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INCREASINGLY, not-for-profi t 
organizations have been challenged 
by an economic climate that demands 
diffi cult decisions in allocating 
scarce resources and streamlining 
internal operations. Not-for-profi ts 
comprise a very broad and diverse 
group of entities. From associations 
to foundations to charitable 
organizations, different not-for-profi ts 
face many of the same challenges—
surviving in diffi cult economic times, 
carrying out mission-oriented goals, 
and preserving their reputation as 
competent endeavors. 

Transparency in the operations of a not-
for-profi t is essential for organizational 
survival. There has been an increase 
in regulatory oversight and calls by 
constituents for assurances that funds 
are managed and used appropriately 
and effi ciently, leading to a heightened 
awareness of the need for a strong 
system of internal controls. The goal 
of transparency is to enable those 
within and outside the not-for-profi t to 
appraise how resources are obtained 
and used. Organizational transparency 
is a basic tool of leadership that helps 
communicate that an entity is operating 
in accordance with the law and its 
mission, vision, and values.

Documenting Consistency with the 
Organizational Mission
The governance of a not-for-profi t 
is most often a collective effort by 
the governing body and executive 
management team. The effort 
should be focused on advancing 
a common purpose consistent with 
the organization’s mission. There 
are, of course, duties implicit in 
the governance of a not-for-profi t. 
Governing boards have the ultimate 
authority within the not-for-profi t 
and must exercise that authority in 
a caring and loyal manner. They 
set the policy for the organization 
by creating or updating the mission 
and vision statements, approving the 
strategic plan, and determining the 

organization’s programs and services. 
Boards also have the obligation 
of monitoring the organization’s 
operations. These activities should 
not be veiled through inaccessible 
documentation; the governance efforts 
should be apparent to all stakeholders 
in the not-for-profi t’s activities.

Board members who act prudently by 
taking reasonable care when making 
decisions for the organization fulfi ll 
their legal “duty of care,” and when 
they make decisions in the best interest 
of the organization they carry out 
their “duty of loyalty.” Board members 
must also act in accordance with the 
organization’s mission and recuse 
themselves if there is a confl ict between 
their personal interests and those of 
the not-for-profi t. Disclosure of board 
actions is practical. The transparency 
of the decision-making process so that 

it is apparent to the membership and 
the public can help safeguard against 
improper board action. 

Not-for-profi t status carries with it 
certain obligations. Obviously, conduct 
in accordance with the law is basic. 
However, not-for-profi ts also have 
the duty to disclose their fi nancial 
and managerial actions to their 
constituents and the public, as well 
as governmental entities. Reputation 
management is vital for not-for-profi t 
organizations; governance and 
compliance activities should be highly 
visible through regular disclosure and 
reporting so that those who fund, those 
who lead, and those who receive 
services from the not-for-profi t have a 
sense of trust in its operations and faith 
in its management.

Managing Not-for-profi t Finances 
through a Transparent Methodology
Transparency means accurately 
reporting the fi nancial transactions 
of the organization. This includes 
recognition of any mistakes or potential 
defi ciencies in outcomes.

The not-for-profi t budgeting process 
should support the commitment to 
transparency. Sound budgeting 
begins with the strategic vision of 
the future of the not-for-profi t. Actions 
that illuminate the fi nancial status 
of the organization are essential 
aspects of sound governance and 
effective fi scal oversight. An inclusive 
process facilitates the organizational 
commitment to the priorities refl ected 
in the governing strategic plan and 
increases the understanding of fi nancial 
decisions that may be necessary in 
light of budget outcomes.

With the passage of the American 
Competitiveness and Corporate 
Accountability Act of 2002 (the 
Sarbanes-Oxley Act), publicly-traded 
companies are required to adhere 
to standards in governance that 
increase the role of board members 
in overseeing fi nancial transactions 
and auditing procedures. The law 
was created in response to corporate 
malfeasance, but its reach is much 
broader. Responsible not-for-profi t 
organizations use Sarbanes-Oxley 
as a standard to improve their 
internal controls and provide needed 
transparency for their fi nancial 
activities. Two key provisions of the 
act—the use of an independent audit 
committee and an increase in the 
fi nancial comprehension of board 
members—are essential to good 
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“Reputation management is vital for not-
for-profi t organizations; governance and 

compliance activities should be highly visible 
through regular disclosure...”



governance and sound not-for-profi t 
management. Because the appropriate 
and judicious use of fi nancial resources 
is a measure of the integrity and 
effectiveness of an organization, many 
not-for-profi ts have upgraded their 
fi nancial reporting. Organizational 
transparency and accountability are 
important tools for maintaining the trust 
of constituents as well as preserving 
tax-exempt status.

Making Transparency Fundamental 
to Funding 
While a subset of not-for-profi ts rely 
on generated income to support 
their activities, most rely primarily 
on contributor funding. Such funding 
comes from a variety of sources, 
but there is one characteristic 
typically consistent among all 
fi nancial contribution groups whether 
the support comes from private 
foundations, individual donors, 
governments, or membership dues. 
Funding sources have an expectation 
that the fi nancial resources will be 
used effi ciently, appropriately, and 

effectively. Increasingly, not-for-profi ts 
are publishing information involving 
their fi nancial status on their websites 
and in reports. Many organizations 
make it easy for contributors to access 
their IRS Form 990 since the reports for 
organizations exempt from income tax 
are open for public inspection. Having 
a link to the forms on the organization’s 
website is one way to increase 
transparency of operations.

Dues-paying constituents, donors, 
grantors, and board members expect 
the money they expend to demonstrate 
tangible results. At times, they also 
want to examine the internal operations 
of the not-for-profi t. Individuals who 
govern or manage not-for-profi ts are 
often more interested in focusing on 
the organization’s compelling mission 
than they are on building, managing, 
and paying for the organizational 
support structures. Sharing the Form 
990 may seem extreme to some 
organizations, but the effort indicates 
that the organization’s support is vital 
to carrying on the mission.

It is critical for many not-for-profi ts to 
maintain their current base of members 
or donors. A retention program that 
allows the not-for-profi t to remain 
connected with existing funding sources 
needs to be based on a candid sharing 
of information with the contributors. 
Transparency in the collection and 
expenditure of funds increases 
accountability and results in trust. Being 
candid about potential defi ciencies 
in outcomes is a critical element of 
transparency, and reaffi rms to donors 
or members that the not-for-profi t has 
the internal controls and measures to 
assess effectiveness. 

Not-for-profi ts are facing 
unprecedented change and increased 
public scrutiny. Public and private 
supporters want to make sure not-
for-profi ts are operated legally and 
ethically. Transparency can provide 
the ability for constituents to have an 
appreciation of the organization’s 
overall fi nancial plans and fi nancial 
constraints, and how they affect the 
organization’s mission and conduct. 
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