
Governance Issues, Challenges and Opportunities for 
Faith-Based Nonprofit Organizations
Faith-based nonprofit organizations are
· A religious congregation (church, mosque, synagogue, or temple); 

· An organization, program, or project sponsored/hosted by a religious congregation (may be incorporated or not incorporated); 

· A nonprofit organization founded by a religious congregation or religiously-motivated incorporators and board members that clearly states in its name, incorporation, or mission statement that it is a religiously motivated institution; and 

· A collaboration of organizations that clearly and explicitly includes organizations from the previously described categories. 

GENERAL  GOVERNANCE ISSUES OF NONPROFIT ORGANIZATIONS
· A 501c3 nonprofit, public benefit organization has no single owner – neither individual or group.  It is granted the right to exist for the benefit of the public in general.  The general public are the ultimate stakeholders.     

· The Nonprofit Board is entrusted, by government statute, with the public purposes of the organization, and it is thus responsible for the financial viability and legal accountability of the organization (the fiduciary duties)
· The Nonprofit Board is the keeper of the mission and vision of the organization, and it is ultimately responsible for the strategy and direction of the organization. (the care and loyalty duties)    
  

PARTICULAR GOVERNANCE ISSUES AND CHALLENGES OF FAITH-BASED NONPROFITS
· Faith-based nonprofits are often developed from a vision or calling of the faith leader or the church mission statement  - the distinction between the church and the nonprofit is often unclear and operations of the two organizations become co-mingled.
·  The close relationship among those involved can bring about challenges that minimize the effectiveness and sometimes the credibility of the faith-based nonprofit.  Most often, crisis and failure in faith-based nonprofits can be traced to governance challenges.  Common among the challenges are:  

· Board Independence

· Board-Leader Relationship
· Related-party transactions

· Board Recordkeeping  
· The performance of the faith leader is not regularly evaluated by the congregation, but it is required to be by the Board of should be by
OPPORTUNITIES AND BEST PRACTICES FOR FAITH-BASED NONPROFITS
There is growing evidence of the efficacy of faith-based and spiritually-inspired approaches to some of society’s most pressing problems.  Accordingly there is wide interest and acceptance of faith-based nonprofits delivering public services.  The degree to which that acceptance enjoys sustainable growth depends largely upon the quality of governance of faith-based nonprofits.      
Where an organization has a faith basis, there are certain questions to come to terms with:

What difference does the faith basis make? How should it relate to the governance role and

to what extent does it influence direction and strategy? And should the faith basis simply be

about the faith motivation of a number of key individuals?

If a faith-based organization is to be authentic, its faith basis should make it different to and

distinctive from other organizations that do similar work. There is a spectrum of ways in which

organizations relate to their faith basis, ranging from those that have a very strong link and clear

identity, to those that acknowledge inspiration, or tradition, or value particular support.

Whatever the relationship to faith, what matters is that it is a real commitment and a careful

choice, and that whatever the organization claims about its faith basis, it is alive and active.

Adherence to a few proven practices will maximize Board effectiveness and mission accomplishment:  
BOARD INDEPENDENCE.  The organization should take care to maintain the reality, not just the appearance of independent board governance. Requiring the predominance of independent board members helps ensure the board will take official action without partiality, undue influence, or conflict of interest.  Independent board members as:

· Persons who are not employees or staff members of the organization.

· Persons who may not individually dictate the operations of the organization similar to an employee or staff member. A person who is an uncompensated CEO, for instance, is not independent.

· Persons who are not related by blood or marriage to staff members or other board members. Blood or marriage relationships are defined for the purposes of the standard as being his or her spouse, ancestors, brothers and sisters (whether whole- or half-blood), children (whether natural or adopted), grandchildren, great-grandchildren, and spouses of brothers, sisters, children, grandchildren, and great-grandchildren.

· Persons who do not report to or are not subordinate to employees or staff members of the organization.

· Persons who do not report to or are not subordinate to other board members.

· Persons who do not receive a significant amount for consulting or speaking, or any other remuneration from the organization.

· Persons who do not have relationships with firms that have significant financial dealings with the organization, officers, directors or key employees.

· Persons who are not the paid legal counsel, related to the paid legal counsel, or are employed by the firm that is the paid legal counsel of the organization.

· Persons who are not the auditors, related by blood or marriage to the auditors (see definition of blood or marriage in #3 above), or are employed by the auditing firm of the organization.
THE BOARD-LEADER RELATIONSHIP Often overlooked, a critical duty of the board is to evaluate the organization’s top leader .  When things are going smoothly and the top leader is well liked, the board can easily sidestep the need to formally evaluate the leader’s perfor​mance. However, the board must develop a formal written review system to both assess annual performance against established standards and plan future performance goals. The leader will then receive a clear, written communi​cation of expectations. In this capacity, it is important to note that the board must operate as a whole and not as individual members. The board’s role is one of service to the organization’s ministry.

A healthy and candid relationship between the board and top leader will enhance communi​cation and accountability. Very often, boards fail to govern because of the unquestioning con​fidence in the leader, or the founder, or the chair, or some other single personality. The organization takes risks when it aligns itself too closely to one individual, regardless of how good that person may appear to be.

Boards should meet in executive session, without the top leader present, during a portion of at least one board meeting each year. This will facilitate communi​ca​tion and candor among board members in dealing with the organization’s critical issues.
BOARD RECORDS  proper attention to written records is extremely important. Of particular concern are these three records:

· Mission statement and bylaws. The mission statement should define the organization's reason for existence. The bylaws are the established rules to guide board procedure.

· Policy statements. Decisions concerning recurring problems or issues should be recorded. In some cases this can be a simple list, but in more complex organizations it may consist of a body of administrative law. Usually the Executive Director drafts and recommends policy statements for board approval.
· Minutes. Minutes provide an indispensable record of the board's deliberations. Minutes can also protect the board from litigation or other administrative proceedings. The minutes should list board members present as well as those absent. The meeting's location, start time, and ending time are also essential elements of the minutes. The minutes should record actions taken by the board, contain enough discussion to substantiate the actions taken, and reflect the abstention of interested parties when addressing related-party transactions. Approved by the board chairman and signed by the board secretary after adoption by the board, the minutes should be filed and stored together for ready access.

RELATED-PARTY TRANSACTIONS   Always avoid conflicts of interest. Trans​actions with related parties may be undertaken only if all of the following are observed:  1) a material transaction is fully disclosed in the financial statements; 2) the related party is excluded from the discussion and approval of such transaction; 3) a competitive bid or comparable valuation exists; and 4) the board has acted upon and demonstrated that the transaction is in the best interest of the member.
Additional Resource on the Topic:

The Alban Institute – www.alban.org
Evangelical Council for Financial Accountability – www.ecfa.org 

Robert Wilkins, YMCA of the East Bay – rwilkins@ymcaeastbay.org

