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Governance of Nonprofit Organizations



7'| H'I Lﬂéer_l'? What |s Governance?
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Governance provides the type of consistent oversight, accountability, and checks and
balances that can ensure nonprofit organizations both reach their goals and remain

sustainable for the long term.
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In nonprofits, this role is most often filled by the Board of Directors.
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H I %:I E—I 7'| H'I L|'_-I¢9—| / I '?.:-I The Origin of Nonprofit Governance

« HI2F AI{ Contract Failure
o 2Q1-LHE|Ql ZX| Principal-agent problem

0|
ol

o/

== Conflict of interests

EH I} M GH0| Adverse selection and moral hazards

X|'9— I:|'| E—|O|_|O|_| I:||%:|E—| ':,;fiﬂ Nonprofit organization as an agent of donors
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« A2 Contract (F-2HH XM|2F Non-distribution constraints)

\ o M} I} Performance assessment
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A2} B0t Mechanisms for minimizing conflicts of interest
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= Board as a Governing Body

» H|G| O|Atel= EA| 28= dal- d=0ol7] #lol d&& AFES2S] EH.

A nonprofit board of directors is a group of individuals who are elected to govern
and oversee the organization’'s operations.
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The board is responsible for setting the organization’s mission, strategy, and goals,

and ensuring that the organization operates in compliance with legal and ethical
standards.
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: The board of directors is also responsible for ensuring the organization's

financial stability and sustainability.
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0 IAI‘E.I 9_I g. g Roles of the Board (1/3)

* M5 &= Financial and legal oversight
L TS AE A9, TS ANA BLIE, TS0 et MY SH e
Approving financial plans, monitoring financial health, and ensuring appropriate
financial controls.



0 IAI‘E.I 9_I g. g Roles of the Board (2/3)

« ZHXl 2 OJAte] &= Executive director and board oversight

- ZBL0| et =2 = &= g4 HIt Bd 2, 2N e sAl EE.
Key executive director oversight activities include reviewing performance, setting
compensation, and ensuring orderly succession.
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Oversight of the board itself includes conducting an annual board review process

(measured against its goals and priorities) and ensuring that key processes for
\ recruiting, orienting, developing, and replacing board members.
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0 IAI‘E.I 9_I g. g Roles of the Board (3/3)

o O|M T2 Adherence to mission
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The board and organizational leadership should share a common understanding

of the mission and refer to the mission when making strategic and financial
decisions.
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Expectations for the Board Members

—'?'—E Wealth — 7|8 =& Giving capacity
I|o=|| Wisdom— XI'” |_Eé'>| Subject expertise

* 85 Work — AlZHt H5 AEEHO = XjSoli= 2|

Willingness to volunteer time and efforts



0 IAI‘E.I 9_I bé"lx_'! i—.onl Legal Responsibilities of the Board (1/2)

o 2= 9|8 Duty of Obedience:
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Board members must be faithful to the organization’s mission and to act in a way

that is consistent with the central goals of the organization and applicable federal,
state, and local laws.

‘ o 9| O|F Duty of Care:
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Board members should exercise reasonable care by staying informed, participating

in decisions, and acting in good faith when they make decisions on behalf of

\ the organization.
G




0 IAI‘EI OI -I i—I!OQI Legal Responsibilities of the Board (2/2)

« =41 9|8 Duty of Loyalty:
O|Ate| FEEHE SAHEHO| Thx[0f] Bt
21 2{ol{OF otLt.
Board members have to put the interests of the organization first when making
decisions affects the organization.
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Nonprofit Scandals and Conflicts of Interest

« OIAFEE Al OfAte| w1 2| 7H2IA Ofoli7 Fets f= 8% Oloh==0| T4,
A conflict of interest exists when a member of the board has a personal interest that
may influence them when making decisions.
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It occurs where individuals' obligation to further the organization’s charitable
‘ purposes is at odds with their own financial interests.
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\ Many nonprofit scandals are caused by conflicts of interest.
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Baltimore's mayor Catherine Pugh resigned following b."‘\c,i LT
a scandal that revealed she had profited in the .\% O

hundreds of thousands of dollars from selling her self- RS G
published children's book to the University of Maryland
Medical System, where she served as a board member.
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OI%H%% I:I'—?—jl Handling Conflicts of Interest (1/2)
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Sometimes, conflicts are inevitable. What the board should do is to identify and
follow a process for handling them effectively.

» B= 0oz = 7Isds EHih
Disclose all potential conflicts of interest
« MR ZH[Z} 2CHE]7| M0f| x2[otCt
‘ Address potential issues before they escalate
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\ Implement a solid conflict of interest policy
 0|At2|Q] S 2|F 0| CHolf W=t}
\Educate the board about their duty of loyalty
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OI%H%E I:I'—?—jl Handling Conflicts of Interest (2/2)

* O|oll== ™2l Conflict of Interest Policy
- Olcliz= 7I5d0] = AEEE olid =MIE L= EEU A tiXol= BXIE
Eott

Establish procedures under which individuals who have a conflict of interest will
be excused from voting on such matters

» = OlAte| A HUA Oleiz= WAl M0 MEol=E 241t

Require all board members to sign a conflict of interest document
A U 40| YR HOIS QI
\ Require a certain number of bids for a job
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OIAI‘E.I EEE'IJS Board Independence (1/3)

e O|AIQ] =&lM Independent Directors:
O[ArRE HA| 2F =28 HHAILL 715 EA|17} gl A.
There are no financial or familial relationships between the director and the
organization.
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The member wasn't compensated as an officer or other employee of the
organization or a related organization. ) )
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The member didn’t receive total compensation exceeding $10,000 from the
organization and related organizations as an independent contractor during the

tax year. This excludes reasonable compensation for services provided as a

board member.
)




OIAI‘E.I EEE'IJS Board Independence (2/3)

* O|AIC] =& Independent Directors:

HX| LO] "Olol2tA 21| el off A 1Gt0{0F gF ThA||2F2] ZHe2l0]| O[ALS]
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Neither the member nor any family member was involved in a transaction with

the organization that must be reported on Schedule L, “Transactions with
Interested Persons.”

O|Ale| FEHOIL 7152 offd ThA[Q] BX| Lo 2 116}0f of= £E HA|22
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Neither the member nor any family member was involved in a transaction with

a taxable or tax-exempt related organization that must be reported on that
organization's Schedule L.
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https://www.irs.gov/pub/irs-pdf/f990sl.pdf
https://www.irs.gov/pub/irs-pdf/f990sl.pdf

OIAI‘E.I Eﬂg Board Independence (3/3)
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Nonprofits must state on their IRS Forms 990 the number of independent voting
members on their board.

Aol sE A2 O|Ate] FHHET RU00F o= A= OfF.
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Organizations are not required to have only independent board members.

« X DMEZ2 S ANEXA T 2[EHS 71 O[Ae] LEE S A 51%7t
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The IRS requires that public charities have at least 51% of the voting members of the
board of directors unrelated (independent).

- Lt AMERE ZAlol= HA & &= dF0 C(2|a 322 2)7t
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ey However, some charity watchdog groups suggest that a substantial
majority (meaning at least two—thirds) should be independent.



https://www.irs.gov/pub/irs-pdf/f990.pdf

IRS Form 990 Part 1
m Summary

Briefly describe the organization’s mission or most significant activities:

---------------------------------------------------------------------

3
:
§ 2 Check this box [if the organization discontinued its operations or disposed of more than 25% of its net assets.
g | 3  Number of voting members of the goveming body (Part VI, ne fa). . . . . . . . . J
: 4 Number of independent voting members of the governing body (Part VI, line 1b) . . . . | 4
2| §  Total number of individuals employed in calendar year 2023 (PartV, ne2a) . . . . . 5
% 6 Total number of volunteers (estimate f necessary) . . . . . . . . . . . . .. 6
< | Ta Total unrelated business revenue from Part VI, column (C), line12 . . . . . . . . Ta
b Net unrelated business taxable income from Form 990-T, Part |, line 11 . . ST 7b




OIAI‘E.I I:I'%:é;l Board Diversity (1/2)
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When a nonprofit ~ s board reflects the diversity of the community served, the
organization will be better able to access resources in the community through
connections with potential donors and/or collaborative partners and policymakers.

» LZd= Al OlAtel= ME|AS —EALE MEIA H|A|I0| 2ot AFH S0
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A diverse board will improve the nonprofit's ability to respond to external influences
that are changing the environment for those served and in which it is working.
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OIAI‘E.I I:I'%:é;l Board Diversity (2/2)

- H|FE| O|At2|7t SCHot Z2-0| AHMS I O|Are[e] Cifet HAEE M2
7|2[2t feds Yoia= ol o HMele
When a nonprofit board is facing a major decision, diverse perspectives on the
board are better qualified to identify the full range of opportunities and risks.
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Boards that are not diverse risk becoming stagnant: if all the board members travel
in the same social circle, identifying and cultivating new board members will be a

\ constant challenge.
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Diversity in Korean Nonprofit Boards
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OIAI‘E.I I:I'%:é;l Ic[>':|7 I' Assessing Board Diversity (1/2)

« X|9Alg] O|oliol?| understand the community

- H|Fd| EA|Q| ARLEZI 2|5 &0 BOtLt & SFF X[ A=K| 2ol 27|
Think about how well the nonprofit's community is represented in its leadership



OIAI‘E.I I:I'%:é;l Icr';j I' Assessing Board Diversity (2/2)

o CtUM X} 201617 | Identify diversity gaps

o 714 AX} Composition gaps:
TR Q| MHIAS HSEH= AFZIE Q| THFSH MA|A, A4MSH 243 2HH0)| CHaH

= O C - A = — — _OC_IDZI — a
ZEA d2ol= A2 O|ArR|7t ER= of= Eiﬂla O|0H0f O 1R s
Think broadly about the vast array of identities, lived experiences, and

perspectives of those your organization serves is critical to understanding the
voices needed in your boardroom

o =2} AKX} Culture gaps:
O[AI=|S] =22 E"7f3f'_ A2 OYd-sTY-EZd= 0|Al=[e] 7St

o oo=
\ iAo SN0l ST e ZRE
The assessment of board Culture is V1tal to centering DEI in board service and
\governance
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OIAI'E.I 9—' I:I'%:é;l ?‘% Building a Diverse Board

.« S0/ A mAT} THBHACY T3 TAIBICH

- L
Address unconscious biases and stereotypes.

* O|At2], AR =, MH|A TEASE Eefol H5R5 HOAIZICE
Get everyone involved, from the board, management, and clients.
» 1o HERIF BRZNIA AtElES &=L
Recruit outside of the close-knit network.
» CH - SHY-ZEY(DENS THHIQ| 0|MQE =L,
‘ Make Diversity, Equity, and Inclusion (DEI) a part of the organization’s mission.
» OAte| C}Fd HAlS OH=L

1= L_L_

\ Create a board diversity policy.
« DEI M91E= RH=L
Create a DFI statement.
G




DEI Statement-United Way Worldwide

* United Way’s mission is to improve lives by mobilizing the caring power of
communities to advance the common good. In order to fulfill that mission, it is
critical that our leadership and staff reflect the diversity of the many different
communities we serve around the world, that we are intentional about including
groups that have been historically excluded in co-creating solutions to community
challenges, and that we apply an equity lens to everything we do, in order to
ensure that every person in every community has access to the opportunities

they need to reach their full potential.
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Nonprofit Accountability and Transparency
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- H[FE|= BA|Q] &E X2t HS0A MEFEL FEHES 7K 25
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Nonprofits have a legal and ethical obligation to their constituents and the public to
conduct their activities with accountability and transparency.

 HIHE= H7|N-BHHOZ CISOIA THRIQ DI, S, I, AT} 2 JAF
274 P30 2ot HE S M of0f .
Nonprotfits should regularly and openly convey information to the public about their
‘ mission, activities, finances, accomplishments, and decision-making processes.
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a0 A xHIOa
T I_ll'l_l_é;l?_lj I'? Accountability for What?

. H|ZEls WHOR Q5 BE BT HAS Z4H0F &,
A nonprofit must comply with all legally required reporting procedures.
- H|Fd|= A9 0] FYS 2ol XiES YL UA ArEot! X[HAt=]2]

ojefof 7|64 27t US.

A nonprofit has an obligation to responsibly use its resources toward its mission and to benefit the

community.
— H3I= = = = = = =
‘ - H|F2|= Behet dit £ MA|IE TS0, 7tsolCiE OHE HA|2F ZuiS
= = o = 1O =} & o
HlwolH, O|2{ct Autet WHES ThH|Q| HEXIR} ST MU0 US.
A nonprofit has a responsibility to establish clear performance measurements, compare results with
\ other organizations when possible, and share these results and methodology with the constituents.

—EX S = S = O
- 2t H|FE|= E4 &3 90| MEL|= == gel 7|& H Xl 7|=S
ASH & o
. F48 0| US.
Each nonprofit has a responsibility to adhere to the established industry and regulatory
standards that apply to its particular activity area.




—ll_——_r'-O‘" EHQ’ i_ll'l A‘|O|7I-? Accountable To Whom?
Hlo:l E_I OI -'I'E XI' A Nonprofit's Constituents

X2 S0 U0 Ol EHAIE H= AES

People with a stake in the success of the organization
. -Tlé','-‘-’.;-l Members

° Ongf Clients
* 7|-'?'—X|‘ Donors
‘ ° Ekl'XI' Volunteers

° I"-.— Government

\ EH3 Public
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IHTI—-! E—%:Ié;l Financial Transparency
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Financial transparency helps preserve the important trust community members and
donors place in a nonprofit — a prerequisite for nonprofit accountability.

c £ T BA U MBED(YY, HEMT, ZUMT E)= AT
7|3tOZHEf 3 SOt ZIHE010f &,

IRS public disclosure requirement: Returns must be available for a three-year period
beginning with the due date of the return (including any schedules, attachments, or

supporting documents)
» AHHAS dAlote HH|S] SH|O[X[0 XM O = SA[

— = O3
Voluntary disclosure on charity watchdog websites.

N  HHA| =H[O[X|0| AXIE TN & ZAIH TN E Eobot z|4 HE XS,
@ Providing up-to-date information on the organizational website,
including annual reports and audited financial statements.
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H I %:I E—I 9—' ¢% ".:-I Nonprofit Revenue Sources

- AN 70z R BExg, 78 7R, M BEXxg, 9 7[R =
Charitable Contributions: Government grants, corporate giving, foundation grants,
and individual donations

« A1 Q) MH|A O|2=, 3|H|, (HF & DIZHO]) Aok At
Earned Income: Fees for service, membership dues, and contracts (government and
private)

« BXF =i OX} Higg, Al &5
‘ Investment Income: Interests, dividends, and capital gains

\
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U.S. Nonprofit Revenue Structure — All 501(C)(3)s
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Government Grants
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Private Contributions
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Investment Income
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Revenue Structure — Subsector Differences

A2 ol B2 =9 Sources of revenue for nonprofit subsectors
Fees Private gifts Govt grants | Invest income Other
A All 70.3 12.3 9.0 5.4 2.9
U= Arts 31.3 40.8 12.5 7.7 7.7
W& Education 55.9 14.9 11.9 14.1 3.1
2t4 Environment 25.1 48.0 14.1 5.8 6.9
HZ Health 87.5 4.0 3.4 2.9 2.2
SHAH|A Human service 53.1 16.4 22.7 2.9 4.9

=ZX|EA| International 7.6 67.3 21.9 2.2 1.0



H I o= E—I OI AI'O-I A?:I Earned Income for Nonprofits

+ HIZ TOH, MH|A KB, QR SEfOREIE] wAl

Generated from the sale of goods, services rendered, or work performed.

* o|H| H sz EL

Membership dues and fees are included.

+ H|G | Z0M XiX[ot= A RIS S2E= &0l S71e.

The importance of earned income in nonprof1t finance has been increasing.

e 20| RHE ngjanm OlOM Cti|= X |XMO 2 =J}6t= LUXE =510

\
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8%‘2 I1‘| SIPNEE) I|X| 7|8t= CrZtslold! =g o= US.
Income-earning programs allow organizations to diversify or expand their base of
support to meet growing needs and to better sustain their operations over the long
term. )
W - SE2E XM oS R 498

e&myp The dominant source of revenue for reporting charitable organizations.



AI'%-I —Jr-(él |I_-|§||: Earned Income Strategies

- |G 2|7t X}212] 0|M 3t 21 23 E 255 Soll EHES2 A=0 CHollA=
HA|ZERE,
Nonprofits are exempt from taxation on income earned through activities directly
related to their missions.

- 0|41 HA e &= Soll B ZS2 AF0| oAM= M=z 0| F2H.
Income from activities not related to the mission is subject to unrelated business
income tax (UBIT).

‘ * AN 0l LotA 2Eol= B2 HAMS BMAL AR/t AEIZHE 27t

ol
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\ Substantial reliance may put the organization’s tax-exempt status in jeopardy.
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Al'?d-l —Jr—ﬁ):l O:HAI Earned Income Examples

- T0f: ofF, M1E, 824, /td S.

Merchandise: Clothes, mugs, tumblers, bags, etc.

e NHIA: W1, 23 0l

T -y L_O O
Services: Educauon training, adoption, etc.

- AL (X2 0]40f 7[0ol= ELR

Rents (when serving the organization’s mission)
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Marketing Branded Products

AO| =
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Generates revenue
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Increases brand awareness
- Patien‘ts & Researche.
o E—I_l'x-” XlIle-Ol Dl‘le' x|:_|-| ancer Caregivers Healthcare Pro.

L—_—
EXCites your supporters

rotec
sssss

Gl

SHOP LIVEpink sisasx




X2 AXM

Lo L2 Financial Health

C SR 2E: KpAL - A
Equity balance: asset-liabilities

« 20 O}Xl: EAAQI4YU-XE/ E A O
" O = 1 o 1T d
Operatlng margins: Total surplus (reven

ue-expenses)/total revenue

= 712 SEALSH 74 =

e 20| XISEL: AOIQIH AOIS ZAOIOF |}5

TH HS _I_I:||_E_I_I:I

Z(AOI |EH A O] /Z=AO])2
THIZS=2 TdH/ST1Td

Revenue concentration: sum of squares of each revenue source divided by total

revenue = Sigma (revenue/total revenue)?

\ 2H| HIE: 2UHIX|S/EX|E

Administrative costs: Administrative expenses/total expenses
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Nonprofit Financial Vulnerability — Tuckman—Chang Ratios

o HXM ot XM T Tnadequate Equity Balances
« =2 %%q OFE Low Operating Margins

« T2 ¢ M High Revenue Concentration

« 2 RPAH| H|Z Low Administrative Costs
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IO:IEI'I I.__|-x."E 7|- Isl'E El-i'" Watchdog Organizations

e 7I0|EAE} GuideStar

* Guidestar.org

« X{2{E| LHH|AIO|E] Charity Navigator

* Charitynavigator.org

* Give.org (Better Business Bureau's Wise Giving Alliance)
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BBB Financial Accountability Standards

» AIHH| - SX|=2| 65% 0|d= AT &30 XlEe A.
Program Expenses — Spend at least 65% of its total expenses on program activities.

- B3| - D3 T 7|0122| 35% 0512 D20 XS %, B2 7|00
7|92, QAT|E, D810 23 20| ZntE He 20| T3t

Fundraising Expenses - Spend no more than 35% of related contributions on
fundraising. Related contributions include donations, legacies, and other gifts
received as a result of fundraising efforts.
| - 712 =2 - sy e 01 2 4 Q= XIS SXGHK T 21, 0] 7152
SZordT TAl|71 AL Ztsot HIX|E A0 ME L Of 42| 312t 53
\ 19| 3t 5 =2 39S =doliA= 2 &,
Accumulating Funds - Avoid accumulating funds that could be used for current

\ program activities. To meet this standard, the charity's unrestricted net assets
available for use should not be more than three times the size of the
™S  past year's expenses or three times the size of the current year's

budget, whichever is higher.

20
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BBB Standard for Charity Accountability

o HHHAALL ZAl: O|AFR]|S| A, 271, 2|9, EY, OlcisS=
Governance and Oversight: Board oversight, size, meetings, compensation, and
conflict of interest

-2Nd S 2 d M A gk B
Measuring Effectiveness: Effectiveness policy and effectiveness report

« JH2: AtH|, 22|, 7|13 ME, ZAEIIM, X|E M2 WY, Hetot X|E 21,
o[ &+ A=

Finances: Program expenses, fundraising expenses, accumulating funds, audit
report, detailed expense breakdown, accurate expense reporting, and budget plan

\ 88 H 82 Ne: oot Xz, AREIM, ZH0[X] SAl, 7|12 84, 59
08 SAlL 012] X[/

\ Solicitations and Informational Materials: Accurate materials, annual report,
amyp Website disclosures, donor policy, cause marketing disclosure, and

complaints
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Accountablllty, Transparency, and the Board
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Nonprofit organizations must continuously earn the public’s trust through their
commitment to transparency and accountability.
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By being accountable and transparent, a non-profit can build trust with its

stakeholders, attract and retain donors, and foster a positive reputation in the
community.
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Transparency is a requirement for accountability.
— x (&) = (@)
+ OJAE] BT MR NS HAS ZIHOI MOl0| UG
The board has the ultimate responsibility to ensure transparency and accountability.
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