCED OBSERVERS OF
nonprofit governance agree that
board chairs can have considerable
influence on board operations. But

““ not much research focuses on the
critical position of board chairmanship and the
factors that determine its potential for positive
or negative impact.

To better understand how board chairs affect
their organizations, we recently completed two
phases of a research project (and have plans for
a third). In 2006 we undertook the first phase of
this pilot study, conducting in-depth interviews
with 21 respondents in Seatile, Washington, and
in Victoria, British Columbia. Respondents were
split nearly evenly belween experienced non-
profit board members and CEQOs. In 2007 we
launched the project’s second phase, which con-
sisted of an online survey of 195 nonprofit
leaders representing a variety of perspectives
(including those of board chairs, board
members, CEOs, staff service volunteers, and
stakeholders) from across the United States and
Canada to verify the results of the study.

| I".' '.ql-ll,nl |-. ..'l

Yvonne HARRISON is an assistant professor in the
Center for Nonprofit and Social Enterprise Management.
at Seattle University in Seattle, Washington. Write to her at
yharrison@sealttleu.edu. Vic MURRAY is an adjunct pro-
fessor in the School of Public Administration at the Uni-
versity of Victoria, British Columbia, Canada. Write to him
at vmurray@uvic.ca.
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Our research identifies three groups on which
board chairs have influence: (1) other board
members; (2) CEOs and management teams; and
(3) external stakeholders, such as funders, regu-
lators, and clients. Although our exploratory
research doesn’t touch on this, we have devel-
oped a framework that outlines the factors that
might shape the behavior of chairs, such as back-
ground (i.e., age, gender, education, and previous
leadership experience); characteristics of other
mermbers in the relationship, such as the CEO;
and characteristics of the arganization (such as
the age, mission, and culture). The organization’s
larger environment—such as economic and
political factors, the organization’s climate of
competitiveness or cooperativeness, and so on—
can also affect board chair behavior.

Phase-One Findings

Our preliminary research findings suggest that
there is considerable commonality among those
qualities respondents perceive as hallmarks of
effective and ineffective chairs. Respondents
perceive highly effective chairs as assets to their
organization. Conversely, they view ineffective
chairs as problematic for boards and the organ-
ization as a whaole. The table on pages 26-27 fea-
tures some of these common characteristics.

Findings from the Online Survey
In terms of the personal qualities of exceptional

board chairs, the findings of the online survey

PHOTC © ROBERT LEVIN/CORBIS




The Highly Effective Chair*

The Highly Ineffective Chair* The Highly Effective Chair* The Highly Ineffective Chair* |

The Chair's Impact on the Board

The Chair’s Attitudes and Values (as perceived by board members and CEOs)

+  |scommitted to organizational mission; is passionate, enthusiastic, and
engaged

- Isknowledgeable about the organization's activities and challenges

- (ansee the big picture

.

"

Is too focused on details and unable to see the big picture
Doesn't convey a commitment to the organization
Uses the board chair position mainly to advance personal career or agenda

The Chair’s Personality Traits (as perceived by board members and CEOs

)

= Ischarismatic and communicates a broad vision with which others can
connect

+  Isextroverted butnot bombastic; is at ease with people of all types

+  Istrustworthy and calm

- Isintelligent and grasps complex situations quickly

- Has asense of humor

Is egotistical and dictatorial (ineffective chair personality type one)
Is introverted and well meaning but unable to inspire others; is uncom-
fortable in a leadership position (ineffective personality type twa)

The Chair's Conduct (as perceived by board members and CEOs)

+ s proactive; takes initiative in raising issues
+ Takes time to interact with others; doesn't rush others
+ Listens, doesn't argue or criticize
«  Clarifies and helps to redefine issues
Finds common ground when differences arise; manages conflict well

Listens poorly

Daoesn't take sufficient action

Micromanages

Vacillates and takes different positions depending on whom he interacts
with last

Creates or avoids conflict

The Chair's Qualities (as perceived by (EOs)

Mentors and coaches other board members
Is always available when needed

Is nonjudgmental and collaborative

Is always enthusiastic about the organization

Doesn't respect or trust the CEQ
Tends to be critical and unsupportive

The Chair’s Relationships with Board Members (as perceived by board members)

- Isalways well prepared for meetings

= Conducts productive meetings that are on topic, on time, and action ori-
ented

+  Delegates and works as a team player and team builder
- Makesindividual board members feel valued and appreciated

Chairs meetings but fails to lead

Runs meetings poorly, is disorganized, and allows meetings to drift from
the topic

problems

Is too protective of the CEO and staff; doesn’t push the board to assess the
performance of the organization or itself

Uses the board chair position for personal benefit

The Chair’s Impact on the CEO

organization
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- Increases hoard commitment to the organizational mission
Produces clear plans

. Reduces unwanted board turnover

- Attracts high-quality members to join the board

- Ensures that meetings are focused, efficient, and produce clear dedisions .

Increases board turnover
»  Fails to resolve major problems, such as a poorly performing CEQ or lost
funding, until its too late

The Chair's Direct Impact on Stakeholders

. Facilitates funding by helping to get grants or contracts
- Improves relationships with existing or potential partners

Loses the support of key stakeholders

The Chair’s Indirect Impact on the Organization

«  Takes the organization in a new direction

grant
«  Helps improve staff morale

- (Createsa paradigm shift in the organization’s thinking and behavior
- Saves the organization from insolvency by helping it to renew a major

= Respondents did not provide examples of the behavior of ineffective
chairs resulting in serious damage to the organization. The directimpact
cited above can do larger damage, of course, but respondents indicate
that problems were fixed before permanent damage was done,

*Responses indicated greater diversity when respondents were asked about their experience with ineffective chairs; responses for effective chairs were more uniform,

mirror first-phase findings. Trustworthiness,
intelligence, and good listening skills are the
highest-rated qualities for board chairs; being
dictatorial, critical, and motivated by self-inter-
est are the lowest-rated qualities.

With the benefit of a larger database, we
used factor analysis to identify which charac-
teristics of effective and ineffective chairs hang
together. Our analysis yielded five clusters of
effective board chair leadership characteristics

e 5 flexible
® [s comforiable with people of all types
o [s nonjudgmental

2. Commitment and action competencies:
e Has a strong commitment to the

e Uses a proactive approach
e Devotes time to the organization
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3. Analytic skill competencies:
* Can see the big picture
¢ Can clarify and resolve issues
® Can handle contentious issues
4. “Willingness to creale” compelencies:
* Has high intelligence
© [s an innovative thinker
* Has confidence
5. Ability-to-influence competencies:
e Has connections and influence with key

; a uster of qualities common to ineffec- eople |
« Isclearabout the role of the board and can communicate it to others Contributes to confusion over the board’s role ,nd olzle.cl q p DU & to |
ZES ; : tive i » Uses connec
«  Serves as a facilitator rather-than a superior - Isn't proactive; doesn't focus on key issues, and avoids confronting a m . : = Ons
1. Relationship compelencies: advance the organization

The two lowest-rated [
characteristics of board
chairs were combined to

The Chair’s Relationships with Stakeholders (as perceived by all respondents) e Has strong listening skills form one indicator of chair

' . o [1as a calm demeanor ineffectiveness, which we call ¥
+  Hasstrong contacts with key people outside the organization «  Isn't proactive in reaching out to stakeholders o Has a friendly persona “dominating behavior™:
+  Iswilling to use contacts to help the organization - Doesn'thave, or make use of, external contacts @ Is humble » Ts dictatorial and domineering y

® Pursues a self-serving agenda rather
than contributing to an organi-

This article highlights
the characteristies of

| organization zation’s well-being |
»  Increases the CEQ's feelings of competence and boosts morale Increases turnover of valued staff  Has a clear commitment to getting |
Contributes to the improved decision making of the CEQ Inhibits needed change; contributes ta the “slow death” of the things done Discussion




Experience Base of
Respondents to the Study

. Respondents in the first set of 21 interviews had a
Trustworthiness,

minimum of five years of experience in their role

intelligence, and and had worked with at least three board chairs.

good listening skills These respondents came from a diverse group of
organizations in terms of organizational mission,

are the highest- budget size, staff size, and dependence on volun-

rated qualities for teers. In our subsequent online survey of 195 non-

profit members in the United States and Canada, a

board chairs; being majority of survey respondents reported they had

dictatorial, critical, interacted with at least three different board chairs.

and motivated by

highly effective and highly ineffective board
chairs as perceived by those who work with
them. The behavioral and personality character-
istics of highly effective chairs are remarkably
similar among the various groups of respon-
dents to the online survey.

Respondents highlight the same qualities and
skills of effective chairs as those the literature
cites as desirable characteristics of nonprofit
leaders in general. Our findings are also consis-
tent with several leadership theories. Ralph
Stogdill, for example, suggests that effective
leaders are charismatic, cooperative, and socia-
ble and know how to influence others, while
Shelley Kirkpatrick and Edwin Locke cite
cognitive ability, motivation, and confidence

as essential leadership qualities.
- Theliterature also cites the follow-
| ing characteristics of effective
leaders, which parallel our
- findings:
k ¢ Being goal directed
® Having emotional maturity, self-,
and social awareness (also known as
“emotional intelligence”)
* Being creative, flexible, and persistent
e Being committed and inde-
pendent-minded and under-
standing the big picture;
being compassionate and
proactive (also known as
“spiritual intelligence™)

self-interest are
the lowest-rated

qualities.

Our findings are also consistent with the
findings of Richard Leblanc and James Gillies,
who conclude from a 2005 study of 39 corporate
boards and interviews with 194 board members
that there are two types of board chairs. The
first, which the authors refer to as “conductors,”
are effective managers because they

[R]elate very well to management, have a keen
interest in good governance and serve as the
hub of all-important board activity. They under-
stand group and individual dynamics and
possess remarkable leadership skills, both
inside and outside the boardroom. They relate
exceptionally well to the CEO (if a nonexecu-
tive chair), committee chairs and other direc-
tors. They lead the setting of the agenda, run
meetings effectively, moderate discussion
appropriately, manage dissent, work towards
consensus and, most importantly, set the tone
and culture for effective corporate governance.

The second type, known as “caretakers,” are
ineffective because they either exert too much
influence or not enough.

5o What? The Practical Implications

The aim of our research was to learn more about
the characteristics of outstanding board chair
leadership. But we can also draw some conclu-
sions about how a nonprofit organization can
better select highly effective chairs.

The most important step is to develop a posi-
tion description for the chair’s role. This should
include specific responsibilities of the position
vis-a-vis (a) the board, both as individuals and
as a group during formal meetings; (b) the CEO
and other members of the management team;
and (¢) external stakeholders. The results of our
research can serve as a foundation for the ele-
ments these statements should contain.

A position description should also include the
qualifications for the job, such as the required
level of knowledge about the organization as well
as the desired leadership characteristics and
interpersonal skills. Again, the results of our
research provide some guidelines on the kind of
person one should look for.

One of the best ways to develop qualified
board members for promotion to the chair posi-
tion is by establishing a clear systern of succes-
sion. Future chairs would be appointed to the

WWW.NONPROFITQUARTERLY.ORG - SUMMER 2007

position of chair elect or vice chair. The under-
standing would be that the person holding such
a position would move into the chair position
within a year or two. Those in such roles can
then consciously understudy the chair role.

Finally, it is possible to improve the chances
of selecting top-notch chairs if boards are
willing to carry out formal evaluations of their
own performance. In such a process, members
can be asked, “Which board member do you
think has the greatest potential as a future chair-
person, and why?”

In short, the secret to consistently appointing
highly effective board chairs lies in making the
process more formal and thoughtful by identify-
ing the kind of person you want and by making
a conscious effort to find and develop that
person for the role.

What’s Next? Future Research

While phases one and two of our research have
yielded important information about the quali-
ties that define effective board chair leader-
ship, we have much to learn about this
important position. A key unanswered question
is, Which factors are most important in creat-

ing an effective board chair? Is a board chair’s
personality the most important factor, or is it
partly a function of the kind of people s/he has
to work with or characteristics of the organiza-
tion within which the chair and the other key
actors work? The third phase of our research
will address these questions in greater detail.
To this end, we are looking for current board
chairs, executive directors, board members,
and external stakeholders who can discuss
their experience of being, or relating to, board
chairs. The problem is that there are very few
publicly available lists of such people, which is
why we are turning to the readers of The Non-
profit Quarterly for help.

If you are the kind of person who finds such
research worthwhile and are willing to help us
gather future data, you can take a brief two-
minute questionnaire that indicates your will-
ingness to assist in the next phase of this
research. The link is accessible from the Center
for Nonprofit Leadership on Seattle University's
Web site at www.seatleu.edu/artsci/npl.

REPRINTS of this article may be ordered from
store nonprofitquarterly.org, using code 140204.
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LOYAL OPPOSITION

Loyal
Opposition

by Patricia Bradshaw and Peter Jackson

The true value of

governance lies . || | Dboards of directors tread a very
YA fine line. Those who seek to lead
neither in leadership .\ || the organization run the risk of
i ~ usurping the role of the CEO. f
norin fg”owerghip, Those who follow the CEQ's lead run the risk of
abdicating their responsibility and joining the
but in the unjq ue ranks of management. In fact, the true value of
governance lies neither in leadership nor in fol-
role of * |0ya[ lowership, but in the unique role of “loyal oppo- .
sition.” l
opposition i For many years, boards of directors of Cana-
dian corporations and public institutions were ?
criticized as being “parsley on the fish” (decora-
tive but not useful) or an old boys’ club, where
protection of fellow members and mutual back- I ;
scratching ranlked ahead of any other obligation, /.
Largely ignored by organizational theorists until g
10 or 16 years ago, boards are now intuitively

understood to be important, but their funetion - ' :
is still not fully conceptualized. This lack of SESSSS \\ e S

clarity is problematic for individual directors
striving to exercise due diligence and fiduciary _ —
responsibility and for regulators and quasi-reg- [ e e _— s
ulators seeking to establish guidance on good = ‘ e - A Ty
practice. e
Certainly, it is no longer appropriate (if itever [N -

I HEN IT COMES TO GOVERNANCE, /

Parricia Brapsuaw, Pu.D, is a professor at the
Schulich School of Business at York University in Toronto, Rp—
Canada. Peter Jackson, CA, is an independent consultant b I e

in Toronto. He is also CAmagazine’s technical editor for PGP e - r

control,
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.

Every strong leader
needs a sounding
board, an outside
mirror that will
help in monitoring
the increasingly
unpredictable

environment.
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The concept of loyal opposi-
tion means being opposed to
the actions of the govern-
ment or ruling party of the
day without being opposed
to the constitution of the

political system. In Japan, the

United Kingdom, and many other Commonwealth countries, the leader of the party possessing the

largest number of seats in Parliament while not forming part of the government is termed the loyal oppo-

sition. Their constitutional function is to scrutinize government legislation and actions. While frequently

opposing the ruling party policies at every turn, the leader of the opposition is not opposed to the gov-

ermnment’s right to rule.

was) to rubber-stamp every senior management
proposal. But, boards that seek to exert more
control and influence over the executive team
may only escalate political maneuvering. As a
result, power either remains with the execulive
team or shifts into the hands of the board—or
there is like-thinking among the two groups.
While organizational politics are a reality, power
struggles of this type are detrimental to the
board’s ability to exercise its mandate most
effectively.

Rather than look at the role of the board of
directors, it's helpful to focus on the functions
of governance, leadership, and management. If
an organization is to operate effectively, each of
these three functions must be performed by
sormeone or some group.

Organizational theory recognizes that the
leadership function is about creating a transfor-
mational vision of the direction in which the
organization should be heading and “telling the
story” in a compelling faghion. Power comes to
leaders who create a cohesive, inspiring story
that all will follow and believe, and strategic
direction falls out of that vision. The more com-
pelling the story, the less the vision is ques-
tioned and the stronger the leader. John Roth's
ability to create a story about Nortel that so few

questioned or doubted is an example of both the
power of charismatic leadership and the risks of
being believed too much.

The management function is to implement
the vision and bring the strategy into operation.
Together, leaders and managers must ensure
that stakeholders, both inside and outside the
organization, see the strength and wisdom of the
direction established and that the confidence of
shareholders is never shaken.

So what is the function of governance within
this framework? Directors know that they
should not meddle in management, but they
might not understand that governance is distinct
from leadership. Many directors are also strong
leaders in their own right and may see little alter-
native to the board fulfilling or supporting the
leadership funetion. Well-intentioned, sincere,
and committed, they slide into the leadership
function by creating the vision themselves or by
guiding the CEQ, especially if the CEO is seen as
wealk.

The function of governance is to protect the
organization from a too-successful leadership
role. The compelling vision created by a charis-
matic leader can become a type of prison—a
tunnel vision. Leaders become the hero or
heroine in the drama of their own creafion. As
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The Mule

Organizations formed in 1954, 1962, 1970,

1978, 1986, 1994, 2002 and 2010

Mule Boards are capable of carrying large loads for long
distances (sometimes only to be found unexpeciedly expired
one morning; mules don't always know their limits). Stubborn
and plodding, the Mule Board seldom changes direction unless
forced to do so, but may stop dead in its tracks if asked to
diverge from a path well-trodden. Observers sometimes
wonder at its ability to survive the ages, while predators

just love to get one of these off on its owi.

The Spider

Organizations formed in 1955, 1963,
1971, 1979, 1987, 1985, 2003 and 2011
The Spider Board is an agile creature, the
spider creates complex webs of strategic
relationships, understanding that these
are sometimes transient struetures but
eritical to their ability to survive. This
board is especially good at drawing on
the resources and capacities of others

it attracts to the web and it tends to

take conflict in stride,

The Sheep

Organizations formed in 1956,

1964, 1972, 1980, 1988, 1996,

2004 and 2012

The Sheep Board is happy to follow the
herd, protesting “baas” notwithstanding.

The Sheep Board's barking border collie

is generally a government funder. A docile
“go along to get along” type of being, Sheep
Boards tend to be good company in relation-
ships, and understand that there is danger
afoot when one gets separated from the rest,

The Beaver

Organizations formed in 1957, 1965, 1973,
1981, 1989, 1997, 2005 and 2013

attempts to corral them by normal mea

It probably should come as no surprise,
to the nonprofit board development wor
you probably have guessed by now, we're
to be known as “The Board Whisperer.”

Perhaps you've heard stories about them, Like

paraphrase the words of a well-known movie h ors
ble, they help boards with “people trouble.” Far fi

stand that some boards simply suffer the bad gov
Even very good people, when immersed in that wit

Board Whisperers are guarded about the strategi
instance, promoting their tacties in the classroo
ing around Alliance for Nonprofit Management cor

While picking through a roadside jumble sale in (i

Board Whisperer's most basic guides to praciice 2
of there,

Handed down from generation to generation ol
al guide to personality type: a dimension slo
nance board,” the “fraditional board,” the “fil
can possibly have two dramatically differ
same type.

We recognize the field's seemingly i
tools, so we are pleased that we g
resource to light. While no doubt

this basic version of the Ni
of nonprofit hoards
cope with the ¢

Hard working, the Beaver Board is willing to take on difficult

The Peacock

Organizations formed in 1958, 1966, 1974,

1982, 1990, 1998, 2006 and 2014

Aceomplished and satisfied, the Peacock Board may be found
sunning on the lawns of the well-heeled. Peacock Board mem-
bers are drawn to glitz and festivity, and tend to be attractive
ereatures that add cachet to those already inhabiting competi-
tive social circles. Image is substance to the Peacock Board.
Their vocalizations are considered annoying by others.

ar of a rather hidden yet fascinating side

one is willing to admit exists! Yes, as
underground phenomenor that has come

18 cousins, the horse whisperers, these shad-
d boards master their inner demons. To
se sages don’t help people with board trou-
the boards they help, board whisperers under-
ot comes from years of difficult experiences.
we call “nonprofit governance,” can act badly.

that they employ. You won't find them, for
the field, just as you won't find them hang-

or more of the latest in best practices.

we happened across a rare copy of one af the
We paid a pittance for it and hightailed it out

the Nonprofit Board Zodiac is a gener-

conventional labels of “policy gover-

‘and others, It helps explain how we
though both are described to be of the

r for additional board assessment
a printed version of this unique
s vichness embodied in the

‘Zodiac helps all leaders
‘to understand and
onprofit board

The Skunk

Organizations formed in 1959,

1967, 1975, 1983, 1991, 1999 and 2007
The Skunk Board can be heard at the start of
board meetings tearing open unread sels of
hoard materials, paying critical attention
to lunch arrangements and board
reimbursements. At the times these

board members do pay attention, they
make commitments but fail to follow
through—yet few call them on it because
it'll just make a big stink. Maybe the next
set of board members will be better?

Macaque

Organizations formed in1960, 1968,
1976, 1984, 1992, 2000 and 2008
Inquisitive, intelligent, and quick to turn

its head and act on judgments, the

Macaque Board seeks and perceives signifi-
cance and importance in everything in its
world. This sensitive board is high-strung with
a short attention-span: too long confined, this
board resorts to spinning endlessly, racking,
and self-mutilation.

Wolf

Organizations formed in 1961, 1969,
1977, 1985, 1993, 2001 and 2009

The Wolf Board is aggressive and entrepreneurial.

tasks and thankless jobs. The Beaver Board instinctively under-
stands that its strength is not to adjust to prevailing forces, but
to bend or stop them wherever possible. It focuses on substance,
building, and layering structures one on another over time.
Sometimes all their hard dam work gets wiped out by external
forces, but they leave behind an essential ethos: that which is
considered impossible, often is not,

Well-attuned to exploiting the weaknesses or distress of
others, it is not unusual for these boards to hunt smaller

or injured organizations and then go in for the acquisition.
Hungry for action, the Wolf Board's aggression is “results-
oriented,” though it may mask its own ailments and problems
that, untreated, may be the source of its own demise.




Governance should
be a“radical”
function that seeks
to challenge the
root assumptions

of leadership.
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Where Loyal Opposition Fits

Leadership Management Governance
(championing) (implementing) (challenging)
Stakeholder Align dominant Scan stakeholders and

Inform stakeholders

relations stakeholder coalitions represent views
Implement the vision
Vision Tell and sell the vision and give feedback Challenge the vision
on progress

i Be accountable and ;

P EKG_ICfISE DGW_eLand require accountabilit Fupassandrestion

i L q ; y existing power structures

structures from subaordinates

both the producer and the star, they cannot step
back from the script that continually unfolds to
see if the story line is still coherent. In a world of
uncertainty, rapid change, and environmental
chaos, plots can quickly become outdated, but
the writer may not notice. Business schools
teach case studies of companies that misread
changes in their environment, in technology, in
the demographic profile of customers, or in
society’s values. Aspiring managers are taught
to monitor and scan their envirorument and also
to be self-critical and aware.

The challenge, of course, is that a truly
visionary and compelling leader has to believe
his own vision. Ambivalence is quickly detected,
and leaders who express doubt are accused of
not walking the talk or of not being strong and
dynamic. If you are seen as a winner and a
leader of distinction, it is almost impossible not
to be caught up in your own myth. We can say,
“Reflect, be humble, share your weaknesses and
be self-conscious,” but this is asking leaders to
be heroic beyond what is reasonable or even
realistic. One person simply cannot do it all.

Instead, every strong leader needs a sound-
ing board, an outside mirror that will help in
monitoring the increasingly unpredictable envi-
ronment. Reflection and questioning, reframing
and reassessing are key responsibilities of the

governance function. Therefore, a board's per-
formance of that function can challenge the
leader’s vision, ask whether it is in alignment
with the environment, assess the risks implicit
in it, and obtain assurances that management is
implementing it effectively. A board can also
confront the leader with different interpretations
of the script. The story line will grow stronger
and more compelling as the leader defends the
vision and adjusts it based on the meta-level cri-
tique of the board of directors.

Governance should be a “radical” function
that seeks to challenge the root assumptions of
leadership, to address those matters that are
normally taken for granted or are not discussed.
Governance involves deconstruction of the deep
structures of power (the glass ceilings, the
unspoken privileges, the inequities that are so
familiar as to be invisible). It involves generat-
ing alternative visions or scenarios and testing
to see if they are more robust and resilient than
is the eurrent vision. It also involves asking
what-if questions and celebrating diversity and
multiplicity of views.

A robust governance function is a challenge
to the vision from which the leader derives
power, and some leaders may find this person-
ally threatening. Loyal opposition is not always
voiced in friendly tones, but the clash of oppos-
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ing ideas can be as productive as sollo voce sug-
gestions. Far greater than the risk of offended
sensibilities is the risk to the organization when
no governance funetion is being performed. Gov-
ernance is absent if the board sets the direction
and fulfills the functions of leadership itself, or
if the board and executive share the leadership,
or if the board merely rubber-stamps the execu-
tive's vision. No governance is being performed
if the board unquestioningly believes the vision
and sees it as an objective reality. The outcome
is an organization that risks being limited by an
ontdated view of the world, under a leadership
blind to certain events taking place around it.
Top management is not the only place where
leadership functions can be performed; middle
and lower management are not the only place for
performance of management functions, and the
board of directors is not the only place for gov-
ernance. Each function can be performed at
many levels. Employees, for example, can deliver
invaluable critiques of the existing vision (if the
leader is humble enough to listen), based on
their day-to-day, front-line experience in
working with customers, suppliers, competitors,

and other critical stakeholders. As well, differ-
ent organizalions at varying stages of develop-
ment may assign functions differently. For
example, a volunteer-driven nonprofit agency
may have members of its board of directors play
a key role in shaping the organization’s vision.
There is nothing wrong with that, as long as the
board recognizes thal it (or someone) must also
step back into the governance challenge role.

However, board members should examine
the governance function of their organization
and assess whether it is being performed ade-
quately. In these increasingly uncertain times,
both strong leadership and engaged, effective
governance are required, as is diligent manage-
ment. Leadership, management and governance
must be brought to bear on the key aspects of
work throughout any organization.

Reproduced with permission from CAmagazine, pub-
lished by the Canadian Institute of Chartered Accoun-
tants, Toronto.

REPRINTS of this article may be ordered from
store.nonprofitquarterly.org, using code 1402065.

Top management is
not the only place
where leadership
functions can be

performed

Do you know the 7 warning signs
that something may not be right in your nonprofit?
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SUSTAINABILITY

If the board has to
think about the
short-term financial
health of the
nonprofit, then its
survival is probably
at risk, and cash

is always the first

place to go.
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More Than Monitors:

The Board’s Role in
Sustainability

Editors’ Note: The following NPQ interview with Richard Brewster, executive dirvector of the
Nutional Center on Nonprofit Enterprise NCNE (www.nationalene. org), highlights some of
the critical bul often overlooked aspects of board leadership in ensuring short- and long-term

sustainability.

NEPQ: In your experience, how do nonprofit
boards generally approach discussions of orga-
nizational finances?

Brewster: Well, the danger is that boards—or
rather, individual board members—concentrate
on what is of particular concern to them to the
exclusion of everything else. You often end up
with a bunch of oppositional conversations,
where various board members champion their
points of view or the particular services they
care about, with the overall welfare of the non-
profit placed somewhere in the distant back-
ground. A good board, led by its chair, will
instead focus on what is necessary to achieve
short-term financial health—if that is an issue—
and long-term sustainability.

NPQ): To guard the short-term health of the
organization, what should boards pay attention
to?

Brewster: Cash—pure and simple. If the
board has to think about, the short-term finan-
cial health of the nonprofit, then its survival is
probably at risk, and cash is always the first
place to go. The board may not need to be
involved in cash management, although when
the risk level is high, those board/staff roles can
and sometimes should mix, but it needs to
assure itself that it is being done well.

Besides asking for a cash projection (the
amount of money slated to come in and go out
of an organization and when), the board should
look at the following: (1) whether and for how
long the organization can make payroll, (2)
whether and when the organization can reason-
ably expect to pay creditors for planned expen-
ditures, and (3) how to ensure that the nonprofit
doesn't take on debt it can’t afford—using lines
of credit, for example, or by dipping into endow-
ment or investments inappropriately. When an
organization is under stress, staff may be
tempted to cut corners in the way it manages
money. This tactic is generally motivated by
hope, but the board needs to help play a
guardianship role with the development of well-
crafted policies that protect the organization
from falling off a cliff.

A lot of times the board of an organization in
short-term financial trouble will first be called
on to do emergency fundraising, If a member of
the board has easy access to money that will
solve the problem—especially if it is unre-
stricted—and this will not disrupt the nonprofit
unduly, then fine. But the first responsibility of
a board is oversight, not fundraising, and to
spend time on this effort to the exclusion of
ensuring fiscal discipline is a failure of account-
ability.
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N P(): What should boards focus on if they are
concerned about long-term sustainability?
Brewster: This may be counterintuitive, but
the central question is the quality of the
program. In other words, the worst threat to
nonprofit sustainability is when your program is
crap. Anonprofit’s only reason for keeping going
is to change people’s lives, communities, the
environment, and so on for the better. If a non-
profit is not making the biggest difference it can
with the resources available, it is being waste-
ful. From an economist’s perspective, it is not
putting its resources to best use and is ineffi-
cient. T'd find it odd to apply the word sustaén-
able in any really meaningful way to such an
organization.

I once visited an agency that provided disabil-
ity care services. I walked into a foyer with a
frayed linoleum floor on which, in a corner, a
client with cerebral palsy was sitting kind of
splayed out. A staff person was talking o me as
if there was nothing out of the ordinary, and
other staff members were walking around,
paying him zero attention. At some point, | asked
about the man, and the staff member reacted a
bit defensively but gave me to believe that I
should not concern myself with him. This organ-
ization had enough money to continue this kind
of demeaning service, but it was not what the
National Center on Nonprofit Enterprise would
call “economically sustainable.” It was not
putting its resources to best use in terms of its
mission.

INP©): This is an unusual answer from a finan-
cial—sorry, economic—wonk. But how exactly
can a board ensure that a nonprofit is “putting
its resources to best use?”

Brewster: Wonk? 1 think not. This is a chal-
lenging aspect of board leadership. The usual
answer these days is to introduce outcome
reporting. Many nonprofits have to do this
anyway for funders, but in terms of good gover-
nance it is a complete waste of time unless the
board has taken a number of steps first. The
most important of these is for the board to
clearly identify the “moral owners” of the organ-
ization, as John Carver might call them. In a
human services organization, they would be the
users of services. The second is to establish
what the best possible quality of experience
would be for service users in the types of service
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or activity in which the nonprofit is engaged—
primarily, of course, by having extensive contact
with users. The key principle is “Do unto
others.” Many nonprofits provide service users
with a fantastic quality of life, but some organi-
zations' board members and staff (and annual
reports) extol services and premises that they
wouldn’t put their cat in—never mind live in
themselves.

1 believe that the board’s role is to keep this
desired quality of life front and center for both
its members and staff. Staff has the challenge of
converting this picture into nuts-and-bolts serv-
ices that deliver this quality of service and there-
fore put resources to their best use,

Board members can be disruptive when they
represent key stakeholders’ experience and
views in this way, but it can also lead to highly
productive and innovative interaction between
board and staff. T recall one thorn-in-the-side
board member who had a son with severe devel-
opmental disabilities. The board member had
what many would consider an unrealistically
high expectation of service quality. He ham-
mered on and on for apolicy ehange by which all
decision-making committees in the organization
should include an advocate who would spealk for
those who couldn't speak for themselves. Need-
less to say, he created a great deal of tension, but
in the end that tension was productive. The
other board members agreed that such a policy
would be a powerful expression of the non-
profit's values, and staff found a way of creating
and financing such a service.

NP What other steps can a board take to
ensure long-term sustainability?

lirewsier: The main one is to set in place and
earefully monitor a policy that requires a signifi-
cant level of reserves. It's stating the obvious, but
reserves provide a nonprofit with the money to
invest both in the continuation of its current
activities and to improve guality and innovate in
the way I've just described. Indeed, it would be
quite wrong for a board or board member Lo
insist on quality of life in the way I've just
described if he has not also paid attention to cre-
ating a pot of unrestricted money—a part of the
nonprofit's reserve—to allow for innovation.

REPRINTS of this article may be ordered from
store.nonprofitquarterly.org, using code 140206.

The worst threat

to nonprofit
sustainability is
when your program

is crap.
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ENGAGEMEMNT

Engagement Governance /o
System-Wide Decision Making

by Judy Freiwirth, Psy.D.

Because nonprofits
are ultimately
organized to benefit
their constituencies,
they have a
responsibility to
include their primary
stakeholders—
their constituents—
in organizational

decision making.

NCREASINGLY NONPROFITS HAVE COME TO
- recognize that traditional governance
models are inadequate to respond effec-

- tively to organizational challenges. This

~ article argues that the structure of most
boards of directors prevents nonprofits frorm
being effective and causes them to lose their con-
nection and accountability to those they serve.

Why is a more inclusive governance frame-
work native to nonprofit work? With their roots
in this country’s early voluntary associations,
nonprofits are vehicles for ordinary people to
accomplish common interests, Thus nonprofits
have natural constituencies that can advocate
the organization’s work with funders and gov-
ernment, subsidize the organization's work
through voluntarism, and direct the organiza-
tion’s perspective on how to address problems
and move into the future.

Even though many nonprofits have become
professionalized, these qualities provide organi-
zations with programmatic accuracy and visibil-
ity. And because nonprofits are ultimately
organized to benefit their constituencies, they
have a responsibility to include their primary
stakeholders—their constituents—in organiza-
tional decision making.

But the hierarchical structure of many non-
profit boards ignores this central fact and in many

JUDY FREIWIRTH, Psy. D.,,is an organizational consult-
ant and founder/coordinator of the Alliance for Nonprofit
Management’s national network, which focuses on devel-
oping new models of governanee.
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cases does not allow constituents direct involve-
ment in the decision-making process. This can rob
organizations of their programmatic accuracy,
legitimacy, and most convineing champions,

Traditional nonprofit governance approaches
are modeled after corporale governance
systems, creating a strong demarcation between
board and staff, with the executive director
serving as the only link between them. Tradi-
tional approaches also create a class system
within nonprofits. The executive director often
becomes the sole connector to the external
world and filters information about an organiza-
tion’s constituency, which can result in board
disconnection and inhibit effective governance.
Moreover, the trend toward professionalized
boards comprising “experts” can deepen the
class differential between the board and the com-
nunity, further exacerbating the board's discon-
nection from those it ultimately serves.

Beyond the Board

Responding to the need for new governance
models, a network of practitioners and
researchers from across the country has devel-
oped an expanded notion of governance that is
built on participatory principles and moves
beyond the board of directors as the sole locus
of governance.

Although it is still a work in progress,
“engagement governance” is a framework in
which governance responsibility is shared
throughout an organization’s key sectors: that
is, constituents, staff, board, and other commu-
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Community-Engagement Governance

srsgmi s

e

Desired
Community

Desired community impact = primary purpose of governance

Concentric circles = stakeholder groups engaged in shared gover-
nance

The circles represent the different layers of engagement in governance,
with the primary stakeholders (the constituency/community) serving as
active participants in meaningful decision making

Dotted lines between circles = open communication flow and trans-
parency

Elliptical circles = governance functions

The diagram identifies four governance functions: planning, advocacy,
evaluation, and fiduciary care. The circular arrows represent the engage-
rent continuum. Within each governance function, the extent to which
each stakeholder group (constituents, staff, board, other stakeholders) is
engaged in shared decision making may vary; leadership responsibilities
within these functions may also vary among the stakehalder groups,
depending upon the nonprofit
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The four governance functions are the following:
planning functions range from whole-system strategic direction-
setting, and coordinated planning fo input on trends and priorities;
advocacy functions range from joint decisions about policy and
distributed advacacy activities to participation in needs assessment;

«  evaluation functions range from shared participation in design and
implementation and lending resources and expertise to feedback on
quality; and
fiduciary care activities range from stewardship and resource develop-
ment to defining resource needs.

Labels outside of circles = governance competencies
Competencies intertwined with all areas of effective governance

The Alliance for Nonprofit Management's Governance Affinity Group members
who contributed to this framework development are: Michael Burns, Anne Davis,
Jane Garthson, Sue Hamersmith, Mary Hilard, Michael Kisslinger, Steven Klass,
Jeanne Kejis, Tirm Lannan, Rae Leving, Deborah Linnell, Debbie Masan, Diane Patrick,
Regina Podhorin, Brigetie Rouson and Terrie Temkin.
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Engagement
governance more
closely reflects the
essence of nonprofits
by creating vehicles
for constituent
empowerment and

community change.
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nity stakeholders. It is based on principles of
participatory democracy, self-determination,
genuine partnership, and community-level deci-
sion making as the building blocks of true
democracy. Although no governance model fits
all nonprofits, we believe that engagement gov-
ernance more closely reflects the essence of
nonprofits by creating vehicles for constituent
empowerment and community change.

The Premises of the Framework

Above all, the nonprofit sector should advance
democracy and self-determination rather than
dependency and disempowerment, and the frame-
work of engagement governance uses this premise
as its starting point. Our group defines governance
as “the provision of guidance and direction to a
nonprofit organization so that it fulfills its vision
and reflects its core values while maintaining
accountability and fulfilling its responsibilities to
the community, its constituents, and government
with which it functions.” The following are some
premises of the frameworlk:

e Because nonprofit governance frameworks
tend to replicate outdated, top-down structures,
they often run counter to democratic values and
impede an organization’s achievement of its
mission. If those directly affected by a non-
profit's actions are left out of decision-making
processes, the resulting decisions ean be incon-
gruent with constituency needs, let alone organi-
zational mission.!

* Governance is a function and a process, not
astructure, so its functions need not be located
solely within the confines of a board. Tradition-
ally, governance literature has centered on
boards of directors. But legally, there are few
requirements about who can partner in gover-
nance or participate in a hoard. Thus a nonprofit
has leeway in deciding who will serve on a
board, how members will be selected and
elected, and which decisions will fall under a
board’s purview.? Application of engagement
governance depends on many factors, including
the organization’s constituency, mission, stage
of development, adaptive capacity, size, and
community readiness.

* Governance is about power, control, author-
ity, and influence. With engagement governance,
decision making—and thus power—is redistrib-
uted and shared, creating joint ownership,
empowerment, and accountability. As a result,

those closest to the organization's work—con-
stituents and staff—are pariners with the board.
This redistribution of power makes nonprofits
more resilient and responsive and creates a
dynamic community presence.

The Framework’s Design Principles

While this framework is meant to encourage a
variety of governance approaches based on orga-
nizational needs, there are a basic set of design
principles that any organization should incorpo-
rate into a new system of governance.

s A vesults-oviented approach. In contrast to
traditional governance models in which the
primary focus is the effectiveness of the organi-
zation, our framework situates the desired com-
munity impact at its core. This reprioritizes
results as the central focus of nonprofit gover-
nance.

e Shared auwthority among stakeholders. Ina
community-engagement governance framework,
there are three layers of an organizational
system: (1) the primary stakeholders (i.e., the
constituency that the nonprofit serves; (2) the
organizational board, staff, and volunteers; and
(3) the secondary stakeholders (i.e., funders, leg-
islators, other nonprofits, and networks).

As depicted in the Community-Engagement
Governance diagram on page 39, each layer
plays a significant role in this shared-governance
system. The framework allows for various kinds
of participation by all three layers in the system.
An organization determines, along a continuum,
which layers of the organization currently make
governance decisions, which participants should
be involved in future decision making, and how
decisions will be made. Policy changes, for
example, might first be discussed within groups
representing the interests of each layer and then
by the group as a whole or, in very large organi-
zalions, within a cross-sectional group chosen
to represent each sector. Critical organizational
and strategic decisions—such as key strategic
directions or new initiatives—are generally
made together by active constituents, staff, and

board members.

® Open systems, ready deeess. An open
system provides ready access to information
needed for effective decision making at every
level. The “Community-Engagement Gover-
nance” diagram illustrates an open system
between concentric circles, representing the
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ongoing information flow, transparency, and
communication among the stakeholders and
organizational components. After experiment-
ing with this framework in various organiza-
tions, we've learned some key lessons, including
the importance of ongoing communication and
transparency at all organizational levels.

o Redistribuled decision making. Rather
than focus on the common list of governance
roles and responsibilities, it is more useful to
focus on governance functions and then look
creatively at how they can be redistributed. The
Community-Engagement Governance diagram
identifies four key governance areas to explore:
planning, advocacy, evaluation, and fiduciary
eare. In the diagram, these governance func-
tions are shared by the different groups of par-
ticipants, as represented by the “slices” within
the concentric circles in the diagram. These
functions represent a decision-making engage-
ment continuum. The level and design of shared
decision making will vary given organizational
type. It may be appropriate for a board to take a
greater role in fiduciary care to ensure an orga-
nization’s sound financial management and
resource development.

e Competencies. Organizations must have
individual and organizational competencies for
an effective shared-governance system. Outside
the concentric circles in the diagram, four gover-
nance competencies appear: strategic thinking,
mutual accountability, shared facilitative lead-
ership, and organizational learning. These com-
petencies are intertwined with all areas of
governance work and organizational compo-
nents and contribute to organizational adapt-
ability to environmental changes.

Making the Framework Work

Where does a board fit into this shared-gover-
nance system? How does an organization
manage the decision-making process so all orga-
nizational layers effectively participate in deci-
sion making? Doesn't redistribution of decision
making get unwieldy and inefficient?

As we have experimented with this frame-
work in several organizations, we have learned
that an organization must designate one group
to be responsible for coordinating the different
layers and components of governance.

This approach also addresses how a board
can fit into the new system. In some organiza-
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tions, the board can take on the role of eoordi-
nation. Although the extent of a board's role will
vary among organizations, in some cases a
board may design and coordinate the gover-
nance decision-making process for the organi-
zation. For a board to be effective in this role,
however, its composition must truly reflect the
organization’s constituency.

We have also learned that it can be more
effective to organize a cross-sectional team
(comprising the board, staff, and primary and
secondary stakeholders) to serve as a coordinat-
ing council. This team coordinates governance
responsibilities by determining the key gover-
nance decisions as well as who should be
involved and how decisions should be made.,

In many cases, a board will continue to
assume the fiduciary care role by overseeing the
financial management and resource develop-
ment functions. It may also coordinate an exec-
utive director’s evaluation process.

Rather than focus on
the common list of
governance roles and
responsibilities, it is
more useful to focus
on governance
functions and then
look creatively at

how they can be

Next Steps

The engagement governance framework contin-
ues to evolve as we get feedback from practition-
ers and governance experts. We hope that you
will offer your thoughts and experience. We have
already received thought-provoking feedback
about engagement governance, including ques-
tions about the definition of “community” and
the makeup of stakeholder layers, how to sel up

redistributed.

systems for shared accountability, how best to
resolve differences in inclusiveness, and how to
address issues of cultural competency and class
differences in this shared-governance model.
Our next step in developing the frameworlk is to
design processes that help organizations shift to
this new governance framework,

We look forward to your feedback on how to
help nonprofits becorme more inclusive, account-
able, democratic, and influential.

Endnotes

1. Judy Freiwirth and Maria Elena Letona, “System-
Wide Governance for Community Empowerment,”
the Nonprofit Quarterly, Vol. 13, No. 4, 2006.

2. Internal Revenue Service “Good Governance
Practices for 501(c)(3) Organizations,” February 2,
2007,
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CLASSES OF BUSINESS

P+ Social Service/Non-Profit Organizations
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P Mental Health Facilities
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B Emergency Real Estate Consulting Fee
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P Image Restoration & Counseling

P Donation Assurance
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Philadelphia Insurance Companies adds value to the
risk management process. We offer comprehensive policy
forms, custom designed for non-profit organizations’
unique exposures. Additionally, our expertise in loss
control and claims helps you to maintain lower loss
ratios. And, in a market like this, that's what counts!

We offer 4.M. Best A+ rated security, coupled with
exceptional service through our national network

of strategically positioned offices. Give us an

opportunity to handle the risk so you can focus on
the things that matter.

For more information about our products and to
download our applications, please visit our website
at www.phly.com or call us at

1 800 873 4552
www.phly.com
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Nonprofit Risk Management:
Insurance and Beyond

by Melanie L. Herman

ANY ORGANIZATIONS GIVE THE PROCESS
| of assessing risk and creating a
. plan to manage that risk short
-/ 1 ghrift. When nonprofit leaders buy
insurance coverage, they may believe that doing
s0 is equivalent to managing organizational risk.
But buying insurance just finances risk expo-
sure; it doesn’t manage risk.

MELANIE L. HERMAN is executive director of the
Nonprofit Rislk Management Center, a nonprofit resource
center based in Washington, D.C., thatl helps nonprofits
address risk management concerns. She welcomes feed-
baclk about this article and can be reached at
Melanie@nonprofitrisk.org.

ILLUSTRATION © NATIONAL GALLERY COLLECTION, BY KIND PERMISSION OF

THE TRUSTEES OF THE MATIONAL GALLERY, LONDON/CORBIS

While executive directors live and breathe
their organizational mission, they are under-
standably less enthusiastic about tending to the
business transactions that could introduce risk
exposure, such as purchasing property and lia-
bility insurance or leasing office equipment.
Indeed, pondering the numerous what-ifs and
combing the lengthy documents associated with
an organization's risk management activities
can be mind-numbing. But a commitment to
understanding and protecting an organization
from risk can be the difference between surviv-
ing the incident and being destroyed by it.

That said, nonprofits also need to educate
themselves about purchasing insurance and
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look beyond the details of insurance policies to
understand the risks that jeopardize their sur-
vival (see “More Than Monitors: the Board’s
Role in Sustainability” on page 36 for examples
of such behavior). Insurance policies may
provide the funds to compensate victims,
replace damaged or destroyed property, and
cover the cost of a legal defense. In turn, a
broader risk management strategy enables a
nonprofit to sidestep avoidable accidents,
respond with compassion when a consumer or
volunteer suffers an injury, and cope effectively
with the intense media scrutiny that may follow
ascandal. The risk of harm to reputation exists
not only for organizations that are poorly run but
also for those that are well run and pushing the
boundaries in their work.

That puddle of water on the floor at head-
quarters is an accident waiting to happen. The
practice of allowing minimally screened volun-
leers one-on-one access to vulnerable clients
creates a gaping hole in your safety program.
Nuts-and-bolts issues—such as proper training
of staff and implementing accountable
processes—are primary concerns for most man-
agers, but equally important are some founda-
tional interests, such as how an organization
represents constituency interests and whether it
brings intellectual rigor to its programs. While
on the surface these issues don’t seem related
to risk, they contribute to the reputation of the
organization and program quality, which in turn
can help a nonprofit weather the storm of dam-
aging events,

Risk Management and Nonprofit Claims

At the Nonprofit Risk Management Center, we
contend that risk management is a discipline for
dealing with uncertainty. The discipline of risk
management encompasses several perspectives
and activities, including planning for contingen-

RISK MANAGEMENT SUPPLEMENT

cies; minimizing carclessness, accidents, and
mishaps; and examining past losses to aveid
similar situations in the future.

Contrary to common perception, the kinds of
claims filed against nonprofits often involve ordi-
nary events and circumstances such as these:

® an elderly client breaks a hip after tripping
on loose carpet in a nonprofit’s adult day-care
lounge;

® a parent threatens legal action when his
teenage son is dismissed for bringing cigarettes
to an after-school recreation program;

® amember of a volunteer-run support group
threatens legal action after being ousted from
the group for posting unflattering comments
about members on a personal blog;

e the owner of a station wagon brings a claim
against a nonprofit after the organization’s van
backs into her car, causing $2,000 in property
damage; and

® a former office manager of a nonprofit
claims that her dismissal violated state and
federal civil rights laws.

Thanlfully, catastrophic elaims—those
alleging serious harm and seeking millions in
damages—are rare in the nonprofit sector, and
most nonprofits will never face them. Large and
complex nonprofits are far more likely than their
smaller counterparts to confront a claim alleg-
ing negligence in the delivery of professional
services, a violation of civil-rights laws, or a
claimant seeking six-figure damages.

Why Purchase Insurance?

No matter how well they plan for a bright future,
all organizations must prepare for situations
beyond their control. In these cases, an insur-
ance policy may provide funds to defend a non-
profit and compensate an injured party. In
addition to contractual and statutory insurance
requirements, nonprofits purchase insurance so
that they have a source of funds to compensate
those who have been harmed while participat-
ing in the nonprofit’s activities and programs, to
protect board members and other volunteers
from personal liability, and to meet require-
ments and expectations of funders and other
stakeholders. I disagree with the cynics who say
that purchasing insurance makes a nonprofit a
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target for litigation; an organization’s exposure
to risk doesn’t increase just because it pays
insurance premiums. But an organization’s
investment in insurance does improve its abilily
to recover from a loss.

Getting the Most from Your Premium

As we've discussed, understanding potential
harm to a nonprofit means weighing possible
rigks in the context of an organization's mission
and environment. Purchasing insurance is no dif-
ferent, In order to get insurance coverage that
makes sense for your nonprofit, you need to weigh
various considerations, including the agent and
company in charge of your policy, your organiza-
tion's sector and needs, and the conditions of the
market. I have outlined some of the most impor-
tant purchasing dos and don’ts below.

Insurance Buying Dos

e Find an agent or broker who specializes in
‘nonprafils ond whose guidance you trust. Few
nonprofit boards would accept unresponsive or
unprofessional service from an outside attorney
or auditor, yet too many leaders accept poor
service from insurance advisers. There are top-

quality local, regional, and national firms. Don't
settle for less-than-professional service.

e Take the time to understand what youw're
buying. Many nonprofits purchase insurance
with little understanding of what they have
bought. Many executive directors readily admit
that they have limited understanding of key fea-
tures of their organization’s coverage. Seek help
from your agent, broker, or insurance consult-
ant, and insist that answers to your coverage
questions be submitted in writing.

e Ask your agent for a schedule qf insurance.
Your schedule of insurance should itemize your
policies, limits of insurance, premiums, special
policy exclusions, and policy features. The
schedule should also list recommended cover-
age not in force.

® Ask about a betler deal, Unless you inquire
about your premium, the cost of your insurance
renewal is not likely to go down. Before submit-
ting your renewal applications, ask your agent. or
broker about the average renewal premiums of
organizations with operations similar to yours.

 broker ahout the
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www.Insurance for Nonprofits.org

Small or Large...

As 501(c)(3) nonprofits
ourselves, we are proud to
support the efforts of ALL
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specialty insurance coverage
and loss control services

tatlored em!miwe{y for

501(c)(3) nonprofits.

Have your insurance broker
call us today!
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Nonprofits
- Insurance

Risk Retention Group
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SUMMER 2007 « WWW.NONPROFITQUARTERLY.ORG

THE NONPROFIT QUARTERLY: RISK




You should also ask your agent about how you can
obtain a reduction. In many cases, the best option
is to shop around. If your current agent or broker
claims that only one insurer will write your
account, it's time to find a new adviser—someone
with better contacts in the industry. Also, keep
in mind that you are looking for the best value,
not the lowest preminm. Changing carriers to
save a few dollars may be an unwise move.

¢ Stay up to date on markel conditions
(“hard” versus “soft” insurance markets). Cur-
rently nonprofit insurance buyers are facing
soft market conditions; that is renewal prices
are generally steady or decreasing and compa-
nies that specialize in nonprofits will compete
to write your account. Contact your agent a
couple months ahead of your renewal date to
find out what your agent expects regarding
renewal premiums and whether he plans to
approach more than one market or company

specializing in nonprofits.

Insurance Buying Don'ts
* Don’t asswme that your carriey is commit-
ted for the duration. Unfortunately, common

causes of a walkaway carrier (i.e., a nonrenewal)
include filing a claim or reporting the possibility
of a claim. In other instances, a carrier may lose
interest in a segment of the nonprofit sector
(such as foster care, for example) after facing a
large claim. Even though your nonprofit wasn't
the agency filing the claim, you may suffer the
consequences.

e Dan't asswine thal your premium will go
down over time just because you're claim-free,
Price reductions are often reserved for those
who ask or threaten to shop elsewhere.

e Don't be too trusting. Nonprofit leaders
who are truly committed to protecting an orga-
nization's assets and reputation take time to
understand their insurance coverage. Fulfilling
your duty to the organization you serve requires
no less. The statement “Don’t worry, you're
covered” is never true 100 percent of the time.
Don't wait until you have filed a claim to learn
this.

ReEPrINTS of this article may be ordered from
store nonprofitquarterly.org, using code 140208,

At Charity First we put your Charity First,
We are a nationwide company dedicated to
insuring your organization. Our produets and
services are provided by the nation's best
known and respected insurance companies.

Charity First Insurance Services, Inc.
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San Francisco, CA 94105
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The following directory lists insurance and risk management companies. The infor-
mation was either sent by the service provider or taken from their Web site.

Armfield, Harrison & Thomas Inc.
South King St, Leesburg, VA 20175; (703)
737-2212

AH&T makes insuwrance a comfortable
process. Since 1921 the company has
been going above and beyond expecta-
tions to help clients feel confident and in
control of their inswrance and 7isk man-
agement programs. We offer the product
and services breadih of a national megea
brokerage with the detail-oriented,
caring, one-on-one atiention of a
regional brokerage. For more informa-
tion, go to wwre.ahtins.com.

Arthur J. Gallagher & Co.

Two Pierce P1, Ttasca, IL 60143-3141;
(858) 285-5106

The world’s fourth-largest insurance bro-
kerage and risks management services
[firm, AJG—an international service
provider—plans, designs, and adminis-
ters a.full arvay of customized, cost-effec-
tive property/casualty inswrance and
risk management programs. The
company also furnishes a broad range of
risk management services—including
claims and informalion management,
risk control consulting and appraisals—
to help corporaiions and institutions
redice thetr cost of visk. Tn addition, the
company assists clients in all areas of
their employee health/welfure and refive-
ment plans, inecluding plan design,
Junding and administration.

B. F. Saul Insurance

7501 Wisconsin Ave Ste 1500, Bethesda,
MD 20814; (301) 986-6007

B, F. Saul Insurance has been serving
clienls in the Washington metropolitan
area and throughout the country since
1892, As an independent broker, owr
primary responsibility is to vepresent
the interests of our clients. Our success
is a result of a commitment to personal
service, exacting professional standards
and a superior knowledge of the market-
place. As a privately held firm, we
respect our client's desire for confiden-
tial service.
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Chapman & Associates

Founded in 1973, Chapman & Assaciales
is the largest insurance broker in Califor-
nia providing insurance and risk man-
agement services exclusively to nonprofit
organizations. Exceptional customer
service and exclusive Workers' Compensa-
tion, Liability and Employee Benefii pro-
grams have led over 1,800 social service
agencies to choose Chapman. In addition,
the C&A Foundation has provided grants
in excess of $4 million to these clients
since 2000. Main Office: 265 N. San
Gabriel Blud., Pasadena, CA 91107: 800-
285-3095, www.chapmanins.com

CharityFirst

One Market, Spear tower, Suite 200, San
Francisco, CA 94105; (800) 352-2761,
www.charityfirst.com

Charity First puls your Charity First. We
are a national company dedicaled to
insuring your orgonization. Our prod-
ucls and services are provided by the
nation's best known and respecied insur-
ance companies.

David Szerlip & Associates

391 Springfield Ave, Berkeley Heights, NJ
7922; (800) 508-3808

Licensed in 30 states, David Szerlip &
Associates is a specialty insurance
agenecy, specializing exclusively in prop-
erty and easualty insurance for nonprof-
its. We serve a wide range of nonprofit
clients, from large internalional associ-
ations fo small stari-ups.

First Nonprofit Mutual Insurance
Company

111 N Canal St Ste 801, Chicago, IL 60606-
7204; (800) 526-4352

At First Nonprofit Insurance Company,
we wnderstand that nonprofit organiza-
tians are increasingly asked to do more
with fewervesowrces. By offering quality,
affordable insurance protection and an
array of cost-culling services, First Non-
profit Insurance helps you protect your
organization, your clients, your employ-
ees and your volunteers.

Comprehensive
Package Insurance

for Developmental
Disabilities, Addiction
Treatment, Mental
Healthcare &
Community/Social
Services Providers

Over 35 years of
Supporting Those
Who Support Others
makes a

DIFFERENCE

800.622.8272
siegelagency.com

Irwin siegel
agency inc.

insurance & risk management
human service programs
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Great American Insurance Group

49 E Fourth 5t, Dixir Terminal Bldg Soth
400, Cincinnati, OH 45202; (513) 287-8275
Our vision is lo deliver financial solu-
tions that fulfill today’s needs and
tomorrow’s dreans—io be a trusted
partner delivering long-term value io our
customers, employees and invesiors.

Heffernan Insurance Brokers

12012 South Shore Blvd, Wellington, FL
33414; (888) 281-6627

Heffernan msurance Brokers, formed in
1988, is one of Lhe largest full service
insurance brokerage firms in California.
The firm provides comprehensive insur-
mice and financial services products to
a wide range of business and individu-
als. Heffernan is headquartered in
Walnut Creek, Califorwia with additional
offices in San Francisco, Petaluma, Palo
Alio, Los Angeles, Orange, California;
FPortland, Orvegon; Planiation, Flovida
and West Palm Beach, Florida.

Irwin Siegel Agency Inc.

P.0. Box 309, 25 Lake Louise Marie Rd,
Rock Hill, NY 12775-0309; (800) 622-8272
I8A is a leading insurance and risk man-
agement organization serving the
Human Service field and insuring
service providers in 49 states and the
District of Colwmbia. ISA continues to sel
the standards of quality, innovation and
value when il comes to developing new
programs that meet the dynamic nature
of the Fhuman Services field.

Markel Insurance Company

PO Box 3870, Glen Allen, VA 23058-3870;
(804) 965-1724

Markel lnsurance Company develops and
underwriles specially tnswrance prod-
ucls and programs for a variety of niche
markets, including: children’s camps,
Boys & Girls Clubs, Scouts, YMCAs, child
care centers,Hisloric homes, human
services and nonprofits, musewns and
privale libraries. For further informa-
tion, go to www.markelinsurance.conm.

National Insurance Professionals
Corporation

PO Box 834, Poulsbo, WA 98370-0834;
(360) 697-3611

A Division of Risk Placement Services,
NIPC provides retail and wholesale
inswrance brokers access to specially
insurance carriers with which they are
not condracted divectly. For more infor-
mation, go to W wpe.com.
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B. F. Saul Insurance

Providing Insurance Solutions
to Non-Profit Organizations in
Washington, DC for over 50 years
* Specializing in Directors & Officers Liability
* Administration of Professional Liability Programs

for Non-Profit Organizations - Licensed in 50
states

» Complete Property & Liability Services for your
Headquarters and Members

750_1 Wisconsin Avenue

Bethesda, MD 20814
301.986.6007

www.bfsaulinsurance.com

scott.armstrong @bfsaul.com I

(CNERADMAN

Specialists in providing insurance and risk management
assistance exclusively for Nonprofit Organizations

* Caltfornia’s largest insurance broker working exclusively
with 1,800 nonprofit agencies

* Exclusive Workers' Compensation and Liability programs
with excellent rates

* Free access to HR Consuliants, Employment Attorneys
and the MyWave Online Portal

There's a good reason why most social service agencies
choose Chapman & Assodiales.....
Call us to see how we can belp YOUR agency!

Helping those who help others through innovation, service and charity

800-288-3095
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Nonprofits Insurance Alliance Group

A Head for Insurance . . . A Heart for

Nonprafits. As 501(c)(3) novprofits our-
selves, we exist solely to provide o stable
source of liability insurance lo other
501 (c)(3) nonprofits. Currently insur-
ing more than 7,500 nonprofits, we
provide liability insurance tailored
excltusively for 501(c)(3) nonprofits in
21stales and DC. Broad coverage, coni-
pelitive pricing with free, effective loss
control and risk mancgement tools.

Philadelphia Insurance Companies
One Bala Plaza, Ste 100, Bala Cynwyd, PA
19004-0950; (800) 873-4652

Philadelphio Insurance Companies adds
value lo the risk management process.
We offer comprehensive policy forms,

custom designed for non-prafil orgari-
zalions’ unigue exposures. Additionally,
our expertise in loss conlrol and claims
helps you to maintain lower loss ratios.
And, in a market like this, that's what
counts! We qffer A.M. Best A+ rated secii-
rity, coupled with exceptional service
through our national network of strate-
gically positioned qgffices.

Public Entity Risk Institute [PERI]
11350 Random Hills Rd, Fairfax, VA
22030, (704) 366-76556

Serving as a resource to enhance the
practice of risk management throughout
organizations and communities, the
PERI provides relevant and high qualily
enterprise risk management inforna-
lion, training, dala, and data analysis,

Riverport Insurance Company

PO Box 948, Minneapolis, MN 55440-0948
Serving human service organizalions for
more than 15 years, River Insurance
Company offers excepiional property
and liability coverages to nonprofit and
Jor-profit human sevvice organizations.

Unum Provident

Unum is a company of people serving
people. As one of the world’s leading
employee benefits providers, Unum
helps protect more than 25 million
working people and their fomilies in the
event of tllness or injury. See
LR WKL CONL,

Corrections to this directory should be
sent to info@npgimag.org.
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B. F. Saul Insurance

Providing Insurance Solutions
to Non-Profit Organizations in
Washington, DC for over 50 years

7501 Wisconsin Avenue Suite 1500
Bethesda, MD 20814  301.986.6007

www.bfsaulinsurance.com scott.armstrong @bfsaul.com

CHARITY

® Insurance Dedicated to Nonprofits

One Market, Spear Tower, Suite 200
San Francisco, CA 94105
(800) 352-2761, www.charityfirst.com

The Nonprofits Insurance Alliance Group
A HEAD FOR INSURAMNCE.... A HEART FOR NONPROFITS

a guote, so call or visit us online today!

(800) 359-6422,

Nonprofits’ Insurance ext. 10
Alliance of California
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ILLIONS OF DOLLARS ARE
donated each year through a
combination of corporate
foundations, and corporate
offices, and those figures are
on the increase (see “Trends in Corpo-
rate Philanthropy” on page 52), but is
the price of entanglement potentially
too high? Government regulators such
as state attorneys general express
concern about “cause-related market-
ing” relationships in which much higher
paybacks acerue to corporations than
to nonprofits,’ and recently the Senate
Finance Committee issued a report
criticizing pharmaceutical companies’

Corporate Philanthropy 2007:
Finding the Compatible

Intersection

by Andrew Croshy

grantmaking to medical schools.*
Qutside of government, nonprofit
watchdogs have warned grant seekers
about the explicit and implicit strings
attached to corporate support and the
potential damage such support can
inflict on the reputations of unsuspect-
ing nonprofits.? Thus nonprofits are
wise to approach these relationships as
amature partner with a realistic under-
standing of the exchange proposition.
Corporate fixation on “strategic”
philanthropy! means that potential
partner companies, from the local fur-
niture store to the biggest corporation,
will {ry to extract the greatest value

they can from their grants. Nonprofits
need to maximize benefits and protect
against potential risks with the same
vigor as their corporate partners.

To help you with your consideration
of risk versus benefits, we have pro-
vided a partial checklist in the box on
page 54, but first some discussion from
nonprofits that have benefited from cor-
porate money.

What's It All About?

“We as nonprofits have to do our home-
work,” says Tim Sheahan, president and
CEO of the Bays & Girls Clubs of Metro
Denver. For those that do, the rewards

Organization Boys & Girls Clubs of Metro The Center for Arts in Natick Minnesota Council of Nonprofits,
Denver, Denver, Colorado (TCAN), Natick, Massachusetts | St. Paul, Minnesota

Name Tim Sheahan, president and CEO | David Lavalley, executive director | Leslie Nitabach, development

and membership manager

Geographicarea | Metro Denver Natick and surrounding areas Minnesota

of service

Budget $6,000,000 $800,000 $2,000,000

Corporate 10 percent 25 percent 10 percent (100,000 grants plus

donations 120,000 sponsorships)

Yearsin 45 10 20

operation

Members 8,000 1,000 1,780

Web site www.bgemd.org www.natickarts.org WWW,mncn.org
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FUNDRAISING

Trends in Corporate Philanthropy
Navigating the shoals of corporate philan-
thropy might require some good mapping of
the shoreline and landscape. The following
facts may serve as a cartographic survey of
the world of corporate philanthropy today:

= In 2006, total foundation grantmaking
topped $40 billion, with some $4 billion
coming from corporate foundations. But
that’s less than 30 percent of the nearly $14
billion in charitable giving from the corpo-
rate world. In 2005, in terms of foundation
giving, corporate grantmaking increased
16.5 percent, in part because of Hurricane
Katrina- and tsunami-related grantmaking,
the largest one-year proportional increase
since 1997. In 2006, corporate philanthropy
continued to climb another 6 percent.®

« An increasing chunk of corporate grant-
making comes from the pharmaceutical
industry. In 2005 a dozen pharmaceutical
foundations accounted for more than $3
hillionin donations for medications for people
in need. Four of these pharmaceutical foun-
dations now rank in the top 10 largest grant-
making foundations in the United States.
Some critics might suggest that the high
prices of prescription drugs render their man-
ufacturers’ charitable deductions for in-kind
donations a dubious form of philanthropy.

« Overall and in cash grantmaking terms,
the largest corporate grant maker continues
to be Wal-Mart Stores, Inc.; in 2005, Wal-

can be significant. “We actually have
the Denver Broncos funding a Boys &
Girls Chab location, as well as providing
broader support to our organization,”
Sheahan says. “We have a five-year com-
mitment—we’re in year four of it
already—and they are very interested
in renewing it. This partnership has
been a win-win for both the Boys &
Girls Clubs and the Denver Broncos and
a phenomenal investment in our local
youth.” Naturally, the Broncos didn't
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Mart became the first corporation to give
away more than $200 million in cash in one
year.! Other big corporations ranking among
the top 50 grant makers are Ford Motor
Company, Wells Fargo, and Citigroup.®
Among the largest corporate grant makers

One study of nearly 3,000
corporations in 50 cities indicates that
77 percent of corporate charitable
giving stays within corporations’

headquarter communities.”

overall—regardless of whether they use
corporate foundations as their vehicles—
are Bank of America, Altria, Wachovia, Exxon
Mobil, Target, and Johnson & Johnson.”

« Corporate philanthropy is dominated by
a relatively small number of large corpora-
tions. In 2002, 95 C corporations with net
income of more than $1 billion accounted for
40 percent of corporate charitable deductions;
10 corporations alone accounted for almost 20
percent.” Corporations that are particularly
open to philanthropic grantmaking are “con-
sumer sensitive”retail firms that see corporate
giving as increasing their market sales and
revenue growth,” corporations that advertise
extensively, and highly requlated firms.”

decide to support just any Boys & Girls
Club, but the Denver Broncos Bays &
Girls Club branch in particular. A key
attraction was the public identification
of the Broncos’ brand with philan-
thropy; explicit identification meant
publicity, credii, and value.

The Center for Arts in Natick, Mass-
achusetts (TCAN), also successfully
collaborates with local businesses.
“Our recent partnership with a high-
end furniture chain that just opened a

« Not only do a relatively small proportion
of corporations account for a large propor-
tion of corporate grantmaking, corporate
philanthropy doesn't necessarily reach all
geographies evenly: one study of nearly
3,000 corporations in 50 cities indicates that
77 percent of corporate charitable giving
stays within corporations’ headquarter
communities." In 2004, corporate funding
priorities emphasized health and human
services and education: health and human
services received 44 percent of funds; educa-
tion received 14 percent; international
efforts got 19 percent; civicand community
received 8 percent; and culture and the arts
received 4 percent.”

» There is significant growth in corpo-
rate “cause-related marketing”: that is,
attaching a corporation’s name and brand
to nonprofit activities through marketing,
advertising, purchase-triggered giving,
licensing of charitable logos, and spon-
sorships. Between 2002 and 2006, cause-
related marketing sponsorships in the
United States alone increased from $816
million to $1.34 billion." More than 80
percent of Americans say that they would
switch corporate brands, with price being
constant, to help support a “cause,” and
75 percent say corporate commitment to
causes is an important factor in deciding
which products and services to pur-
chase.”

new location nearby has provided the
store with good local publicity, and
TCAN with a new way to reach poten-
tial members. The company’s focus on
the aesthetics of interior design, com-
bined with our focus on the arts, makes
the partnership a great fit,” says David
Lavalley, TCAN's executive director.
Taking a slightly different approach,
the Minnesota Council of Nonprofits
(MCN) partners with a wide variefy of
local businesses and larger corpora-
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tions through foundation grants, event
sponsorship, ad placement, and special-
membership categories that bring
company representatives closer to its
members. “Part of our strategy is to
carefully discern where the joint inter-
estis and to pursue those mutually ben-
eficial relationships while being careful
to protect the interests of MCN and its
members,” says Leslie Nitabach, the
council’s development and membership
manager. “Does this mean that we will
sometimes turn down an opportunity?
You bet.”

As tempting as this potential pool of
investment might be, each of these non-
profit leaders cautions that corporate
contributions come with some obliga-
tions, expectations, and associations
that nonprofits must consider before
sealing any partnership. “It used to be,
from the corporate fundraising side,
‘Sure, we'll sponsor a kid, and it makes
us feel good,” and that kind of thing,”
Sheahan says. “But now we're seeing
corporations want more bang for the

[,

SUMMER 2007 - WWW.NONPROFITQUARTERLY.ORG

buck. They want to know what they're
going ta get out of it and whether it will
come out of the marketing budget or
philanthropy budget.”

A recent study conducted by the
Center on Philanthropy at Tndiana Uni-
versity and sponsored by the Target
Corporation entitled “Corporate Philan-
thropy: The Age of Integration”
concurs: “Overall, the companies con-
sider support for nonprofit organiza-
tions a key business function, not a
marginal activity.”” The report identi-
fies several trends within corporate phi-
lanthropy, including the following:

e a representation of the essence of
what the company stands for rather
than an effort to boost revenue in direct
Ways;

» a way to strengthen the corpora-
tion’s internal and external linkages,
with different goals for internal and
external relationships and, frequently,
different management strategies
applied to these relationships ;

e a “trialogue” among corporations,

nonprofits, and the public (comprising
consumers and community members),
with all participating at nearly equal
“yolume”;

= negotiation with nonprofits as
formal, multiyear partnerships with
contracts and terms and with both part-
ners participating in the responsibili-
ties; and

= an approach that emphasizes build-
ing capacity or changing a field of knowl-
edge or practice rather than supporting
change in the lives of individuals.

These corporations want to main-
tain a positive image and want various
constituencies within the public to view
them as good corporate citizens.

According to the report, corporate phi-
lanthropy is one way to help build loyalty.
Giving may be focused on strengthening
close links such as on employees, cus-
tomers, suppliers/vendors,
shareholders/owners and local commu-
nity (sites); while other giving may be
focused on strengthening more distant
links such as the global community/inter-
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Look Before You Leap

Often the hardest part is beginning the con-
versation and getting the attention of a
potential business supporter. How should
nonprofits go about deciding whether to get
involved in corporate partnerships and phi-
lanthropy? There are several questions to
consider;

1. Does seeking and accepting corporate
funds clearly fit your agenda and give you
desirable flexibility in their use?

2, Do corporate funding and sponsor-
ships come with a quid pro quo to support
the business and its products? If so, consider
this carefully, not only in the present butin
the long term as well, because your non-
profitand the corporation will be exposed to
the failures and successes of each other.

3. Does your organization have a process
for conducting due diligence in researching
potential corporate funders to ensure that t
is appropriately informed about issues and
is prepared to reject potential funding?

national public, regulators/policy makers,
opinion makers/media/stock market, and
the general public.

“We're finding that corporations are
much more targeted and have defined
their interests a lot more than in the
past,” says Lavalley. “And, they have
also more narrowly defined their phil-
anthropic interests as well. For
example, in education or health care
they might seek programs more closely
aligned with their business mission.
They still participate in philanthropy,
but they’re looking for something much
more connected to their business
objectives.” According to the Center on
Philanthropy at Indiana University’s
report, companies are focusing corpo-
rate giving programs into efforts that
show the essence of what they stand
for. For example, Procter & Gamble
espouses the motto “Live, learn, and
thrive”; Wachovia's is “Employee
engagement, stronger communities,
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4. Does your organization have the
human resources to establish and maintain
a corporate partnership? Many corporations
require nonprofits to deliver on a range of
activities and report on their outcomes in
detail.

5. Consider what standards your organi-
zation requires from its partner. Does the
corporation support sustainable develop-
ment? Does the company place women and
minorities in management positions and on
its board of directors? Does the company
have progressive policies regarding purchas-
ing from orinvesting in women-and minor-
ity-owned businesses? Does it have hiring
programs for the disabled? Does it have pro-
gressive policies toward the treatment of
gays and leshians in the workplace? Does
the corporation show a commitment to and
history of fair labor negotiations? Does it
show respect for the environment in its
conduct of day-to-day business?

diversity”; and IBM’s is “Innovative use
of technology to solve problems.” So,
explains Nitabach, “if a corporate
donor wants to reach moms with kids,
because that's who buys most of their
stuff, and they say that that's their
brand, and they're pretty clear about
that. Not every organization can go in
and get general operating support from
that donor. It has to be about ‘How are
you going to reach moms and kids?'
And it can be through the arts, and it
can be through other means; but at the
end of the day, the organization must
clearly demonstrate how they are going
to help the company appeal to moms
and kids, because that's who the
company wants to impress.”

Step Right Up

“Matching the organization’s needs
with the strategic goals of the donor—
that is paramount,” says Lavalley. “We
think carefully about the partnerships

that we enter into as well to make sure
that it's going to feel right to the people
who are supporting us currently. This
is where a competent development
organization can add value, by
researching your own donor or patron
base and seeing if you have existing
relationships with the donor organiza-
tion, individuals who might provide a
better understanding of the things that
are important to the donor. Often these
areright in front of us. Also, connecting
with the local chamber of commerce,
you'll find a number of businesses large
enough to be very interested in some
level of philanthropy, but maybe less
than that huge, megacorporation that
happens to have a headquarters in your
area,”

Timing is also important, notes
Lavalley. “Understand the business
cycle. There are times of the year when
they spend this money, and if they don’t
spend it, they lose it. So if you miss that
window of opportunity, you're probably
out of it until the following year.”

What's in a Relationship?

Nonprofit-corporate partnerships pose
their own communication challenges.
Differences in style and process, com-
bined with the changing field of grant-
making toward more automated
processes mean that nonprofits entering
this area will have to adapt. Increas-
ingly, larger companies are using online
applications and screening as well as
relying heavily on Web sites to commu-
nicate grant and partnership priorities,
According to the Center on Philan-
thropy at Indiana University's report,
many funders see these mechanisms as
a way to be “more transparent in their
decision making about corporate
support for nonprofits.” Yet for some
organizations, the establishment of a
relationship before an application is
submitted is eritical in developing a
partnership. “We've had limited success
with those kinds of online applications,”
says Lavalley, “What we've been most
successful with is where we have some
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sort of personal relationship with the
foundation or the organization.”

He adds that once a relationship is
established, “it’s important that the
executive director not be the only point
of contact. Bringing board members
into the discussion at the right time
can really impress the corporate donor
and help put the request for funds over
the top.” Sheahan notes that it is also
important to “have alimost an account
manager-type person that knows that
if the partner has a question about
what's going on, they have one main
contact to begin with once the deal is

"

cut.

Check for Rocks Before You Dive In

“Be sure your prospective partner is
not involved in something that might be
in conflict with your mission,” says
Lavalley. Then take it slowly, advises
Sheahan. “If you're a new organization
diving into this lake, move slowly and
understand the way it works so you
don’t go after a whole bunch of corpo-

rations at once and then can’t hold up
your end of the stick.” Nitabach also
advises a pragmalic approach. “It’s
really important for nonprofits to be
realistic about planning and clearly
articulate what their organization can
accomplish—what’s reasonable given
the time frame and other constraints—
and keep in mind that businesses
expect this. In an organization I
worked for previously, my predecessor
overpromised what we could deliver,
and we definitely burned some bridges
and had to work very hard to repair the
relationships, which was a terrible use
of our limited resources—never a good
thing.”

Lavalley agrees that nonprofits need to
be realistic about what this kind of giving
means down the road. “There is a day of
reckoning with this stuft,” he says. “And
you know, after you've had the cham-
pagne toast of getting the nod or getting
the check, there are meaningful check-ins
later on down the line where they want to
make sure that if they felt you were going

to help them touch 20,000 more cus-
tomers, they're going to want to measure
that. Or if there was some program that
you promised to implement, they're going
to want to see that you've delivered. So 1
think it's important not to overcommit in
the fervor of these campaigns and make
sure they understand what your limits

Soliciting corporations for grant
suppart, sponsarships, or other kinds of
organizational support requires that a
nonprofit knows not only what it wants
and needs but also under what condi-
tions it would be willing to aceept the
support if offered. The advice from
NPQ's nonprofit experts can be summa-
rized this way: take a hard look before
you leap into the corporate pool.
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| HIS ARTICLE UPDATES FOUR sordid
stories of corporaie misdeeds.
They have all the usual hall-
| marks of such tales: bad blood

| between siblings, nefarious self-
dealing, and interlocked directorates, as
well as exuberant spending and personal
gain disproportionate with the stake-
holder value produced. The organiza-
tions in question inhabit a sector that is
largely hidden from public scrutiny:
charitable foundations. In these institu-
tions, ethical misbehavior is particularly
disappointing to the public, which would
like to think well of philanthropic organ-
izations. They are, after all, working with
a good deal of money afforded by tax
breaks and are therefore in the business
of acting in the public trust.

Tn 2003, the Boston Globe’s award-
winning Spotlight Team published a
series of investigative articles on phil-
anthropic foundations across the
country. The series brought a laser-like
focus to the ethical lapses of these
public-benefit institutions and alarmed
many in organized philanthropy,
causing the then-president of the
Council on Foundations to predict phil-
anthropic “perp walks,"” with founda-
tion bigwigs traversing the gauntlet of
courthouse reporfers on their way to
indictiment.*

While this humiliating specter
undoubtedly raised alarm, in the larger
scheme of the evolution of philanthropy
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Almost Crimes: The Boston
Globe’s Foundation Exposés

Revisited

by Rick Cohen

it should have been seen as a necessary
way station. Organizations that control
large caches of publicly or government-
subsidized funds must be held to rea-
sonable standards, and the first step to
establishing the right standards is to
shine a light on existing practices that
may flout the public’'s expectations.
This article follows up on some of the
Globe cases in an attempt to keep these
ethical issues front and center on leg-
islative and enforcement agendas.
Between October and December
2003, the Boston Globe foundation Spot-
light series included front-page stories
detailing the open hubris of a few foun-
dations when confronted with possible
ethical lapses, and it provided updates
on government agency responses in
2004, Massachusetts-based foundations
such as the Paul and Virginia Cahot
Charitable Trust; the Copeland Family
Foundation, Inc.; and the Amelia
Peabody Foundation received yeoman
coverage, but the series also looked at
foundations in 15 states, from Con-
necticut to California. As frequently
happens, the exposés of the press
attracted lawmakers' attention, Former
Senate Finance Commnittee Chairman
Charles Grassley, a Republican senator
from lowa, credited the Globe articles
with bringing Enron-type abuses
within nonprofits to the surface.*
Some fines were paid and some
restitutions were levied, but there were

The Foundation Issues/Abuses
Highlighted in the Boston Globe
Series

« Personal loans to foundation CEQs

« Staff/trustees'“profit sharing”
in foundation

- High foundation compensation and
expenses compared with low
grantmaking

- High/excessive levels of trustee
compensation

+ Foundation funds for personal use

« Acquisition and use of aircraft and
luxury cars for executives and
trustees

« Use or purchase of costly office
space

« High or skyrocketing CEOQ salaries

- Trustees engaged in self-dealing as
vendors

« Grantmaking to trustees’ own
charities

« Foundation stock investments
in trustee-owned or trustee-related
businesses

few perp walks to speak of. This rela-
tive lack of government action and sub-
sequent prosecution has led some to
conclude that the Globe series exagger-
ated the problem, that the reporters
didn’t understand philanthropy well
enough, and that the coverage scared
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readers (and members of Congress)
into overestimating problems among
foundations. An alternative interpreta-
tion is just as plausible: the Globe series
demonstrates the inadequacy of the
existing regulatory framework, since so
many of the examples were beyond the
scope of government oversight and
enforcement; and even for the few
instances where foundations may have
crossed the line into potential illegality,
enforcement of the laws applicable {o
foundations is uneven at best.

This review highlights three kinds of
foundation accountability stories that
followed the Globe series: where strong
enforcement and prosecution led to real
consequences; where a family whistle-
blower exposed exorbitant trustee fees
or other misuse of foundation funds;
and where a group of people infermin-
gled business and nonprofit entities,
creating a web of corporations that
invested in one another with philan-
thropic funds. The individuals involved
received benefits from multiple corpo-
rations tangled in these webs. There
seem (0 have been few checks and bal-
ances in the Globe cases, and in one
instance the foundation boardroom
comprised only a wife (acting as CEQ)
and a husband (acting as board chair),

These stories are not the only follow-
ups that could have pursued from the
series. There are others that could have
also been profiled with comparable
tales of less-than-admirable hehavior
and accountability. The purpose of
examining what happened to some of
the cases highlighted by the Globe series
is not to sensationalize; in light of the
aftermath of these cases, the public
should be concerned about some contin-
uing questionable practices, which
should raise a red flag for enforcement
agencies and legislators alike.

Cabot: Yankee Gall

The avatar of the Globe series has to
have been Paul C. Cabot of the Paul and
Virginia Cabot Charitable Trust. In
2001, Paul Cabot paid for his daughter’s
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$200,000 wedding in Boca Raton with
foundation funds. Hardly hurting for
money as an investment banker, Cabot
supplemented his wealth between 1998
and 2003 with more than $6 million in
trustee fees. He must have liked his per-

Hardly hurting for money as an
investment banker, Cabot
supplemented his wealth between
1998 and 2003 with more than

$6 million in trustee fees.

formance as a trustee, awarding
himself hefty annual increases.

The Globe team noted that the 2001
increase coincided with the cost of
Cabot’s daughter’'s wedding, after
which he was able to take a small salary
cut. To the Globe reporiers, Cabot
politely acknowledged his compensa-
tion as “a little more than reasonable”
and noted that his two sisters on the
board were unaware of his postmillen-
nium million-dollar compensation.
Apparently they never saw the 990s;
their brother provided them with only
an annual grants list.

Cabot Update
Between 1998 and 2002, the founda-
tion's average annual grantmalking was
$400,000, more than $100,000 less than
the lowest trustee fee Cabot received
during this period. In 2003 the founda-
tion upped its grant total to $540,000,
but Cabot took only nine months of
fees; he resigned from the board in
October and handed the foundation
over to his unpaid sisters. In a footnote
to the foundation's form 990-PF,
however, he took pains to note that he
had been the foundation’s full-time
manager and administrator.

It is hard to imagine that no one at
the IRS noticed that Cabot's personal
compensation during some years was
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more than three times the amount of
grants paid out. It is the kind of infor-
mation that jumps off the page of a 990.
By Cabot’s making hash of the founda-
tion's investments and taking the bulk
of the institution’s resources to main-
tain a lavish lifestyle, the foundation's
assets plunged annually, visible even
from a cursory 990 review by the IRS.

But it took the Boston Globe, and then
the Massachusetts attorney general, to
dig into the Cabot Charitable Trust and
force change.

Not only did Cabot leave his own
foundation before the end of 2003; in
2004 the attorney general got Cabot to
agree to repay the foundation $4 million.
To make the required restitution, Cabot

ties, the state got Cabot to “voluntarily”
resign from the foundation and be
replaced temporarily by his two sisters
(who were described in the press as
“appalled™). The attorney general not
only removed Cabot from the founda-
tion's board, but he was involuntarily
prohibited for life from any role in Mass-
achusetts charities.! Despite all the
attention given to Attorney General
Eliot Spitzer for his efforts to clean up
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Although by its own admission the
Chatlos Foundation was established to
proclaim “the Glory of God” through
grantmaking to nonprofits around the
world, the Globe found that the CEO of
the foundation, William J. Chatlos
(grandson of the founding Chatlos),
was making not only a part-time
$170,000 salary at the foundation but.an
even heftier one heading the Chatlos
family’s real estate development firm
(Sun Ray Homes, Inc.). This was
recorded not only on the foundation's
990 but in litigation filed against
Chatlos and the foundation by his
sister, alleging that he had improperly
taken compensation not revealed to
other foundation trustees and also
invested foundation funds in Sun Ray
Homes.*

The sister appealed to the Florida
Supreme Court, litigating as a “whistle-
blower” who had in part lost her posi-
tion on the Chatlos board precisely
because she complained about her
brother’s allegedly improper financial
compensation and investments with
foundation funds. She revealed that her
brother had taken $188,000 annually in
additional secret compensation from
the foundation and undisclosed six-
figure payments. Further, undisclosed
“‘diseretionary” cash payments were
made to two of the Chatlos sisters.
According to her petition, the founda-
tion reacted to the suit as follows:
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Respondents are doing all they can,
using Foundation funds, to “smother”
the whistle-blower.®

The Florida case did not address
Chatlos’s alleged misuse of funds or its
effect on the public mission of the foun-
dation. Rather, I’Arata was petitioning
the court to require the foundation to
provide indemnification to her as a
foundation trustee, as it had done for
her brother.

Chatlos Update

So did the court battle cause the
Chatlos Foundation to reform its prac-
tices? In the Chatlos Foundation’s 990
for the year 2005, it was still enmeshed
in this litigation, running up $262,000 in
legal and accounting fees connected
with the case.

The foundation continues to carry a
heavy administrative load, spending
$2.7 million in administrative and oper-
aling expenses to make $4 million in
grants. William Chatlos’s full-time foun-
dation salary and benefits have
increased to $241,000, apart from what
he may also have pulled down at the
development company. A trustee board
member got $143,000 for her pari-time
board service, and others got smaller
amounts. Finally, as of 2005, the foun-
dation still held a large amount of non-
marketable stock in the real estate
development firm owned by the brother
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T8 _ " ) N =E - i : srrisTliiane nonprofits in New York, this Massachu- Ms. D'Arata was then wrongfully ter-
Cabot Trust Grants and Executive (N’l'lp&hi.ﬂt_lﬁl’l, 1998-2005 zz;:j;ﬁ::; ;E;:)lﬁ:alsa::f;;ﬁi;i; setts enforcement action (along with minated. The Foundation without
Year Paul Cabot’s Trustee Compensation | The Trust’s Annual Grants setts. But apparently, life got in the way. actions ‘flgainst the Copeland F ::Hnily explanafion cut off her salary in
The IRS went after Cabot for self- Foundation and others profiled in the October 2001, and later cut off her
1998 $510,202 $383,000 dealing and excessive compensation, Globe series) may well be the nation’s medical insurance as well as that of
1999 $880,263 $570,000 taking Cabot’s $1 million share of the most aggressive and comprehensive her diabetic husband and child. It
home sales. The Cabot children also state government effort to clean up then threatened her with prosecution
2000 $1,058,233 $327,000 sued to block the attorney general’s foundation abuses, largely due to the for extortion... and attempted to
2001 $1,418,278 $464,000 agreement in order to recapture founda- Globe's articles. But the attorney intimidate her with numerous plead- )
tion funds as their inheritance. As of general’s call for more powerful legal ings filed the very day the complaint CI-I c K R PLE DGE
2002 $1,318,240 $401,000 2006, the state had gotten a $900,000 up- tools to deal with unethical foundations was filed. . . . The Foundation has -
2003 $1,195,248 $540,000 front payment, with additional recovery died in legislation and never got a vote done everything possible to try to
likely stymied by the IRS and Cabot in the Massachusetts legislature. keep her from bringing this suit, and f
2004 n/a $270,000 family interventions.* has spent over a half-million dollars A Custom Suite of Tools
2005 iifa $165.000 Notwithstanding the financial penal- The Chatlos Foundation: in legal fees on behalf of Respon- for Online Giving &
4 Proclaiming “the Glory of God” dents. As the trial court noted, Development
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of this board member: 15,8 percent of
the foundation’s total $69 million
investment in securities,

What happened to the suit? The
foundation’s 990 for the year 2005 clas-
sifies an $830,500 expenditure as “other
professional fees”; this amount equals
the litigation settlement and presum-
ably is the reason why the D’Arata suit
disappeared from the court dockets
after the Florida Supreme Court
remand and why the entire payment
was counted toward the foundation’s
charitable qualifying distributions.

A Web of Self-Dealing:
Franklin Holding Company
The Globe also reported extensively on
the Franklin Holding Company, a foun-
dation that owned a small San Fran-
cisco hospital. It paid its CEQ between
$300,000 and $400,000 annually—not
illegal conduct, though perhaps ques-
tionable. The foundation, however, sold
the hospital to a health care company
for $29 million in 1998, and Gregory
Monardo, its CEQ, walked off with a
3.5 million payout. The remainder was
deposited in the foundation for public-
benefit grants. This occurred some
years before the California attorney
general began, like most of his peers, to
examine the phenomenon of health
care conversions, where some nonprofit
managers were acting like for-profit cor-
porate raiders. None of the Franklin
Holding Company board members con-
tacted by the Globe remembered having
authorized the payment. Monardo also
benefited from a personal home loan
from the foundation for $350,000—a
clear violation of IRS rules—but
appears not to have been sanctioned.
What happened to the “foundation”
in the aftermath of the sale and the
Monardo payout? The Globe reported
that, in 2001, Franklin Holding made
small grants to the 9/11 Fund and to the
Junior League of San Antonio, Texas
(the hometown of a Franklin trustee).
In 2002 the foundation went through
more than $900,000 in operating and

administrative expenses ($338,000
attributable to investment expenses) to
make a grand total of $50,000 in grants
to Franklin Benefit Corporation. This
should come as no surprise: Franklin
Benefit s Monardo and his colleagues

Monardo also henefited from a
personal home loan from the
foundation for $350,000—a clear
violation of IRS rules—but appears

not to have been sanctioned.

operating another foundation that pro-
vides some grant support for health-
related programs, including to the
hospital where some of the Franklin
trustees work as medical staff.

Franklin Update

In 2003, Franklin Holding spent
$988,000 in administrative and operat-
ing costs and handed out $57,000 in
grants. Then suddenly, Franklin
Holding disbanded, with its remaining
$22 million corpus absorbed into an
entity called the Metta Fund, boosting
the Metta Fund’s fund balance up to
$65 million.

Why the Metta Fund? On the Metta
Fund’s 990 in 2004, the officers are
listed as J. Edward Tippetts, the chair
(working two hours a week for $19,000 a
year); Dr. Cherie Mohrfeld (working two
hours a week for $18,850); James Uyeda
(working two hours a week for $19,500);
Lutz Issleib (working 1.5 hours a week
for $10,500 a year); and Gregory
Monardo, receiving a lower compensa-
tion rate than his board peers, working
four hours a week for §19,500. Based on
a 35-hour week, that's a salary of more
than $171,000 for Monardo.

For the year 2004, in the 990 filed for
Franklin Holding the officers and
trustees were Issleib as chair (working
two hours a week for $34,500); Tippetts
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(working six hours a week for $43,500);
Uyeda (working six hours a week for
$54,000); Dr. Mohrfeld (working three
hours a week for $29,000); H. Marcia,
Smolens (working three hours a week
for $20,000 a year); and, of course,
Monardo (working six hours a week for
annual compensation of $43,500).
Monardo's Franklin compensation that
year was the equivalent of a $254,000
annual salary on a 35-hour workweek.

And they're all on the board of
Franklin Benefit, though listed as not
receiving compensation there (except
for Mohrfeld who receives a tiny con-
sulting fee of some sort). Although
quoted by the Globe as having been
uninformed about the 1998 payout
to Monardo, despite her role as an
anesthesiologist who represented
the doctors on the Franklin board,
Dr, Mohrfeld continues to be one of the
participating compensated beneficiar-
ies in the network of Monardo health
charities.

Franklin Holding, Franklin Benefit,
the Metta Fund, these are entities gov-
erned by largely the same people whose
lavish compensation per hour adds up
to a heavy administrative load for foun-
dations that distribute—or distrib-
uted—relatively minimal levels of
grants and don't seem to do much else.
Add on Franklin’s annual payments of
$336,000 in 2003 and $232,000 in 2004
to the Millennio Group for administra-
tive services, in addition to expensive
dollops of lawyers and accountants,
and another interesting interrelation-
ship emerges. The Millennio Group
doesn’t show up on a Google search,
but it is listed in the California secre-
tary of state's business registry as a
limited liability corporation (LLC) with
Greg Monardo named as Millennio’s
“agent.””

A Web of Self-Dealing: The Berger and
Auen Foundations of California

A rare local newspaper follow-up on
one story in the Globe series ran in the
Desert Sun which briefly mentioned the
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Compensation and Hours Worked by Berger Foundation Officers and Di"f‘t"ﬁmumes

T with all holidays
Director Hours/week d;:':::ﬁ :::‘;2;55’;?; ) Huﬂ:z;:,_a{:ii( as workdays)
Ronald Auen (officer) Full time 71 8?‘17 e ___;___5345_ ]
Ronald Auen (director) 1.38 (72year) 54000 N L. EE
John Berger (officer) 55;{3,_074 - __?_________:Ti_..._
John Berger (director) .69 (36/year) 52?',_000 ______r___,_j?i{]_._ S
Darreil Burrage (officer) Full time $331,310 _______________5,1_59_,_ SO
Darrell Burrage (director) 69 (36/year) ﬂﬂﬂ s ___27_50_.— ]
Joan Kalimanis (officer) Sﬂ-,ﬁ—iﬁ_ e __________TE -
Joan Kalimanis (director) .69 (36/year) W;_ - ____————ﬂ— . uln
Christopher McGuire (officer) full time 5472,3@ ) (S o —
Christopher McGuire (director) .69 (36/year) $27,000 _F____;______jg_ —
Douglass Vance (officer) Full time wnps ,___J——SEB—-— el
h[)OLllg_I; ss Viance (director) 69 (36/year) _5-27,00_0 - L _____j ED__ S|
Lewis Wehb (director) _69 (36/year) _5"_!;0@_ ; e S ___EEO___ =
Dean Palumbo (director) .69 (36/year) _'5_?_,25_— B N __EL_
Mike Rover (director) 9 (36/year) _5_525—0:_________ . _EZE1_
Francis Wong (director) .69 (36/year) Mﬂr

H.N. and Frances C. Berger Foundation
of Palm Desert, California.® The Sun
recounted the details of the Globe's take
on the Berger Foundation, which had
$21.6 million in administrative and
operating expenses, compared with
only $16.2 million in charitable distribu-
tions. It noted that there was a special
allocation of extra compensation to the
president of the foundation, Ronald
Auen, to the tune of $1.4 million and
nearly $2.8 million was awarded to the
foundation’s other trustees due to
“extraordinary real estate gains” in
2001. While the article quotes a couple
of national experts who suggest that
the board payments were “outrageous,”
it also quotes a local expert who
affirmed that Auen's and his colleagues’
conduct was on the up and up and that
they would never do anything that
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hadn't been scrutinized and approved
by attorneys and accountants.

The Globe actually noted that Auen,
the former son-in-law of Berger, also
received a salary of nearly $460,000 as
executive director and $54,000 as a
Berger trustee in addition to his real
estate profit-sharing fees. Auen also
runs his own foundation, the second
largest in California’s so-called Inland
Empire area of wealthy communities
that include Palm Desert, Palm
Springs, and Rancho Cucamonga in
Riverside and San Bernadino counties.
According to the Globe, in 2001, Auen
didn’t receive compensation from his
personal foundation because he was
paid by Berger. His defense of his gen-
erous compensation package at
Berger? “We have to take a salary,” he
told the Globe.

late
A Berger / Auen Up¢
WhatJdo the Berger and Auen founda-

tions look like in today’s world? Auen
remains well compensated by the
Berger Foundation; his s}alary llias
increased 0 $693,000 for his full-time
work (the foundation’s 990-PF says he
routinely works 50- to ﬁﬂ-ham: Weeks-l
5 no compensation at his

He still receives (e !
own foundation, put his wife, Sherrie,

took in $137,000 there as d.i.rector of
programs. The board meetings rml.st
not be difficult (o they may be very dif-
ficult): Auen i8 listed as tFle only anl‘d
rnember and trustee of his foundatl(,?n.
This gives a whole 1eW slant to the ‘dIS—
cussion on board cha.irr’CETO relation-
ships. The assistant director of
programs listed as one of the two staff
people paid more than $50,000 on the
990 is, according &0 the Auen Founda-
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tion’s Web site, the recipient of grant
applications, but her e-mail address is
listed at the Berger Foundation. With
Auen at the helm of both, the Berger
and Auen foundations operate quite
closely; Berger's grants focus on

Perhaps the trustees work hard for

their 36 hours a year, but is it worth
§750 an hour? Is that the message
that the nation’s nearly 1 million

public charities need to hear?

support for youth programs and col-
leges, and Auen’s emphasize services
for the elderly.

The Berger/Auen scorecard reveals
some hefty cormpensation packages for
these Inland Empire philanthropists,
though nothing as large as their 2001
profil-sharing arrangement:"

Using 40-hour full-time workweeks
as the basis for calculation, counting
every weekday of the year as a workday,
and assuming everyone works holidays,
the hourly salaries of Berger officers
and trustees are comfortable. Most
board members get paid as much as
$7560 an hour for showing up to do a job
that their counterparts at hardworking,
grassroots nonprofits do for nothing
other than their commitment to their
organizations and communities. Pre-
sumably, most of these players have
other jobs or other sources of wealth
and income. Perhaps the trustees work
hard for their 36 hours a year, but is
it worth $750 an hour? Is that the
message that the nation’s nearly
1 million public charities—most of
which are struggling to pay livable
salaries to everyday employees—need
to hear from well-heeled foundations
based in the wealthiest communities of
the nation?

In these foundation’s communities,
people seem to turn a blind eye to the
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Auen/Berger excesses, because the
Berger Foundation plays a huge role in
filling a philanthropic need. The foun-
dation has been lauded for giving the
Jesuits 96 acres for the construction of
a Catholic high school, the first Catholic

It was even rumored that one state
attorney general’s office that had
wanted to pursue a case—but lacked
the funds to do so—considered

seeking foundation funding.

high school in the nation to be estab-
lished without diocesan funding."
Berger gave $3.4 million for the creation
of a fiber-optic network connecting
the area’s various colleges and tech
schools, a state-of-the-art, hot-wired
project of sorts.™

The foundation also took a golf
course that it had leased to the Bob
Hope Chrysler Classic and decided to
donate it—the largest grant in the
history of the foundation—malking the
event the only one on a facility owned
and operated by the PGA Tour. In 2005
the 296-acre donation of the Classic
Club golf course accounted for almost
$75 million of the foundation's $79
million in contributions, Interestingly,
the Bob Hope Classic Charities, Inc.,
doesn’t have a 990 posted on GuideStar,
a database of nonprofits, because the
organization only received its tax-
exempt ruling in 2006.1

Berger didn’t donate all its golf club
holdings. The foundation retained own-
ership of another 190 acres surround-
ing the golf club for firture development,
reflecting a distinctive element of the
foundation’s operations and finances:
like its founder, HL.N. Berger, the foun-
dation is in the real estate business,
developing “charitable” housing and
owning substantial stock in real estate
companies. According to the founda-

tion’s 20056 990-PF, it purchased more
than $2.1 million in nonpublicly traded
stock in the Berwood Title Holding
Company that's now worth a fair
market value of only $1,103; the regis-
tered agent for Berwood with the Cali-
fornia secretary of state’s office was
none other than Berger trustee Lewis
Webb."

The other nongraded corporate
stock constituted a purchase of $12.3
million of the stock of Fairfield Homes
Title Holding Company, with a fair
market value of only $6.1 million. The
registered agent for Fairfield Homes
was also Berger trustee Lewis Webb.'s
While the Webb-related stocks per-
formed somewhat poorly, the numbers
suggest a financial interrelationship
between the foundation and corporate
entities associated with one of the foun-
dation’s board members, a fact that is
not readily apparent from the 990,
Nothing here should be taken to suggest
that it is an illegal relationship, but
these holdings don’t look much more
attractive to an outsider than the foun-
dation’s generous compensation of its
officers and trustees.

Conclusion
As these stories reveal, much of what
the public thinks might be disreputable
and repugnant behavior by some foun-
dations’ leaders may be legal. Scan-
dalous behavior that strikes readers as
beyond the pale of decency in the stew-
ardship of tax-exempt resources does
not necessarily mean crossing the line
of existing laws and regulations. The
Boston Globe series and this update
should make clear the need to overhaul
public policy so that some of the truly
appalling practices in the series are
deemed not only morally objectionable
and unacceptable but also illegal.
Within the philanthropic commu-
nity, some believe that foundation
money is not in the public domain. To
the contrary, it is, of course; but it is
held in trust by groups who are bound
to use it in the best interests of the
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public and those of an organization’s
mission. When this trust is abrogated,
consequences should be swift and sure.
In the absence of tougher regulatory
standards, however, several factors
stand in the way.

» First, enforcement varies greatly
from one state to another (as you can
infer from the cases cited above) and
from one attorney general's tenure to
the next. Some of the charity units
within those offices are ill funded and
do not have staff dedicated to pursuing
charity abuses. In the cases explored by
the Globe, evidence of governmental
intervention was generally scarce. The
Massachusetts attorney general had
long taken an activist posture toward
oversight and enforcement. Conse-
quently, it was no surprise that the
attorney general and the state’s chief
charity officer at the time quickly
looked into the profiled philanthropic
miscreants, got a couple to restore
some of their ill-deserved booty, and

Impacting Soci

Although regulatio
Oufcomes an organiz
unclear on how much advo

floated legislation to put some teeth
into standards for foundations doing
business in the Bay State.

But other state attorneys general
haven’t reached the level of their Mass-
achusetts counterparts. Despite some

[t was even rumored that one state
attorney general’s office that had
wanted to pursue a case—but lacked
the funds to do so—considered

seeking foundation funding.

of these states’ decent reputations for
nonprofit oversight, they generally failed
to take action on these foundations. It
was even rumored that one state attor-
ney general's office that had wanted to
pursue a case—but lacked the funds to
do so—considered seeking foundation
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response may be no better on the
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the feds and whether the IRS—funda-
mentally a tax collection agency—is
really suited to examining and enforcing
questions of philanthropic accountabil-
ity and ethics. The reality may be that
limited resources, combined with paltry
laws and regulations, allow miscreants
like those cataloged here to go scoi-free,

» Second, transparency continues to
be an issue; the 990 and the 990-PF can
be difficult to interpret. Even if the IRS
thoroughly read the thousands of 990s
it receives, some the size of telephone
books, staff would be hard-pressed to
find the information it needs to reveal
philanthropic perfidy. Many national
efforts are under way to revisit and
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revise the 990. The Urban Institute has
long hosted a Web site (Quality 990),"
dedicated to making the current form
more navigable. Simple accuracy and
completion would be welcome improve-
ments in the art of the 990, since many

[tis good but insufficient
for foundations to
promulgate standards
by which they can

govern themselves.

of these documents are submitted
replete with errors such as missing
attachments, schedules, and signa-
tures."” Nonprofits also eriticize the
form for its limitations as a financial
report rather than a true reflection of
the extent to which an organization is
carrying out its mission. The 2006 rec-
ommendations of the IRS’s Advisory
Committee on Tax Exempt and Govern-
ment Enterprises attempt to address
this concern; they call for the 990 to “be
redesigned in its entirety and imple-
mented as quickly as possible.” But the
IRS's draft redesign of the 990, released
this June for comments, not only falls
short of adequately addressing some
generic contlict of interest and self-
dealing abuses that have been repeat-
edly covered in Nonprofit Quarterly,
but omits, at least for the moment, any
proposed modifications of the 990-PF
filed by private foundations.*

The efforts to revise the 990 and 990-
PF as solid forensic tools for nonprofits
and foundations should be speeded up
and implemented.

 Third, (le press isn’t sufficiently
focused on this area and may not
believe that it has the background to
interpret what it sees. In all but a
handful of instances, the Globe articles
received no follow-up in the hometown
newspapers of these foundations.

But the Globe should be proud of its
dogged pursuit of these foundation
malefactors and for the actions the cov-
erage sparked, at least on the part of the
Massachusetts attorney general. Fol-
lowing the Globe series, some of the
foundations’ 990-PF filings grew far
more detailed, perhaps spurred to
change because of fears about
reporters peeking into their operations,
even if some questionable behavior con-
tinued. In a few cases, the excessive
salaries and trustee fees diminished.
State regulators can be eriticized for
failing to act because of resource con-
straints or the lack of the necessary
legal tools and regulations. But for its
part, the Globe series lived up to the
watchdog role of the press, shining a
light. on some foundations’ accountabil-
ity shortcomings.

It is good but insufficient for founda-
tions to promulgate standards by which
they can govern themselves. In the
cases highlighted by the Globe, there
was little evidence that the foundation
sector’s trade associations took action
against philanthropic malefactors. It
will take more than blind faith in the
self-correcting DNA of the nonprofit
sector to clean up these kinds of abuses.
As the series and its aftermath show,
government regulators have fo get up to
speed, the nonprofit sector’s self-regu-
lating advocates have to swing into
action, those on the inside of troubled
institutions have to blow the whistle,
and the press has a crucial role in pur-
suing accountability in philanthropy. In
due time, unless self-regulatory efforts
are bolstered with government regula-
tion and the capital to support oversight
and enforcement, there will be more
Globe-like stories about foundations.
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The New Goals at the Pew
Charitable Trusts and the Fate
of the Nonprofit Sector

by Marie C. Malaro

Editors’ Note: Nearly everyone in the nonprofit sector is funiliar with the Pew
Charitable Trusts. With assets of approximately $5 billion |, it 5 one of the largest
Joundations in the United States. Yet beyond this clear brand recognition lies a
complex and poorly understood transformation and an approach to granimak-

g that rankles some observers,

According to Marie Malaro, recent actions on the part of the Pew Charitable
Trusts, such. as its efforts to move the Barnes Collection, illustrate a worrying lack
of understanding among nonprofit leaders about the purpose of the nonprofit sector
and may kevald unanticipated and perhaps dangerous irends for the sector.

ONPROFIT SECTOR DECLARED
Irrelevant, Privileges Revoked.”
I see this headline appearing
in the not-too-distant future. [
hope I am wrong, but experi-
ence leads me to believe otherwise.
The cause of my concern is the appar-
ent lack of comprehension on the part of
many nonprofit leaders of some very
basic information—specifically, a clear
understanding of why we have a non-
profit sector in this country. I say this
because there are many in the sector
who consistently engage in actions that
undermine the very justifications we
have for supporting this third sector of
our society, and I can only assume they
are doing this through ignorance. Nearly
every week one can find news reports
that demonstrate this major gap in the
education of many operating within the
nonprofit sector. This blind spot is seri-
ously impacting the quality of gover-
nance within the sector.
Let me start my explanation with an
example. An article in the February 8,
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2007, issue of the Wall Street Journal
featured an interview with Rebecca W.
Rimel, the well-known president and
CEO of the Pew Charitable Trusts.*
Rimel explained her vision for the
trusts following the organization’s
transformation from a grantmaking
foundation to a 501(c)(3) public charity
dedicated to using its resources to
carry out its own programs. Rimel’s
plans for her “new” organization should
raise serious concerns for all who care
about the future of the nonprofit sector.
In her interview, Rimel said that one
of her major goals was to make Philadel-
phia—her adopted city—a national art
center that rivals New York City in its
ability to attract the museum-going
public. Toward this end, she talkes credit
for using the trusts’ resources to help
coordinate and support a high-powered
assault on the Barnes Collection, one of
the most unique nonprofit, art organiza-
tions in the country, to foree the removal
of the magnificent Barnes art collection
from its donor-designated location to

“museum row” in Philadelphia. She
noted also that she used the same tactics
to intervene in the sale by Thomas Jeffer-
son University of its Thomas Eakins
painting “The Gross Clinic” to prevent
the removal of that masterpiece from the
city of Philadelphia,

Other goals attributed to Rimel in
the article include the following:

® the creation of a “national cultural
policy;”

e the standardization of the grant-
making process among organizations
that fund the arts; and

e the promotion of a broad-based
data collection program designed to
gather information from art organiza-
tions that can be used to develop cen-
tralized art programming and policy.

Why should these goals alarm those
interested in the future of the nonprofit
sector? The answer is simple: They
undermine the very reasons why the
United States supports a nonprofit
sector and affords it many privileges.

The Origins of the Nonprofit Sector

Our country is unique in that it fosters
a large, nonprofit sector. Most coun-
tries make do with only a government
sector and a for-profit sector and thus
their citizens must look either to the
government or to a commercial entity
for their goods and services. In our
country, however, there is another option
available to all: goods and services
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provided by nonprofit organizations.

We can trace the development of our
third sector back to the early settlers to
this country. Most of these settlers were
fleeing governments they found too con-
trolling, and they wanted to be sure that
in this new land they reserved certain
freedoms for themselves. They acted on
this desire by making it a practice to join
together voluntarily to provide certain
community needs rather than wait for a
governmental entity to step in and fill
the void. Soon all kinds of volunteer
organizations sprang up: fire depart-
ments, cemetery associations, schools,
library societies. Before long our
country was marked by a commitment
to volunteer organizations. And as the
country developed, our laws and
customs accommodated this segment
of our society we now call our nonprofit
sector. It is important to note here that
the “accommodations” provided to non-
profits (such as exemption from certain
taxes, tax provisions that encouraged
philanthropy, the ability of nonprofits to
utilize volunteers, ete.) were designed to
enable these organizations to function
so as to provide the benefits our society
expects of them.

What Benefits Must Nonprofits Provide?
The nonprofit sector generates many
benefits that our government and busi-
ness sectors cannot realistically
provide. Three of the most important of
these benefits are the following:
Provides an alternative lo majority
rule. Our democratic form of govern-
ment must respond to the will of the
majority, and it can promote only one
policy at a time. These constraints leave
those in the political minority, or those
with new or unpopular ideas, with few
avenues of expression. The nonprofit
sector steps in and fills the gaps. Any
group of individuals can band together
and form a nonprofit organization to
promote its ideas as long as the organiza-
tion has a “public purpose” and can
garner sufficient assets to support its
work. In effect, the nonprofit. sector pro-
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vides a practical way for our citizens to
share a great diversity of ideas and
opportunities—far more than even a
democratic government can provide.
Just consider this one example. We now
have in this country approximately 9,000
museums and historical societies that
are large enough to be listed in a profes-
sional directory. These organizations
range from great art museums to
museums devoted to something as
mundane as the potato. Truly this mix
offers something for every taste and is a
public resource no government could
duplicate because of fiscal and political
constraints.

Softens the harshness of capitalism.
Another benefit provided by the non-
profit sector is that it can offer the public
certain services and products that are
easily compromised if left to the busi-
ness sector. Under capitalism the
central purpose of every business is to
make a profit. But we all recognize that
in certain areas such as health, educa-
tion, and child care for example there is
concern when providers must answer to
stockholders. The nonprofit sector
offers a comfortable environment for
these more sensitive services. A non-
profit has no stockholders to answer to,
it. can accept donations and volunteer
help, it is exempt from many fees and
taxes, and it is expected by law to focus
its attention on carrying oul its particu-
lar public mission. Hence it is far easier
for anonprofit to concentrate on quality
of service or product. In this way the
nonprofit sector can expand in impor-
tant ways the quality of services and
produets available to the public in areas
where users are particularly vulnerable,

Promotes citizen participation. A
third benefit the nonprofit. sector pro-
vides is that it satisfies our very Ameri-
can desire to take a personal interest in
shaping our communities. It does this
by offering us endless opportunities to
participate in public causes we care
about. In other words, it perpetuates
our early settlers’ dream to have a
country that operates effectively by

majority rule yet offers the individual a
measure of individual freedom.

Rimel’s Goals versus Nonprofit Goals
Now let us look at the goals articulated
by Rimel for the Pew Charitable Trusts.
Are these goals in accord with societal
expectations of nonprofits?

With the blessing of her board, Rimel
wants to make Philadelphia a Mecca for
museum-goers and has already given
examples of how she expects to accom-
plish this goal. In these examples trust
assets are used to interfere in the man-
agement of other nonprofit organizations
in order to divert their assets to her
Mecca goal. Certainly this type of activity
does not further the diversity benefit
expected of the nonprofit sector. There is
a wise saying that goes as follows: “Our
third sector is not working if there are no
nonprofits one does not like.” This saying
reminds us that one of the reasons we
have a nonprofit sector is to give a voice
to things that may not be popular at the
moment. Thus, steps taken to silence or
alter the mission of a legitimate nonprofit
undermine one of the very reasons our
society supports a nonprofit sector.

Rimel also sees the development of
a national cultural policy as an appro-
priate goal for the Pew Charitable
Trusts. But has she ever questioned
why, in contrast to most other coun-
tries, the United States has never seen
fit to have such a policy? If she did, she
would realize that a national cultural
policy, whether promulgated by govern-
ment or by a nonprofit entity, would
inhibit the great diversity we currently
enjoy because of our nonprofit sector.

There is a similar problem with
Rimel’s goals to bring uniformity to
granimaking processes used by art-
funding organizations and to create
broad-based data banks that collect
information from art organizations for
use in developing art programming and
art policy. Once again, these goals
demonstrate little tolerance for diver-
sity and individual ingenuity when it
comes to art and culture and little
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appreciation for our very American
desire to allow the individual some
freedom in shaping one’s community.

Why the Concern?

Perhaps the most worrisome problem in
all of this is that many share Rimel's lack
of understanding of why we have a non-
profit sector. Consider these examples:

* We have hoard and staff members

of many nonprofit organizations trip-
ping over each other in their rush to
establish their brand and compete in
atlracting paying customers. When
questioned about succumbing to mar-
ketplace pressures, these nonprofit
leaders claim emphatically that their
business ventures in no way affect their
organizations’ dedication to mission.
What, then, might these individuals say
if government decided to revoke many
of their nonprofit privileges, which are
granted on the assumption that a need
to engage in commercial activities
inhibits the ability of a nonprofit to
focus on mission? Nonprofits cannot
have it both ways.

e We have more and more for-profit
organizations treating nonprofits as
business partners (the now-common
corporate sponsorship arrangement)
rather than practicing true, no-strings,
corporate philanthropy. This drift from
corporate philanthropy to corporate
sponsorship could not have happened
if nonprofit leaders understood how
important “true philanthropy” is for the
nonprofit sector to retain its integrity.

* And then there is the problem of
the media remaining strangely silent as
to what is really happening to the non-
profit sector.

This growing tendency to blur, out of
ignorance, the role of the nonprofit
sector does not bode well for our society.
Of necessity, our government and busi-
ness sectors are here to stay regardless
of how much they are abused, but. not
our nonprofit sector. This third sector is
fragile. It was designed to be guided by
those who were willing to put public
service before power and personal

wealth and who appreciate why the
sector has many privileges. Without
informed leadership our nonprofit sector
could become irrelevant by failing to
offer society its unique benefits and by
merely mimicking what government and
for-profit companies offer. In effect, it
could forfeit its very reasons for being.

What Can Be Done?

We need to improve the education of
those who assume major positions in
our nonprofit sector. We need to include
instruction in the school systems on
how our nonprofit sector came about
and the role that it is supposed to play
in society. We need members of the
media who are well qualified to
comment on issues affecting nonprof-
its. Those who really care about the
future of our nonprofit sector should
push for these changes now. Without a
better-informed public we could wake
up one morning to the headline that
began this piece. Just think how differ-
ent our lives would be.
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democracy, il it became a social force and par-
ticipated in the electoral process to protect the
popular mandate. The solution lies in stimulat-
ing civil society to rise beyond episodic activi-
ties and beeome a continuing force.”

Tharm, Hakan (2006) Selidarity across borders: The transna-
tional anti-apartheid movement. 285-301. Voluntas 1714),

349357, " Theorizing Givil Society,” Rupert Taylor, special
issue editor,

“The paper argues that the history of the anti-
apartheid struggle provides an important histor-
ical case for the analysis of present day global
politics,” particularly mobilization in response
to the World Trade Organization, International
Monetary Fund, and the World Banlc,

Wang, 5.G. (2006) Money and autonamy: Patterns of civil
sodiety finance and their implications, Studies in Compara-
five International Development 40(4): 3-29,

“Based on an analysis of data from the Johns
Hopkins Comparative Nonprofit Sector
Project, [this study] shows that the pervasive
myth of civil society self-sufficiency has no
factual base. There is no country where private
giving is the dominant source of revenue for
civil society organizations.”

DEVELOPMENT & INTERNATIONAL
Dyal-Chand, Rashmi (2006) Reflection in a distant mitror:
Why the West has misperceived the Grameen Bank's vision
of microcredit, Stanford foumal of International Law 41(2):
217-306. Also available at S5RN http://ssrn.com/
abstract=962374

This article argues that the Grameen bank
model is “largely a reflection of Western values,
which had previously been exporied around the
world. The indigenousness that the Western
development community perceives is in fact a
maore dubious hybridity that fails to incorporate
the true values of the target population.”

{ajimbwa, Monsiapile (2006) NGOs and their role in the
Global South, International fournal of Not-for-profit Law 9(1);
online, not paginated. Available at www.icnlorg/knowl-
edge/ijnl/vol9issT/art_7.htm

“In the era of governance reform, one of the
NGO's key mandates is to advance social, polit-
ical, and economic development. To succeed at
this, NGOs must reassess their operations.
NGOs in the South ought to shift from imple-
menting their own programs to building the
community’s capacity to achieve sustainable
livelihoods.”

ETHICS & VALUES

Borkman, Thomasina (2006) Sharing experience, convey-
ing hope: Eqalitarian relations as essential method of Alco-
holics Anonymous. Nenprofit Management and Leadership
17{2), 145-161, "The Centrality of Values, Passions, and
Ethics in the Monprofit Sector,” Joyce Rothschild and Carl
Milafsky, spedial issue editors.

This is a study of the six factors responsible
for AA being able to sustain a collectivistic-
democratic voluntary organization in contrast
to hierarchical and bureancratic structures
that are typical of organizations.

Christiansen, Rachel A. & Alnoor Ebrimam (2006) How
does accountability affect mission? The case of a non-
profit serving immigrants and refugees. 195-209.
“Upward accountability of donors does not
necessarily yield improved mission achieve-
ment." The authors identify strategies that
“nonprofit executives and staff use to manage
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the tensions betweer upward accountability
and mission.”

FOUNDATIONS

Fatrizi, Patricia (2006) The Evaluation Conversation: A Path
to Impact for Foundation Boards and Executives, New York:
Foundation Center, 23 pp. Available at http://foundation-
center.arg/qainknowledge/pubhub/

“Explores changing the role of evaluation in
philanthropy, from a method for measuring
program outeomes to a tool for achieving foun-
dation effectiveness and accountability. Part of
the series Practice Matters: The Improving
Philanthropy Project.”

Woodwell, William [2006) Listen, L.earn, Lead: Grantmaker
Practices That Support Nonprofit Results. Washingtan, DC:
Grantmakers far Effective Organizations, 21 pp. Available at
hitp://foundationcenter.org/gainknowledge/pubhub/

This paper “identifies opportunities to
strengthen grantmaking practices and extend
grantee impact. [It] emphasizes a more collab-
orative approach that builds on the knowledge
and experience of nonprofits, with a focus on
improving the grantmaker-grantee relation-
ship.”

GIVING & PHILANTHROPY
Brooks, Arthur C. {2006) The great divide in American
giving, lnternational Journal of Nat-for-prafit L aw 9(1);
online, not paginated. Available at www.icnlorg/knowl-
edae/ijnl/vol9iss1/special_2.htm

This is a summary of the key ideas in the
author’s book: politically conservative individ-
ugls are more likely to give because they are
more likely to have the characteristics (religios-
ity) and beliefs (opposition to government poli-
cies that redistribute income) associated with
giving behaviar,

LEADERSHIP & GOVERNANCE
Bates, James 0. (2006) Public leadership and change: 4
community leadership education framework, Jounal for
Nonprofit Management 10(1), online not paginated, Avail-
able at www.supportcenteronline.org/resources-article-
sandpublications.php

“Building upon years of work in the federal
government, [the author| offers two basic lead-
ership theories, path-goal and leader-member
exchange, that can be used to frame the
process of implementing programs and acquir-
ing needed political, social, and economic
resources.”

Copeman, Caroline (2006) Picture this: a quide fo scenario
planning for voluntary organisations. London: The National
Coundl for Voluntary Organisations, 24 pp. Available at
www.ncvo-vol org.uk/publications/index. asplid=3534
“Aimed at anyone in a leadership role inter-
ested in getting their organisation involved in
strategic thinking and implementation, this
practical guide is full of information, sugges-
tions, tips and a series of templates and tools
to help you plan and run seenario planning
warkshops, engage your organisation, and
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build your learning from the process into
future strategies.”

Curran, Carolyn J. (2006) Build better communities with
better management, Journal for Nonprofit Management
1001}, online not paginated. Available at www.
suppartcenteronline.org/resources-articlesandpublica-
tions.php

This article presents a user-friendly adapta-
tion of an academic and research based Trans-
formational Leadership model that has proven
effective with many nonprofit organizations,”
[from the Support Center's website]

MANAGEMENT
Fann, Donald (2006) Organizational healing: New hope for
nonprofits in arisis, Joumal for Nenprofit Managemeni 10(1),
online not paginated. Available atwww.supporteenteron-
line.org/resources-a rticlesandpublications.php

The author “offers a change process called
organizational healing—a solution that
involves identifying and addressing the symp-
toms or indicators of an unhealthy or at-risk
organization and addressing the core issues
that. created those symptoms in the first place.”

Ruebottom, Trish & John Baker {2006) Creating an Innova-
tive Organization, Journal for Nonprofit Management 10(1),
online not paginated. Available at www.supportcenteron-
line.org/resources-articlesandpublications. php

The authors “describe ways to create innova-
tive organizations that can deal with change,
foster staff creativity, and leverage their
assets.” [from the Support Center's website)

MARKETING
Dato-on, Mary; Mary Joyce & Chris Manolis {2006) Crea ting
effective customer relationships in not-for-profit retailing:
TheTenThousand Villages example. 319-333. international
Jaurnal of Nonprofit and Voluntary Sector Marketing 11(4)
This is a case study of one store to “assess if
and how CRM [customer relations manage-
ment] strategies might be successfully imple-
mented. The analysis considers the use of a
volunleer retail sales force and how volunteers
might successfully interface with customers.”

VOLUNTEERING & VOLUNTARISM
Anderson, Ben & Jayne Cravens (2006) ESRC/NCVG seminar
sefies: Engaging citizens' mapping the public policy land-
scape’. Londen: The National Council for Voluntary Organi-
sations, 24 pp. Available at www.ncvo-val.org.uk/
publications/index.asp?id=3385

“The publication looks at how new technolo-
gies impact on social connections and net-
worls, and focuses particularly on online
communities and online volunteering.”

Cheung, Frands Yue-Lok; Catherine So-kum Tang & Flsie
Chau-waiYan (2006) Factors influencing intention to con-
tinue volunteering: Astudy of alder Chinese in Hong Kong,
Journal of Saciol Service Resaarch 32 (4):193-209.

The authors interviewed 318 older Chinese
volunteers, “[M]ultiple regression analysis indi-
cated that fulfillment of self-orienled motives
was the most salient factor in predicting the

persistence of volunteer activities when shared
variances of various factors were also consid-
ered.”

Easwaramoorthy, M.; Cathy Barr, Mary Runte & Debra Basil
(2006) Business Suppart for Volunteers in Canada. Toronto:
Imagine Canada/Knowledge Development Centre, 40 pp.
Available at www.nonprofitscan.ca/Files/kdc
cdefimagine_business_support_report.pf

This extensive survey found, among other
things, that 49% of businesses in Canada
“encourage employees to volunteer on their
own time and more than a third (35%) accom-
modate employee volunteer activities during
regular working hours. However, just 18%
encourage employee volunteering during
regular working hours.”

Meijs, Lucas C.PM,; Esther M. Ten Hoorn, and Jeffrey L.
Brudney (2006) Improving societal use of human resources:
from employability to velunteerahility, Voluntary Action
8(2): onfine, not paginated. [Fd. Note: “Vohmteerability” is
analogens ta "employability”]

“The article suggests that, on the supply
side, organisations could increase volunteer-
ability by publicising volunteering more effec-
tively, reducing the obstacles to involvement
and training would-be volunteers; on the
demand side, they could offer more flexible
assignments and a system of rewards for vol-
unteering,”

Tang, Fengyan (2006) What resources are needed for volun-
teerism? A life course perspective, Joumal of Applied Geron-
tology 25 (5): 375-390.

“Using secondary data analysis of three waves
of data from the Americans’ Changing Lives
surveys, this study examines what resources in
terms of human, social, and cultural capital are
needed in volunteerism , . . The findings show
older eohorts relied more on human capital and
social integration to expand volunteer hours and
organizalional involvernent, whereas younger
people needed more spiritual and social sup-
ports to increase vohmnteer commitment,”

ARNOVA is the leading U.S.-based national
association—with international members as
well—of scholars and practitioners who
share interests in generating deeper and
fuller knowledge about the nonprofit sector
and civil society. This ongoing work of
inquiry, conversation, and practical improve-
ment is carried on through its network of over
1000 members, its journal (Nonprofit and
Voluntary Sector Quarterly), and its annual
conference. See www.arnova.org.

ARNOVA

Association for Research
on Nonprofit Organizations
and Voluntary Action
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VultureList.Org: A Charity
Exploitation Prevention Project

Editors’ Note: The Nonprofit Quarterly is seeking a network-savvy social-justice
entrepreneur for the following project. This person will receive the domain name
VaultureList.ovg and assistance with startup; responses will be held in confidence.

TO: An angel investor
FROM: Jon Pratt
RE: VultureList.org, a charity exploita-
tion prevention project
SUMMARY: Seeking $550,000 to
$750,000 for startup and five-year oper-
ating costs for operation of an innova-
tive Web service, www.vulturelist.org,
to reduce economic predation by track-
ing anti-social individuals—that is
“vulture donors"—who have increased
personal net worth by $10 million or
more by decreasing the net assets of
10,000 or more low-income persons.
VultureList. org will serve as a disin-
centive for future exploitive economic
practices by vulture donors by making
their actions a matter of public record
and thereby preventing charitable
organizations from unwittingly being
used as public foils to cleanse or
burnish the reputations of these donors.

Problem Statement

Predatory businesses that exploit vul-
nerable low-wage workers for unneces-
sarily high-cost credit, mortgages, and
other services contribute significantly
to global poverty. A key element that
perpetuates these business practices is
the knowledge that, at any time, the per-
petrators can cleanse their records with
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a nonprofit “halo” by donating funds to
a willing charity. VultureList.org seeks
to end that practice,

The VultureList borrows its name
from “vulture funds,” which the Interna-
tional Monetary Fund defines as compa-
nies that buy up poor nations’ debt
cheaply when it is about to be written off
and then sue for the full value of the debt
plus interest, which can be 10 times the
amount a company paid for the debt,
While technically legal, these businesses
use reprehensible business practices
that take advantage of unsophisticated
and vulnerable communities, levying
punitive and disadvantageous terms to
which more sophisticated consumers
would never agree.

The following are some prospects
for nomination to the list:

¢ Michael Sheehan, founder of Debt
Advisory International, sued the nation
of Zambia for $40 million for an about-to-
be-forgiven old debt to Romania, which
was snapped up for $3.56 million. “Profi-
teering doesn't get any more cynical
than this,” Caroline Pearce of the Jubilee
Debt campaign told the BBC's News-
night. “Zambia has been planning to
spend the money released from debt can-
cellation on much-needed nurses, teach-
ers, and infrastructure: this is what debt

cancellation is intended for—not to line
the pockets of businessmen based in
rich countries.”
e Paul Singer stung the nation of
Peru for $568 million for a debt he bought
for $11 million. Now his company, Elliot
Associates, is suing Congo-Brazzaville
for $400 million for a debt bought for
$10 million.”
o Jaomes Devoe, Jr., CEO of I.D.
Byrider, the largest American used-car
franchise, locates its 130 dealerships in
low-income neighborhoods, selling and
finaneing 700,000 vehicles to the
working poor at interest rates of
between 18 percent and 25 percerﬂ:.a
¢ CompuCredit founder David G.
Hanna built a fortune marketing
28 percent interest Iﬁ[asterCards to low-
Ineome consumers,
» Sallie Mae CEO Al Lord used a $72-
billion mountain of student debt, federal
subsidies, and a high-pressure referral
network to build an enormous personal
fortune. By 2006 he even had plans to
construct his own golf course. We refer
to the founders, owners, and partners of
predatory businesses as “vultures”
because of this kind of exploitative
behavior. Until the launching of Vul-
tureList.org, lack of public knowledge or
media follow-up on these companies’
practices meant that an individual
company’s harmful behavior was never
systemaltically connected to the injuries
it has caused. Lack of public attention
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has helped fuel a permissive atmosphere
that condones these actions.

While close-knit. communities would
reject predatory businesses as falling
outside the bounds of good behavior,
complex ownership structures and glob-
alization have made business responsi-
bility increasingly diffuse and subject to
personal judgment alone, Unlike environ-
mental harms that are frequently tracked
to their source and where remediation
can be sought, economic harm is too
often atiributed to the vagaries of the
marketplace or to the poor decision
malking of those who should “know
better,” even when exploitive actions and
actors can be identified. This is particu-
larly true in the case of business
methods that target low-income markets.

Vulture business owners sometimes
use charitable organizations to excuse
exploitive business practices. These
donations seemingly prove the compas-
sion and public spirit of the donor, inde-
pendent of the source of the funds.
Objections about the use of “charity”
for absolution has a long history, going
back to Martin Luther’s protest of the
sale of indulgences (forgiveness of tem-
poral sin) by Pope Leo X. Luther
rejected the need for intermediaries to
speak to God and attacked the dictum
attributed to Johann Tetzel that “as
soon as the coin in the coffer rings, the
soul [rom purgatory springs. "

Charities and universities commonly

seek to protect their liability and their
reputation through the use of gift-
acceptance policies: that is, use of inter-
nal rules designed to ensure that the
source and conditions of contributions
are in the best interests of the institu-
tion. But charitable institutions often
lack knowledge about the hundreds of
thousands of giving businesses, which
puts charitable organizations at a dis-
advantage in vetting contributions. And
regrettably, some organizations accept
contributions from virtually any source,
necessitating the exposure of their ties
to vulture donors. Hence the need for
VultureList.org,
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The effort to systematically assem-
ble data on community members has its
roots in the early history of American
philanthropy, when organizations rec-
ognized that—in order to direct
resources where they were most
needed—they sometimes also needed
to track donor worthiness. In 1870 the
New York Society for the Prevention of
Pauperism created a list to reduce
indiscriminate giving to the poor,
which business leaders believed only
encouraged idleness and deceit.’ In
Minnesota, community leaders created
the Central Registration Bureau, and by
1895, General Secretary James Jacksan
reported that the bureau had more than
7,700 names listed. “We feel warranted

Regrettably, some organizations
accept contributions from
virtually any source, necessitating
the exposure of their ties to

vulture donors.

in saying,” Jackson wrote, “that there
are few cifies in the country where the
individual condition of the unfortunate,
the shiftless or the fraudulent is so well
known as in St. Paul.”

Implementation

VultureList.org involves a rigorous
process of nomination and fact check-
ing, reviewed by a nominations commit-
tee devofed to fairness and accuracy.
Members of the public can submit
names that meet the list's criteria for
inclusion, which must be substantiated
with publicly available information
from verified public records or reliable
media reports.

VultureList.org will maintain an
online searchable database and a
mapping system to identify and publicize
any charitable contributions, board
mernberships and charitable activities of
vulture donors, which will help prevent

charitable organizations and their volun-
teers from becoming entangled with
vulture donors. VultureList.org creates a
real-time feedback loop so that nonprof-
its have advance knowledge before they
risk legitimizing these poor business
practices.

VultureList.org will encourage donors
to think twice before donating to any
organization that accepts funds, public-
ity, or volunteer labor from “vultures”
until the vulture donor makes restitution
to its victims. Using the prineiple of
denying criminals profit from their
crimes, VultureList.org seeks to prevent
charitable halo effects from its targets.

Consider this example. Bob Cole and
Ed Gotschall, founders of New Century
Financial, the now-bankrupt and second
largest U.S. pioneer of the subprime
mortgage market, left 7,000 employees
Jobless and facilitated the movement of
hundreds of thousands of low-income
homeowners into mortgages they could-
't afford and sometimes lost to foreclo-
sure.” Cole and Gotschall leff the firm
and sold most of their stock six months
before its collapse.

When the Orange County Register
asked Cole and Gotschall, “What are
you doing these days?” they responded
that they “are very involved in philan-
thropy and are focused on giving back
to the community,” publicly promoting
their contributions to the Christopher
Reeve Paralysis Foundation, the Chil-
dren’s Hospital of Orange County, the
Oecean Institute, the Boys & Girls Club
of Laguna Beach, the Orange County
Council of the Boy Scouts of America,
the Outdoor Education Center in Irvine,
South Coast Repertory, and Santa Mar-
garita Catholic High School.”

VultureList.org will not permanently
list individuals such as Cole and
Gotschall. But when those who gain
great wealth leave destruction and

misery in their wake, it is inappropriate
for them to become overnight philan-
thropists. In the spirit of the eighth step
in Alcoholics Anonymous's 12-Step
Program (i.e., “Make a list of all persons
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we have harmed, and be willing to make
amends to them all™), when donors on
VultureList.org make restitution, their
information will be moved to a sister
Web site, Angellist.org.

Reinforcing Virtue
With its millions of relationships, this
fragmented yet networked modern age
requires checks and balances to com-
municate the difference between
acceptable and unacceptable behavior.
Accountability mechanisms work best
when they are widely understood, and
this is the ethic of VultureList.org,
Since it's not costly to maintain the
site, the principal expense of launching
VultureList.org will be to educate the
public and charitable organizations
about its existence and purpose.
Clearly no charitable organization
would intentionally whitewash the
image of those who have their fortunes
from predatory business practices. As
the subjects of VultureList.org become

Whether by
choice or
imposed by
cireumslance,

m f_in}ﬂ' no I.IFJ [i8) rltb
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trans iIOI’ITlElflG 1'1&]

changes in this

decade. The Fall

2007 issue tells
the stories of

how organiza-
tions meet this

Challengc.
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widely known and cited in the media
and on the Web, charitable organiza-
tions will be discouraged from accept-
ing philanthropy from vulture donors
and protected from potentially adverse
public reaction. In the unlikely event
that an organization accepts vulture
donor contributions after that person’s
public listing on VultureList.org, the
recipient organization will automati-
cally be nominated for inclusion on a
third Web site, VultureCharity.org.
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Roard Starkes fnvilying Humans
and Thelr Lessans

Board Stories Involving Humans
by Ruth McCambridge

Why do some boards that seem to do
everything right fail so miserably, and
how can a seemingly ragtag group of
board members so effectively support
their organizations? This is the conun-
drum posed and illustrated by the
author in several case studies about
what works and what doesn’t in non-
profit boards. The answer is not in the
structures, but in the mix of personal
and group chemistry and the skills of
board members to interact with con-
stituents and each other, keeping and
maintaining the work of the organiza-
tion intact and a singular priority.
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The Take-Away

by the editors

Boards in Small Nonprofits: What
About Friendship and Solidarity?

by Christine Bertrand and Johanne
Turbide

When is “best practice” not best? A
study of three small organizations in
Montreal indicates that boards of small
organizations do what they must and
that best practice has missed an essen-
tial feature of organizational life in such
nonprofits: namely the importance of
bonds and working relationships—or
solidarity—on which these small organ-
izations depend for survival.

The Best and Worst of Board
Chairs

by ¥Yvonne Harrison and Vic Murray

Which characteristics make a good
board chair and which make a terrible
one? The authors ask those who should
know: executive directors, fellow board
members, and the public. Not surpris-
ingly, the answers are an active, facilita-
tive leadership style that engages fellow
board members, reaches out to con-
stituents, and supports the director, By
contrast, those who are controlling or
inattentive don’t make the grade among
colleagues. This research is ongoing
and readers are encouraged to con-
tribute to it.

Loyal Opposition

by Patricia Bradshaw and Peter Jackson
“The true value of governance lies
neither in leadership nor in follower-
ship, but in the unique role of “loyal
opposition.” This concept of parliamen-
tary governance focuses on providing a.
constructive critique of the ruling
party's policies. Applied to nonprofits,
the authors suggest that such a function
can be instituted in several places
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within an organization, for example
between a board and CEO. “Gover-
nance should be a ‘radical’ function that
seeks to challenge the root assump-
tions of leadership, to address those
matters that are normally taken for
granted or are not being discussed.”

More Than Monitors: The Board’s

Role in Sustainability

Richard Brewster, executive director of
the National Center for Nonprofit Enter-
prise discusses what board members
must do to ensure an organization’s
long-term sustainability. Board
members must be wary of getting side-
tracked by pet projects. Keeping track
of cash flows in the short term and
maintaining a relentless focus on
program quality in the long term are
essential to these objectives.

Engagement Governance for
System-Wide Decision Making
by Judy Freiwirth, Psy.D.

What would governance look like if

instead of focusing on prescribed roles
of board and management, stalkehold-
ers distributed different governance
functions throughout the system so
that decision making was more inclu-
give and occurred not only at board
level, but also among constituents and
staff? This shared decision making
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model has community impact at its
center and strongly advocates for
ensuring that form follows function and
not the other way around.

Nonprofit Risk Management:
Insurance and Beyond

by Melanie L. Herman

Some banana skins are impossible to
avoid and even with insurance the con-
sequences on an organization’s reputa-
tion and its role in the community can
be severe. With this in mind, Herman
provides readers with an approach to
thinking about risk management and
then buying insurance as critical con-
Sumners.

Corporate Philanthropy 2007:
Finding the Compatible
Intersection

by Andrew Crosby

Like all sources of income, corporate
support comes with strings attached.
These partnerships are judged on the
financial and reputational benetits they
bring to the corporation. Interviews
with three organizational leaders indi-
cate that nonprofits must be equally
exacting to ensure that they are able to
get what they want and that they are
able to satisfy the demands of their
partners. A common interest and the
organizational capacity to manage such
relationships is essential, along with a
clear view of the downsides that might
come when the drive for profits comes
in close proximity with a nonprofit’s
mission.

Almost Crimes: The Boston Globe’s
Foundation Exposés Revisited

by Rick Cohen

After the Boston Globe laid bare the
distorted ethics and destructive man-
agement of several philanthropic organ-
izations in 2003, large-scale
investigation might have been
expected. But what has actually hap-
pened? Not much, reports Cohen.
Unfortunately, in too many cases timid
prosecution and legal loopholes did

little to prevent the illegal and even less
to prevent the imimoral.

—

The Mew Geakeat the Few
bl Trusts andthe Taty

b the NenpeefiSacion

The New Goals at the Pew
Charitable Trusts and the Fate

of the Nonprofit Sector

by Marie C. Malaro

What's wrong with foundations taking
charge in the nonprofit sector? Accord-
ing to the author, when foundations get.
carried away and lose sight of the value
of diversity by trying to streamline and
rationalize the way the sector works,
the result is a disservice to the creativ-
ity and reason for nonprofits in the U.S.
Recent actions of the Pew Charitable
Trusts indicates a disturbing trend that
could damage this unique role.

VultureList.Org: A Charity
Exploitation Prevention Project
by Jon Pratt

Why should nonprofits continue to
accept donations from those who have
made their millions from impoverishing
others? Pratt says it’s fime to stop this
practice. VultureList.Org is a simple
and effective approach to making sure
that such donors don't benefit from the
halo of giving unless they redeem them-
selves and atone for their abusive busi-
ness practices.
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_ CAREER OPPORTUNITIES

Talented Fund-Raising Professionals

(S, a leading fund-raising consulting and management firm established
in 1947, seeks talented development professianals with
capital/endowment campaign, major gifts, andfor annual fund experience
to join our dynamic consulting tearn.

(05 provides full-time resident counsel on our international, national,
regional, and fosal community-based projects. Flexibility and willingriess
ta relocate are a plus. Salary commensurate with experience.

Benefits of a career with CCS include:

« Performance-based caraer path designed far professional growth
« Diverse and rewarding opportunities in varisus nonprofit sectors

» Excellent refationships with leading nonprofits and philanthrapists
+ Dynamic internal training program

« Comprehensive resources available via corporate intranet

« Frequent internal networking oppertunities

Email resume and salary history to careersi@ecsfundraising.com or fax to
212-967-6451. (05 is an Equal Opportunity Employer,

appeals, direct mail, case statements, training materials, web content, and more.

EDUCATIONAL OPPORTUNITIES

Harvard Business School

Executive Education

Soldiers Field, Boston, MA 02163
1-800-HB5-5577, ext. 4176

Email: executive education@hbs.edu
voww.exed.hbs.edu

Harvard Business Schuol Executive Education offers a full array of open-
enrallment and custom |zarning solutions. Each development opportunity
s grounded in field-based research and closeness 1o practice, providing
actinnable learning for individuals that quickly translates into sustainable
results for companies,

EVALUATION/RESEARCH

Q Focus Group Resource

_w

There’s no substitute for hearing directly
from the people you aim to serve.

Classifieds

FUND ACCOUNTING

Sage Software Nonprofit Solutions
12301 Research Boulevard, Austin, TX 78759

BOO-811-0961 * www.sagenonprofit.com

With 40,000 nonprofit customers and the largest range of award-winning
fundraising and fund accounting software options, Sage Software is the
vendor of chaice for nonprofits of al sizes, Our global strength gives you
unrivaled choice, quality, and service - providing Innovative, flexible, and
easy-to-use solutions designed with your needs in mind,

FUNDRAISING SOFTWARE

Blackbaud, Inc.

2000 Daniel Island Drive, Charleston, 5C 29432
B00-443-9441

selutions@blackbaud.com o wwnwblackbaud.com

Blackbaud is the leading global provider of software and related services
designed specifically for nonprofit organizations. More than 15,000
organizations use Blackbaud products and cansulting services for
fundraising, financial management, business intelligence, Weh site
management, school administration, and ticketing. Blackbaud's solutions
Include The Raiser's Edge®, The Financial Edge™, The Education
Edge™, The Patron Edye®, Blackbaud® NetCommunity™, The
Information Edge™, The Researcher's Edge™, WealthPoint™, and
ProspectPolnt™, as well as a wide range of consulting and educational
services, Founded in 1981, Blackbaud is headquartered in Charleston,

South Caralina, and has operations in Torontn, Ontario; Glasgow, Scotland;

and Sydney, Australia. For more information, visit wvw.blackbaud.com.

FUNDRAISING SOFTWARE

SoftwaredNonProfits.com

57 Gledhill Ave., Toronto DN MAC 5K7, Canada

416-423-9064

info@Software4HonProfits.com « www.SoftwaredhonPrefits.com

LODKING FOR A SDLUTION TO MANAGING YOUR DONATIONST

DONATION software can hielp. Designed for small to mid-sized charities
and churches, it has over 4,000 users across North Amarica,

This 2asy ta use and affordable software will help you:

o Eliminate manual record keeping
0Track donations and doner information
0 lssue tax receipts

For additional features and benefits, please visit our website,
Don't forget to try our FREE EVALUATION—NC OBLIGATION.

FUNDRAISING SOFTWARE

Cascade Data Solutions « Donation Director

PO Box 2677, Albany, OR 9731

£00) 280-2090

sales@donationdireetor.com « www.DonationDirector.com/npg

Donation Directer is fundraising and donor management soltware
designed for small to medium sized nenprofits. Organize your donor
relationships in plain English without the use of hard to remember codes
and canfusing layers of imelevant features, Track appeals, events, donors,
staff, and volunteers. Manage pledyes, denations, and all donor
correspondence, Donation Director provides detailed reparting an appeal
and solicitation parformance. Call or visit nur website to schedule a live
onfine demonstration today!

DonorPerfect Fundraising Software
540 Pennsylvania Avenue , Fort Washingten, PA 19034
800-220-8111 »info@donorperfact.com « www.denarperfect.com/da

Nothing is more critical to the success of your mission than growing
relationships with donors, volunteers, foundations and other constituents,
Forover twenty years, DonorPerfect has provided thousands of nonprafits
the software tools they need to achleve thelr fundraising goals,

Sage Software Monprofit Solutions
12301 Research Boulevard, Rustin, TX 78759
B00-B71-0951 * www.sagenonprafit.com

With 40,000 nonprofit customers and the largest range of award-winning
fundralsing and fund accounting seftware options, Sage Software is the
vendar of choice for nonprofits of all stzes. Qur global strength gives you
unrivaled choice, quality, and service - praviding innovative, flexible, and
easy-lo-use solutions designed with your needs in mind.

INSURANCE SERVICES

Charity First Insarance Services, Inc.

One Market, Spear Tower, Suite 200, 5an Francisco, (A 94105
B00-352-2761 ext. 8554 Marketing
Katie_King@charityfirst.com

www.charityfirst, com

Singe 1984 we've put your nonprofit first. A nationwide company
dedicated to Insuring your nonprafit organization. (overage's includa:
Package, Sexual Abuse, Professional, Workers' Compensation, D&O/EPLI,
Accident and othess. Operations include: Arts, Civic & Sodal Clubs,
Community Organizations, Social Service Organizations, Residential
Pragrams, Schools, Educational and Training Organizations and many more,

GOVERNING FOR NONPROFIT EXCELLENCE

PERFORMANCE MEASUREMENT FOR
EFFECTIVE MANAGEMENT OF NONPROFIT
ORGANIZATIONS

STRATEGIC PERSPECTIVES IN NONPROFIT
MANAGEMENT

DECEMBER 2-5, 2007
SPRING 2008

SUMMER 2008

ON

10e) {g0: (28 HARVARD

‘ﬂ"ﬂ BUSINESS
K SCHOOL

EXECUTIVE EDUCA']“I()N__
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TOMORROW

Performance Management. Strategic Management. Board Governance. By theirivery 'nature, 'nonprofit
503.287.0693
www,FocusGroupResource.com

organizations face unique challenges in these critical areas. Forward-looking leaders know that to deliver

lasting social and economic value, they must plan ahead for future success. Harvard Business Scheol’s Social
Enterprise Initiative leverages the School's core strengths to promote leadership excellence in nonprofit,

How can you reach thousands of nonprofit leaders and decision makers inexpensively? private, and public-sector enterprises. These Executive Education courses share the common goal of helping

Place a classified ad in the Nonprotit Quarterly.
One year (4 issues) costs only 8400, Please call (617) 2274624 and ask for the advertising direclor.
This is an gifective and inexpensive way lo expand your reputation among leaders of the wonprofit comamumity.

leaders respond to the growing importance of the nonprofit sector and its ever-increasing interrelationship
with business.

Learn more at www.exed.hbs.edu
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