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Growth of nonprofit sector makes
volunteer involvement more rewarding
and challenging, says study

Involvement on the boards of nonprofit organizations (NPOs) benefits both the organization
and the volunteer, and provides valuable experience for current and future business leaders,
says a report issued today by the British-North American Committee. The report also notes,
however, that NPOs differ fundamentally from businesses in the nature of their mission, their
internal culture, and their dynamics, and that business- people need to learn about and prepare
for these differences if their involvement in NPOs is to be productive and rewarding.

The report, Effective Governance of Nonprofit Organizations, was prepared by Rob Paton of
Britain’s Open University Business School and by members of the British-North American
Committee under the guidance of a working group chaired by Charles Baillie, Chairman and
Chief Executive Officer of the Toronto-Dominion Bank.

The report outlines the growing importance of the nonprofit sector and the challenges this
growth has brought in its wake: competition for resources; growing scrutiny; new sponsor-
ships and partnerships; and the increasing professionalization of management. These devel-
opments, the report argues, increase the importance to NPOs of business volunteers’ expertise
in such matters as strategic investment, information management and re-engineering.

At the same time, however, many business orientations and practices are not simply
transferable to NPOs. The mission, culture, and dynamics of NPOs usually differ from those of
businesses, and the boards and directors of NPOs often see their roles in differing and often
conflicting ways: a “political” model in which the board represents major stakeholders, for
example, may frustrate directors who are used to operating in a “supporters club” model with
a primary focus on opening doors and fundraising.

Similarly, the report says, the influence of stakeholder groups such as funders, staff, and
beneficiaries differs not only from one NPO to another but also within the same NPO at differ-
ent points in time. In particular, NPOs tend to go through cycles requiring different levels of in-
volvement by their boards. The report describes the stages of these cycles, and provides both a
set of questions and a template schedule that nonprofit boards can use to avoid surprises as
their organizations evolve.
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In a statement accompanying the report, the members of the British-North American
Committee urge business leaders to support the involvement of their upcoming successors in
the nonprofit sector. They argue that such involvement not only benefits NPOs, but also pro-
motes volunteers’ personal growth and the sense of social responsibility that is increasingly
important in business endeavors. The guidelines and questions in the report, they state, can
help make directors’ experience more constructive and rewarding.

* * * *

The British-North American Committee was established in 1969 to study and discuss the broad range of
economic factors affecting the relationships among Canada, the United States, and the United Kingdom. Its
members are drawn from business, labor, agriculture, and professional leaders who are involved in relations
among the three countries. The Committee is sponsored in Canada by the C.D. Howe Institute, in the United
States by the Center for Strategic and International Studies, and in the United Kingdom by the British-North
American Research Association. The North American Chairman of the Committee is Robert D. Rogers,
President and Chief Executive Officer, Texas Industries, Inc., Dallas.

—-30-

For further information, contact: Bill Robson, C.D. Howe Institute
phone: (416) 865-1904

fax: (416) 865-1866

e-mail: cdhowe@cdhowe.org

Internet: www.cdhowe.org

Effective Governance of Nonprofit Organizations, by Rob Paton and Members of the British-North American
Committee (Toronto; Washington, DC; London: British-North American Committee, July 2000). 27 pp.; free
of charge.

Copies are available from the C.D. Howe Institute, 125 Adelaide Street East, Toronto, Ontario M5C 1L7.
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Selon une étude,
I’essor du secteur sans but lucratif
rend la participation des bénévoles
plus enrichissante et plus stimulante

La participation aux conseils d’administration d’organismes sans but lucratif (OSBL) profite
tant a I’organisme qu’aux bénévoles et offre une expérience intéressante aux dirigeants
d’affaires,actuelsouen puissance,d’apresunrapportpubliéaujourd’huiparle Comitébritan-
nique et nord- américain. Toute fois, le rap port sou ligne aussi que les OSBL se dis tinguent fon-
damentalement des entreprises de par leur mission, leur culture interne et leur dynamique.
Les gens d’af faires doiventdonc s’in former de ces diffé rences et en tenir compte pour que leur
participation aux OSBL soit fructueuse et enrichissante.

Lerap port,intitulé Effective Governanceof Non profit Or gani zations (Régieefficace desorgan
ismes sans but lucratif), est redigé par Rob Paton de I’Open University Business School de
Grande- Bretagne et par des mem bres du Comité bri tan nique et nord-ameéricain, sous ladi rec-
tiond’un groupe de travail présidé par Char les Bail lie, prési dentdu con seil et chefde la direc-
tion de la Banque Toronto-Dominion.

Lerapportsoulignel’im portancecroissante dusecteursansbutlucratifetlesdéfisquecet
essor a poseés, soit la concurrence pour I’obtention de ressources et la professionnalisation
croissante des membres de la direction. Selon le rapport, cette évolutionaccroitl’im portance
pour les OSBL de recruter des bénévoles aux connaissances spécialisées dans des domaines
comme l'investissement straté gique, lagestiondel’infor mationetlarestructuration.

Dans un méme temps, cependant, maintes optiques et pratiques commerciales ne sont
toutsimple ment pastransférablesaux OSBL. Lamission, lacultureetlady namique des OSBL
sedistinguentdecellesdesentreprises,etleconseild’ad ministrationetlesadministrateursdes
OSBL percoivent leur réle de maniere différente et souvent contradictoire : ainsi, un modele
«politiqgue»ouleconseild’ad ministrationagitaunomd’im portantsinter ve nantspourra pro-
voquer de la frustration chez les administrateurs qui ont I’habitude de fonctionner selon un
modele de «club de par tisans» dontla priorité estd’ou vrir les portesetd’or gan iser des levées
de fonds.

Deméme,indiquelerap port,I'influence desgroupesd’inter ve nantscomme les bail leurs
de fonds, le person nel et les bé néfi ciaires différe d’un OSBL aI’autre, mais égale mentau sein
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d’un méme OSBL adiversmo ments. Plus particu liere ment, les OSBL trav er sentdescy cles qui
exi gent diffé rents ni veaux de par tici pation de leur conseil. Le rap port dé crit les étapes de ces
cy clesetfour nitunensemble de questions etun modele de cal endrier dont peu ventse ser vir
les con seils des OSBL pour éviter toute sur prise dés agréable au fur et a me sure que les or garn-
ismes évoluent.

Dans une déclaration jointe au rapport, les membres du Comité britannique et nord-
americainpressentlesdirigeantsd’affairesd’ap puyer laparticipationdeleurssuccesseurs au
secteursansbutlucratif. llssoutiennentqu’unetelle partici pationne profite passeule ment aux
OSBL,maisqu’ellefavorisel’épanouissementdesbénévolesetlesensderesponsabilitésociale
quiestdeplusenplusimportantdanslesentreprisescommerciales.Leslignesdirectriceset les
guestionsprésentéesdanslerap port,soulignent-ils,contribuentarendrel’expériencedes ad-
ministrateurs plus féconde et plus enrichissante.

*k k k%

Le Comité britannique et nord-américain a été formé en 1969 pour étudier un large éventail de facteurs
économiques qui influent sur les relations entre le Canada, les Etats-Unis et le Royaume-Uni. Ses membres
sont des dirigeants des milieux des affaires, syndical, agricole et professionnel qui sont impliqués dans les
relations entre les trois pays. Le Comité est parrainé au Canada par I’Institut C.D. Howe, aux Etats-Unis par le
Center for Strategic and International Studies, et au Royaume-Uni par la British-North American Research
Association. Le président nord-américain du Comité est Robert D. Rogers, président et chef de la direction de
Texas Industries Inc. & Dallas (E.-U.).
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Effective Governance
of Nonprofit Organizations

A BNAC S TATEMENT*

Members of the British—North American Committee (BNAC) serve on the
boards of voluntary organizations operating across the full spectrum of the
nonprofit sector: from the arts, education, and humanitarian charities,
through to medical research and public policy bodies. From our experiencd,
we are sure that business leaders can benefit enormously from involvemept
in these organizations. Such involvement provides the opportunity for thoge
in business to apply their talents and experience to, and learn from, the
handling of complex issues in the best interests of stakeholders—interestf
that are much more difficult to identify than those of the shareholders to
whom they are normally accountable. We are also certain that future leaderrs
in our countries, from all walks of life, would enhance their effectiveness and
contribution to society if they have and take the opportunity to join the
boards of nonprofit organizations (NPOSs).

In particular, we recommend that corporate boards and senior executiyes
should support the involvement of the next generation of business leader§
in NPOs. Not only should this enhance their personal and professional
development by exposing them to management challenges that are differgnt
in significant ways, it should also help nurture, in a practical way, a sense ¢f
social responsibility without which few companies will be truly successful in
future decades.

We recognize, however, that the nonprofit sector is experiencing radical
developments that place greater pressures on the members of nonprofit
boards. Greater competition for some, and greater scrutiny for all, are forcing
NPOs to become ever more professional and businesslike in their behavioy.
BNAC members, therefore, decided to issue this paper in the belief that one
of the best ways to ensure effective participation of business and other
leaders in NPOs of all sorts would be to publish a set of questions concern-

*BNAC Members who have signed this statement are listed on pages 17-27.
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ing the governance of such organizations. Addressing these questions
should help individuals—when first invited to join a nonprofit board and
regularly thereafter—to strengthen the management and operations of any
NPO. The questions provide guidance for monitoring nonprofit governance
and should contribute to making the board member’s experience both
constructive and rewarding.

The paper starts with some analysis by Rob Paton, head of the Manage-
ment Learning Unit of the Open University Business School, concerning the
new challenges facing NPOs and the new contributions that will be de-
manded of board members. He then highlights the competing roles that
boards often play and the common pitfalls into which they fall in terms of
board governance. The paper concludes by offering a set of questions that
BNAC members recommend to guide current and future board members in
their governance of NPOs.

THE ExPansioN oF THE NONPROFIT SECTOR

Over the last decade, the extraordinarily varied assortment of agencies,
educational bodies, campaigns, foundations, self-help federations, and
socially oriented businesses that compose what we call the nonprofit sector
has grown rapidly in size, significance, and sophistication. Most obviously,
governments’ loss has been NPOs’ gain—stepping in as service provider
under contract, expressing new social concerns, creating new forms and new
roles, and leveraging the communications revolution to maximize their reach
and impact. All the major social changes and challenges of our time—
medical research, the environment, an aging population, urbanization, crime,
and even the new information technologies—have stimulated growth in
some part or other of the nonprofit sector. Less obviously, nonprofit
globalization has also proceeded apace—transnational challenges in the
environment and in development have demanded transnational responses.
Increasingly, NPOs seem to have what intergovernmental bodies and even
some multinational companies lack: a mix of expertise and public credibility.

New CHALLENGES FOR NPOs

As they have expanded over the last decade, NPOs have also faced a host
of new challenges, which are forcing them to change substantially and quite
rapidly, and which have often served as a trigger for board turbulence.
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» Competition for resources is intense.

e Scrutiny by guardians of the common good, both statutory and
self-appointed, is becoming closer and more intrusive. Media
challenges are commonplace and the public is more questioning.

* New foundations see themselves as social venture capitalists,
nurturing a portfolio of social entrepreneurs and expecting to see
clear returns on their social investments.

e Sponsorship deals and joint public-private-voluntary partnerships
are the order of the day. Charging clients and customers realisti-
cally, contracting-in the provision of public services, media-based
fundraising techniques, and other developments have brought ne
measurements and commercial pressures into day-to-day activity.

» A new breed of nonprofit career managers has replaced the charit
administrators of yore—MBAs abound. Finance and other
professionals have been recruited from the private sector.

* Modern management ideas and techniques—TQM, benchmarking
risk assessment—are adopted far more readily, even eagerly. Larg
representative boards have been culled and cut back. Increasing|
the business model is the norm.

Currently, these challenges and responses are most visible within the
relatively small number of large NPOs—the national and international bran
of the sector and those that have grown rapidly on a diet of public contrag
Even local NPOs will recognize some of these pressures, however, and thé
will become more pressing in the future.

NeEw CONTRIBUTIONS?
THE RoLE oF BusINESs LEADERS

Historically, the contribution of business leaders to the nonprofit sector ha
been seen as strengthening the management function, complementing a
passion for the mission—be it religious, artistic, or humanitarian—with
financial realism and a focus on results. Business has been at its best wh
it has found ways to work with the grain, developing the organization’s
culture without seeming to threaten precious commitments. But as NPOs
face ever more complex challenges, so the transfer of experience needs tq

more specific, and business leaders can indeed bring specific skills to bea.
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Strategic Investment and Risk Taking

One still hears of boards appalled at the idea of investing six- or seven-figure
sums in fundraising technology and systems, or unable to handle the
investments risk in relation to new care facilities in an era of contracting.

Information Management

Many agencies struggle with the baroque monitoring requirements of their
various service purchasers (thisi@ what “outcome funding” was meant

to mean); others have this more or less systematized. But very few have
integrated systems and regular external (benchmarking) information to help
with strategic review at a program or organizational level. No wonder boards
tend to get brief narratives with a few summary figures—or a mass of
operational detalil.

Back to Basics and Process Reengineering

Every industry faces restructuring sooner or later, and nonprofit activities
are no different. Major debates and transformations are underway in the
fields of international development, disability, and higher education, to name
only three. Nonprofits, too, sometimes need to be reminded whom they are
there for, and need help in adopting different paradigms and processes, or in
recognizing the logic of merger.

IN SEARCH OF Goob PRACTICE

As the growth of the nonprofit sector has proceeded and the challenges
have become more complex, so the governance function has become a major
focus for attention, especially for business leaders. Whatever their potential
contributions, if an organization’s governance structures or methods are not
effective, the advice or leadership of a business official will not lead to
improvement.

“The fish rots from the head”—and the integrity, effectiveness, and
renewal of agencies large and small depend on the exercise of responsible
oversight by unpaid, nonexecutive boards of trustees. Books, reports, man-
uals, self-assessment tools, Web sites, and specialist organizations have all
proliferated (see annex). There is now no shortage of advice emphasizing the
considerable responsibilities of trustees and how to avoid such pitfalls as:
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Tales of such difficulties are a large and familiar part of the folklore of
the sector. But if it is so clear what should be done, why do the problems
keep recurring? Is nonprofit governance particularly accident prone?

SoURCES oF DIFFERENCE

Remuneration and legal frameworks aside, why should nonprofit boards bé
any different from boards in the corporate sector? This parallels the old

debate about whether management is the same everywhere, and the ans
is the same: governance and management will differ only to the extent that
the tasks and context differ. The areas of difference most often noted

include:

the interfering board—Ilooking over managers shoulders and
soaking up staff time without adding value;

the complacent or naive board—allowing strategic drift,
inefficiency, loss of control, and misuse or misappropriation of
funds; or,

the confused and divided board—an arena for unresolved
differences of purpose and strategy.

the nature of the mission and problems of measuring performance
against the mission—which commonly leads to the absence of a
bottom line that would allow comparisons with other organizations

a substantially professional workforce, with commitments to
professional norms and bodies;

values and culture, including consensual and collegial norms—
volunteers and professionals do not like it if they are not
consulted;

resource acquisition—often involving a separation between
funder/donor and service recipient/customer—and different
patterns of stakeholder involvement; and,

size—compared to the corporate sector, most nonprofits are small
and medium-sized organizations with limited management
resources.

\174

ver
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These differences are real, if sometimes subtle. But their significance is
easily overstated, reinforcing outdated sectoral stereotypes. The diversity
within both sectors is enormous, and many of the reported differences
between sectors actually have far more to do with differences between fields
of activity. If you have board-level experience in a private residential home
for the elderly, then becoming a trustee of a nonprofit residential home will
be straightforward compared to joining the board of a manufacturing
company. The moral is clear: know your industry.

ComPETING ROLES

One reason for difficulties with governance becomes clear if we ask members
what tasks they see themselves as accomplishing on boards. There seem to
be four main answers.

Charitable trusteeshipThis role involves safeguarding the assets and
making sure they are applied to the purposes for which they were
intended. This perspective is underpinned by legal and administrative
considerations and addresses the historic problem of agents acting in
their own rather than in the beneficiaries’ interests. It assumes a stable
context.

Stakeholder representatioihis role involves ensuring responsive-

ness and legitimacy by giving a seat at the table to all those whose
contribution or endorsement is essential (service users, careers, partner
agencies, funders, professional bodies). Essentially, this is a political
perspective, drawing on the idea of democratic accountability as a
continuing force in public life. It can be relevant to major, semipublic
institutions, but also to new, cross-sectoral partnerships aimed at
creating frameworks of agreement for new initiatives in urban regenera-
tion.

Supporting the “doers. This role involves assisting the organization’s
leadership by taking on largely ceremonial board roles, by lending one’s
name, interceding on the agency’s behalf, helping with fundraising, and
advising or providing organizational resources in kind. Joined by mutual
respect, a common concern, and shared purpose, such friends still
expect to be kept informed, and they can provide sympathetic
challenges as well as support—often appropriate in the entrepreneurial
phase when a new agency is addressing an emergent need or a
neglected client group.
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Table 1
Boards’ Contribution of Board-staff Key issues
primary task members relations
Trusteeship  Stewardship of Policymaking, Board decides,  Ensuring
model resources and ensuring the  staff administers efficient

Political
model

Supporters
club

Business
model

Stakeholder
representation

Opening doors
and wallets

Strategic
direction

integrity of
procedures and
controls

Credibility with a
constituency,
flexibility, political
realism

Social, business,
and professional
contacts

Board-level
experience and
relevant expertise

Board controls
executive (one
interest group
among others)

Trusting, shared
interests

Partnership with
the executive,
though one with
inherent
tensions

administration of
effective
programs

Coalition
management—
creative synergy
or mutual
vetoes?

Maintaining a
very clear focus
for all activity

Performance
management;
hiring and firing
the chief
executive

Directing the businesdhis role involves working with the executive to

formulate and oversee strategy, while also ensuring that the manage-
ment process is in safe hands and delivering results. This represents
corporate perspective, reflecting the increased complexity, dynamism,
and scale of nonprofit activity, and one for which board members need

to have both the expertise and the time.

Each role is backed by a powerful logic, but the implications for board
member roles, recruitment, time commitments, good practice, and staff-
member relations are very different—as table 1, above, begins to indicate.
board members frequently interpret their roles in different ways, we can st3
to explain why good and capable people sharing the same commitments

—

often end up frustrated and at cross-purposes. It also explains why the ggod

practice guides offer different advice—they draw differentially on these fouf

implicit models of governance.

What are the implications of these different perspectives of a nonprofi

board’s role?

* One cannot assume a common understanding of board roles and

functions—if in doubt, check; and,

» A mix of perspectives and roles can work, but only so long as eac
is understood and appreciated.

Effective Governance of Nonprofit Organizations 7
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Table 2

Dominant
stakeholder

Potential pitfall

Field or example

Funders Loss of autonomy, a Widespread concern in welfare agencies
government agency at (inflexibility, reduced standards, no more
one remove. advocacy, innovation, etc.)

Staff Domination by Well-documented cases in welfare and
perspectives and health
concerns of professional
staff at clients’ expense

Donors-at- Sensationalism, Arguably, animal welfare, environment,

large reinforcing public and mental health charities have all
misconceptions about slipped into this pitfall
complex issues

Customers Pursuing lucrative rather Certain schools, counselling services, etc.
than needy market
segments as originally
intended

Members Disarray in Self-help and community groups,

Beneficiaries

decisionmaking

Stress and burnout;
overcommitment;
disorganization

especially in their early, developing years

Emergency relief and campaigning
organizations, especially smaller and
younger ones

ComMON PITFALLS

When one stakeholder is afforded undue influence—perhaps because
another is too weak—NPOs can easily “go wrong.” The issues are summa-
rized in table 2.

One implication may be that we should not be surprised if sustaining a
creative balance is challenging—perhaps some contestation on a board and
in relation to staff is normal and a sign of vitality—not exceptional and
unfortunate?

BoarD DyNAMICS

Another explanation of board difficulties is in terms of cyclical processes. In
the beginning, the boaisglithe organization—its members are closely

involved, doing, as well as deciding. Then staff are appointed, and the board
retreats to a role of support and general oversight. But sooner or later there
is a crisis, or at least a loss of confidence, and the board decides it must act
to put things right. It insists on more information, intervenes in programs,
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rejects proposals, creates working parties, replaces the director, monitors
closely, and generally reasserts control. But now it is engaged in manage-
ment, not just governance, and members feel overcommitted. Confidence
restored, the board once again delegates and works with the executive in
phase of corporate partnershifut this is seldom a stable arrangement
gradually the board becomes dependent again on an executive that holds
the information. Members are reduced to ratifying the executive’s proposal
the formality of the rubber stamp reigns until the next crisis, when the cyclg
starts again.

Figure 1

The
Founding
Board

The

Partnership

Board

The
Interventionist

Board The

Ratifying
Board

Crisis/
Loss of
Confidence

Figure 1 presents a simple model—simplistic indeed—but one that
highlights important issues.

» The role of the board differs between “normal times” and
upheavals, such as when a founder or CEO moves on;

* The board you join will have an evolving culture shaped by past
events; and,

» The balance between trust and control needs constantly to be
recreated and recontested if the greater costs and dangers of
oscillation are to be avoided.

12
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Key QUESTIONS FOR BoARD MEMBERS AND DIRECTORS

Given the combination of an ever more complex set of challenges facing
nonprofit boards and the frequently competing roles that groups of board
members see themselves playing, it is hardly surprising that the offer to
serve on the board of an NPO often now causes as much apprehension as
satisfaction. In order to allay some of these concerns, help prospective or
current board members better understand the nature of their responsibilities,
and work toward possible remedies, the BNAC proposes the following set of
guestions as a checklist for better governance of NPOs.

We recognize that these questions are not applicable universally to the
governance of all NPOs, the majority of which are preoccupied primarily with
ensuring their survival. However, even the board members of smaller NPOs
should find certain of these questions helpful, especially if their organization
hopes to expand and either attract other high-quality board members to
assist in that process or start to shift more of the management responsibili-
ties onto employed staff. We firmly believe that the idea of good governance
needs to be built into an NPO from the outset.

Board Self-Assessment

» Does the board have writtelocumentation laying out its
mandate structure, method of member selection and duration of
tenure, and chair’s responsibilities, etc.? If not, would it be
beneficial to adopt such documentation?

» Isthe board divided into separatmmitteeseach clearly
responsible for different aspects of trusteeship and oversight? If
not, would it be beneficial to do so?

* Does the board receiwifficient materials in advance of board
meetinggo make the meetings productive?

» Does theformat of board meetingseed to be changed in order to
make them more productive or to secure better board member
involvement?

» Are there effective procedures in place to enfoltew-up on
decisiongaken or suggestions made during board meetings?

* Does the board have in place the means to conduct a reglfitfar
assessmeft

10 Effective Governance of Nonprofit Organizations



Providing Strategic Leadership

Management Oversight

Do directors attend board and committee meetings regularly? Are
therelimits to the number of yeaesdirector may serve and a
defined process for refreshing the board?

Do all board members have a gaoutierstanding of the mission
and activitiesof the NPO?

Have youreviewed recently the organization’s stated mission and
role? Is this role still appropriate or does it need to be adapted to
changes in the external environment or to changes in the NPO'’s
capabilities?

Do the NPO's specific activitiemccurately reflect its mission and
role? Or has the organization become distracted by pressures, suU
as satisfying funders?

When did the board labenchmark the NPO's performance
against that of similar organizations? Does the board periodically
assess the NPQ's contributions or services in the light of
alternative providers of the same contributions and services? Dog
theboard membership need updatimgorder to match recent
shifts in the NPQO'’s mission and objectives?

Is the board satisfied that it has received or has established
sufficiently clearly specified goals against which to judge the
performanceof the NPO's director/CEO and its senior
management?

Does the board regularly take steps to assure itséteajuality
and standard of servicggovided and the degree of success of the
NPO?

Are board members receiving sufficieénformationat board
meetings to be able to assess effectively the performance of the
organization?

When did the board last evaluate or challengeothanizational
structureof the NPO? How might a change in the NPO'’s

ch
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organization better allow it to fulfill its mission and immediate
objectives?

*  Might the introduction of newnformation technologylT)
improve the NPQ's ability to perform its mission or deliver specific
services? How could IT better enable the NPO to meet the
monitoring requirements of its various service purchasers or
funders?

* When did board members last have an opportunityeet with
NPO staff membern or outside board meetings, beyond those at
the senior management level?

Providing Support to the NPO with Its External
Constituencies and Stakeholders

» Does the board have a good sense of who are the NPO's key
external constituents and stakeholdargl the means to obtain
their input on the NPQO'’s performance?

* |Is the NPCcommunicating its mission, work program, and
achievementsffectively and sufficiently to key outside
constituencies on a regular basis?

» Is the boardnaking good use of its members’ personal contacts
and experiencéo support externally the NPO'’s mission and
objectives, whether by promoting the group among personal
networks or by “opening doors” to funding opportunities?

Fulfilling the Role of Charitable and Financial Trustees

» Does the composition of the boampresent the interests of the
NPO's key stakeholde?s

* Do all board members understand fully fimancial structure and
cash flowsof the NPO? Is there a dependency on governmental
funding and how secure is it? Does private funding potential exist
from a dedicated constituency (e.g., alumni in the case of an
educational institution)? Is there an endowment fund to stabilize
and enhance funding? Is the history of the NPO one of financial
stability, operating on a cash flow positive basis? If not, why not?
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Table 3

Year 1

Year 2

NPO framework

Board agenda

Q1 |Q2

Q3

Q4

Q1 |Q2

Q3

Q4

Board assessment

Strategic
leadership

Management
oversight

External relations

Financial oversight

Board membership

Committee
reports/appointments

Self-assessment
(board
mandate/structure)

Mission review

Benchmarking against
counterpart NPOs

Review of NPO's
ongoing work

Performance appraisal
for CEO/senior staff

Review organizational
structure

Infrastructure
requirements

Meeting with staff

Communications
review

Review of board
members’ external
networks

Financial review
Audit

Compensation issues

» Does the board or one of its committees conduct regeNaaws of

the NPO’s financial performance and projectienrsxpenses,
revenues, and investments? Should the board consider adopting

more explicit supervisory role?

» Is the board sufficiently confident that the NPO’s management has

the controls, procedures, and resources in place to manage
financial risks whether external or internal?

* Are the board members aware of the perstagall responsibilities

that each has accepted as a board member?
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* Does the board receive information enabling @deess legal and
other compliancéssues with the management?

» Does the board have a good sense ofahels of remuneration
received by senior management and of the differentials between
senior and junior staff?

A useful tool for nonprofit boards, particularly those that draw rela-
tively few members from the business community, may be to adopt an
agenda-planning schedule similar to those used in many corporate boards
(table 3, on the previous page, shows a generic example). Such planning
schedules ensure that key strategic, performance, management, and gover-
nance issues come before the board at regular intervals. They thus guard
against the danger that changes in the environment or in the NPO itself take
the board by surprise.

CONCLUSION

Even as the importance of their role in society grows, NPOs are entering an
increasingly competitive phase, both in terms of securing the funds to
pursue their missions, and also in terms of attracting high-quality board
members to help achieve their goals. Recruiting good new board members
and keeping valuable members engaged in the nonprofit sector may become
harder rather than easier in coming years.

BNAC members are convinced of the value of participation in NPOs,
which offers great personal rewards while also potentially serving as a
catalyst for the introduction of new ideas into corporate boards. We do not,
however, underestimate the difficulties of achieving systems of good
governance, without which NPOs will flounder and the benefits of participa-
tion will diminish. It is hard to ensure that all board members share a common
vision regarding their role on a nonprofit board. It is also hard to escape the
cyclical dynamic described in this paper between the “ratifying board,” the
“interventionist board,” and the “partnership board.” We hope that the set
of governance questions offered herein can, at the very least, help to even
out the peaks and troughs in this cyclical process. We also believe that
these questions will serve as a useful tool for future business leaders who
want to join the nonprofit sector in the pursuit of its many important
missions.
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ANNEX: KEY SOURCES AND RESOURCES

First ports of call for good practice guidance are:

The National Center for Nonprofit Boards (www.ncnb.org)
The Canadian Centre for Philanthropy (www.ccp.ca)

The National Council for Voluntary Organisations (www.ncvo-
vol.org.uk)

Each lists publications, support services, and further contacts concerning
governance. Another useful site is the Peter F. Drucker Center for Nonprof
Management (www.pfdf.org).

Some of the issues in the New Challenges for NPOs section of this
paper are explored further in R. Paton, “Performance Measurement and
Public Confidence,” Briefing Paper 1 (London: Charities Aid Foundation,
1998).

The section, Sources of Difference, draws on R. Paton and C. Cornforth,

“What's Different about Managing in Voluntary and Nonprofit Organiza-
tions?” in J. Batsleer, C. Cornforth, and R. Paton, ¢ésfies in Voluntary
and Non-profit ManagemeliReading, MA: Addison-Wesley, 1992).

Competing Roles and the table it contains are derived and developed
from C. Cornforth and C. Edwards, “Board Roles in the Strategic Manage-
ment of Public Service and NPOs: Emerging Theory and Pradfioepb-
rate Governance and International Revjewl. 7, no. 4 (1999).

Board Dynamics adapts the ideas of M.M. Wood “Is governing board
behaviour cyclical?Nonprofit Management and Leadershipl. 3, no. 2
(1992): 139-163.

The Ducker Foundation has developed an organizational Self-Assesst

ment Tool which provides a process for nonprofit organizations to clarify
mission, define results, set goals, and develop a focused plan. Informatior]
about this instrument can be accessed at <http://pfdf.org/leaderbooks/sal
index.html>.

—

~
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BRriTiISH-NoORTH AMERICAN CoMMITTEE MEMBERS
EnDORSING THE BNAC S TATEMENT ON THE
ErFrFecTivE GovERNANCE OF NONPROFIT ORGANIZATIONS

British Members

ScoTTBELL
Group Managing Director
Standard Life

SR MicHAEL BETT

Chairman

BT Cellnet Plc and First Civil Service Commissioner
Office of the Civil Service Commission

MARTIN BROUGHTON
Chairman
British American Tobacco Plc

RoGERCARR
Chairman
Thames Water Plc

SR ANTHONY CLEAVER
Chairman
AEA Technology Plc

BiLL CockBURN
Group Managing Director, BT UK
BT Plc

SR FREDERICK CRAWFORD
Chairman
Criminal Cases Review Commission

SR JoHN DANIEL
Vice Chancellor
The Open University
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BARONESSDEAN OF THORNTON-LE-FYLDE
Chairman
The Housing Commission

SR RicHARD Evans
Chairman
British Aerospace Plc

NiaLL FTzGERALD
Chairman
Unilever Plc

SR Patrick GILLAM
Chairman
Standard Chartered Bank

SR ANGUS GROSSART
Vice Chairman
Royal Bank of Scotland

DR. NIGEL HORNE
Chairman
Alcatel UK Ltd.

SR PauL JUDGE
Chairman
Isoworth Ltd.

SR JoHN KINGMAN
Vice Chancellor
University of Bristol

SR TiM LANKESTER
Director, SOAS
University of London

SR SYDNEY LIPWORTH
Deputy Chairman
NatWest Group Plc
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RoGERLYONS
General Secretary
MSF

GeoRGEMALLINCKRODT, KBE
President
Schroders Plc

LorD MARSHALL
Chairman
British Airways Plc

CHARLES MILLER SMITH
Chairman
ICIPlc

JoHN Monks
General Secretary
Trades Union Congress

MARK MooDY-STUART
Chairman
Royal Dutch/Shell Group of Companies

SR GEOFFREYMuULCAHY
Chief Executive
Kingfisher Plc

KEITH ORRELL-JONES
Chairman
Smiths Industries Plc

LARRY G. RLLARD
Chief Executive
Tate & Lyle Plc

SR Brian PTmAN
Chairman
Lloyds TSB Group Plc
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GEORGEPOSTE
Director and Chief Science and Technology Officer
SmithKline Beecham Plc

SR IAN PROSSER
Chairman & Chief Executive
Bass Plc

SRR Bos ReID
Deputy Governor
Bank of Scotland

James H. Ross
Chairman
National Grid Co.

ALAN RuDGE
Chairman
W.S. Atkins Plc

PETER SALSBURY
Chief Executive
Marks & Spencer Plc

MRs. STEVE SHIRLEY
Life President
F.I. Group Plc

LorD SMPSON
Chief Executive
The General Electric Company Plc

JONATHAN TAYLOR
Chairman
Ellis & Everard Plc

HoN. BARBARA S. THOMAS
Executive Chairman
Whitworths Group Ltd.
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DaviD TRIESMAN
General Secretary
Association of University Teachers

Ep WAaLLIs
Chairman
PowerGen Plc

SiMoN WEBLEY
Research Director
Institute of Business Ethics

ViscounTtWEIR
Chairman
BICC Plc

HumpHREY WooD
Chairman
Vitec Group Plc

ALLEN YURKO
Chief Executive
Invensys Plc

Tony Youne
Senior Deputy General Secretary
Communication Workers Union

Canadian Members

A. CHARLES BAILLIE
Chairman and CEO
The Toronto-Dominion Bank

MaARsHALL A. CoHEN
Counsel
Cassels, Brock & Blackwell

JEAN-CLAUDE DELORME
Corporate Director and Consultant
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Hon. J. TREVOR EYTON
Senior Chairman
EdperBrascan Corporation

MAUREEN FARROW
President
Economap Inc.

WiLtiam R. RarT
Chairman and CEO
Fairmont Hotels and Resorts

PeTerC. GobsoE
Chairman and CEO
Bank of Nova Scotia

KERRY L. HAWKINS
President
Cargill Limited

G.R. HEFFERNAN
President
G.R. Heffernan and Associates Ltd.

MicHAEL M. KOERNER
President
Canada Overseas Investments Ltd.

JacQUESLAMARRE
President and CEO
SNC LAVALIN Group Inc.

CLAUDE LAMOUREUX
President and CEO
Ontario Teachers’ Pension Plan Board

PERRELORTIE
President and COO
Bombardier International
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WiLtiam A. MacDoNALD
President
W.A. MacDonald Associates Inc.

Hon. Roy MacLaARreN, P.C.
High Commissioner
Canadian High Commission

Dr. Jack MiNTZ
President and CEO
C.D. Howe Institute

GorpoN NixoN
Deputy Chairman and CEO
RBC Dominion Securities

RoNALD OsBORNE
President and CEO
Ontario Power Generation Inc.

ProreEssoR]). FoBERTS. RRICHARD
President
University of Toronto

SHELDON M. RANKIN
President and CEO
Marsh Canada Limited

ARTHURR.A. SACE
Chairman
McCarthy Tétrault, Barristers & Solicitors

DRr. MicHAEL D. Sopko
Chairman and CEO
Inco Limited

JAMES STANFORD
President and CEO
Petro-Canada
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ProFessorTHOMAS H.B. SrmoNs

Founding President and

Vanier Professor Emeritus

Trent University

Chairman, Bata Shoe Organization

Chairman, National Statistics Council of Canada

Frep H. TELMER
Chairman of the Board
Stelco Inc.

WiLLiaM .M. TURNER, R.
Chairman and CEO
The William and Nancy Turner Foundation

U.S. Members

GEORGEF. BECKER
International President
United Steelworkers of America

GEOFFREYBELL
President
Geoffrey Bell & Company, Inc.

RicHARD C. BREEDEN
President and CEO
Richard C. Breeden & Co.

RicHARD M. CLARKE
President and CEO
Nash Engineering Company

WiLLiam B. FNNERAN
Chairman
Edison Control Corporation

PeteERM. GOTTSEGEN
Partner
CAI Advisors & Co.
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ALAN R. RIFFITH
Vice Chairman
Bank of New York

DR. Jonn J. HAMRE
President and CEO
Center for Strategic and International Studies

HoN. JouN G. HEIMANN
Chairman, Financial Stability Institute
of the Bank for International Settlements

JameEs M. Hoak
Chairman
Hoak Capital Corporation

DonaLp P. hcoss

Dean

J.L. Kellogg Graduate School of Management
Northwestern University

Jorn T. Dbyce

President

International Union of Bricklayers and
Allied Craftworkers

Dennis Kass
Vice Chairman
J.P. Morgan Investments

Davip Levy, M.D.
Chairman and CEO
Franklin Health, Inc.

EpwarD E. MADDEN
Vice Chairman
Fidelity Investments

MicHAEL J.P. MhRKS
Executive Chairman
Merrill Lynch Europe, Middle East
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J.R. Massey
President
Mobil Europe and Africa Ltd.

Davip E. McKINNEY
President
Metropolitan Museum of Art

RicHARD L. MEASELLE
Managing Partner
Arthur Andersen

DEeNNis NALLY
ABAS Americas Theater Leader
PriceWaterhouseCoopers

Davip A. REep

Senior Vice Chair, Global/Major Accounts, Industries, Sales, and Marketing
Ernst & Young LLP

Vice Chair, Global Accounts, Industries, Sales, and Marketing

Ernst & Young International

RoBerRTD. RoGERS
President and CEO
Texas Industries, Inc.

Patrick G. Rvan
President and CEO
Aon Corporation

FREDERICV. SALERNO

Senior Executive Vice President and CFO,
Strategy and Business Development
Bell Atlantic Corporation

THomAs R. SayLor
Chairman and CEO
Cambridge Biomedica

Hon. JAMES R. SCHLESINGER
Senior Adviser
Lehman Brothers, Inc.
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Brian E. STERN
President, Xerox New Enterprises
Xerox Corporation

JaN H. SuwiNski

Professor of Business Operations

Samuel Curtis Johnson Graduate School of Management
Cornell University

LLoyp G. TROTTER
President and CEO
GE Industrial Systems

FReDERICK B. WHITTEMORE
Advisory Director
Morgan Stanley & Co., Inc.

KERN WILDENTHAL,, M.D.
President
The University of Texas

MARGARET S. WLSON
Chairman and CEO
Scarbroughs
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