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THE EFFICIENCY of an 
organization is only as good as 
the governing body. If the board 
of directors does not work in 
unison, the governing structure 
will break down and become 
ineffi cient. Therefore developing 
and evaluating a board of 
directors is critical to the balance 
of the organization.

Effective governance is certainly a 
crucial issue facing the nonprofi t 
sector. An effective board is a 
collective effort; a joint product of 
talented people brought together 
to apply their knowledge and 
experience to the challenges 
facing the institution. To establish 
harmony among the group, it is 
imperative to select interested 
board members.

Simone P. Joyaux, the facilitator 
of “Developing an Effective 
Board” offers the following to a 
board of directors when choosing 
its members:

Shared power and share 
accountability. A board is a 
cooperative and only has power 
as a group. 

Added diversity. Because a board 
is a cooperative and only has 
power as a group, you should 
add people with different opinions 
who can contribute to the 
effectiveness of the group.

Balancing diversity with cohesion. 
There are times when you need 
to have cohesion to survive. How 

does an organization fi nd a 
balance between cohesion and 
diversity?

Look for these traits in members:
Encouraging ongoing conversation • 
and participatory decision making. 
Dialogue among the group 
only improves the strength of 
an organization. Dialogue 
is the chief management tool 
that makes learning occur; 
it provides the opportunity 
to ask the right questions, 
question assumptions, share 
experiences, and make shared 
decisions. You need to have 
the discussion fi rst, and then 
proceed to deliberation and 
decision making.

The Executive Director (ED) should • 
act as an enabler.
An ED should know how 
to lead and help groups 
articulate values and manage 
confl ict. The Executive Director 
should help the board work 
together to effectively achieve 
their goals.

Assess activities. The effectiveness 
of a Board of Directors can be 
enhanced by regular assessment 
of its activities and performance. 
Assessment will help board 
members better understand 
their roles as well as encourage 
fulfi llment of responsibilities.

Its also worthwhile to evaluate 
the effectiveness of a meeting 
by asking members to rate the 
meeting or fi ll out a survey at the 
end. Some questions to ask are:

Were the issues covered • 
today signifi cant?

Did the materials you received • 
adequately prepare you for 
the meeting?

(continued on page 2)
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ANY fundraising organization that 
wants to maximize the potential of 
its Web site, the Internet, and e-mail 
should read this book. With 25 
different chapters on a wide range 
of topics, there is something for 
everyone in the offi ce.

CEOs should at least read the 
six chapters in “Part One, The 
Big Picture” to understand why 
there’s no point in trying to use 
traditional cost benefi t analysis 
when evaluating your investment 
in Web and online technologies. 
Professional standards, best 
practices, and government 
regulation are covered here 
as well.

A key message embedded 
throughout the book is: Follow 
ethical practices or else. And 
there’s plenty of information 
on how to do that, including 
effective examples of opt-in, opt-
out messages and full texts of two 
codes of ethics. The seven chapters 
in “Part Two, Online Fundraising 
Fundamentals,” offer practical 
tips on recruiting new donors 
online using e-mail effectively, 
and renewing donors online (an 
underutilized yet remarkably 
simple method).

For groups that have a fair 
amount of experience with online 
fundraising, the following sections 
delve into the specifi cs of how 
to conduct electronic prospect 
research and they provide names 
of providers of these services. The 
chapter on raising money online for 
multilevel organizations covers the 
challenges faced by groups 
that have many divisions, chapters, 
or regions.

FUNDRAISING ON THE 
INTERNET:
The  ePh i l an th ropy  Founda t i on .
O rg ’s  Gu i de  t o  Su c c e s s  On l i ne

(continued on page 4)
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Did the board conduct matters • 
of management or policy?

Overall, was the meeting • 
worth your time?

Performing an annual board 
assessment gives each board 
member the opportunity to 
evaluate the board’s overall 
effectiveness at accomplishing its 
goals. This evaluation should be 
completed by board members 
on their own time and returned 
to the agency. At the next board 
meeting, results can be shared 
and proper follow–up can be 
determined. Listed are some of the 
activities that will help evaluate 
the effectiveness of a meeting:

Knowledge of board fi nancial, • 
legal and public responsibilities

Representation to the public by • 
the board

Understanding and • 
communication of the 
organization’s mission

Organization’s compliance • 
with legal regulations, 
licensing and other standards

Effectiveness of board practice: • 
Bylaws, committees, procedures

Relationship with • 
Executive Director

Strategic planning• 

Policy development • 
and approval

Board succession and • 
nomination process

Every non–profi t organization 
would like their Board of Directors 
to be effi cient. By taking the 
correct steps in forming the Board 
and evaluating its progress, 
effi ciency and success will follow.

Information for this article was used from 
the Internet Nonprofi t Center. For more 
information please visit http://www.
nonprofi ts.org/npofaq/03/09.html.

AN EFFECTIVE  BOARD
(continued from page 1)

(continued on page 3)

Information is cited from the Nonprofi t Genie website.  For further details on this 
subject please visit http://search.genie.org/genie/action.lasso?-database=genie_
faqs.fp3&-layout=Layout1&-format=ans_detail.htm&category=Insurance&q
uestion=&answer=&-maxrecords=1&-SkipRecords=4&-Sortfi eld=category&-
Sortfi eld=faqID&-Find. Nonprofi t Genie information is gathered from The 
Nonprofi ts’ Insurance Alliance of California (NIAC).

YOUR BOARD (continued from page 1)

Since it is prohibited for non–profi t 
agencies to participate in political 
activities, some agencies organize 
part of their activities under 501 (c)
(6) trade associations or 501 (c)
(4) social welfare organizations. 
Sometimes it is diffi cult to determine 
what is permissible and what is not.

LOBBYING ACTIVITIES. 
The IRS requires certain exempt 
organizations to disclose 
information about lobbying 
expenditures on their annual Form 
990. In order to remain a 501 (c)
(3) exempt organization lobbying 
cannot represent an abundant 
portion of an organization’s 
activities. If an organization 
is found to employ excessive 
lobbying, they may lose their 
501 (c)(3) status. It is unclear 
what excessive lobbying is. If the 
organization registers with the IRS 
under Section 501 (h), they are 
allowed the following lobbying 
expenditures:l 20% of the fi rst 
$500,000 of the agency’s budget, 
plus;l 15% of the second $500,000 
plus;l 10% of the third $500,000 
plus;l 5% of any balance

LOBBYING EXPENSES. 
The non–profi t must also distinguish 
between direct and grassroots 
lobbying expenses.  

Direct lobbying is “any • 
communication with a legislative 
body, government offi cial or 
employee who may participate 
in formulating legislation when 
that communication refers to 
specifi c legislation and refl ects 
a view on that legislation.” This 
communication does not include 
the local level.
Grassroots lobbying is “any • 
attempts made to infl uence the 
public on elections, legislative 
matters or referendums.”

LOBBYING,  PUBLIC 
POLICY AND 
ADVOCACY
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Non–profi t organizations are 
supposed to be dedicated to 
public benefi ts, not private gain. 
This “excess benefi ts transaction 
tax” was developed in order to 
punish those who engaged in 
defi ance. This law makes it clear 
to trustees, offi cers, and others that 
the advantage or responsibility 
of supervising a charitable 
organization is accompanied by 
potentially consequential personal 
tax liabilities.

What is an “excess benefi ts 
transaction”? An excess benefi t is 
one that surpasses Fair Market Value 
(FMV), what an ordinary seller and 
ordinary buyer agree upon as a 
pricel for the benefi t received by the 
organization, or is “comparable” to 
similar benefi ts paid by similar tax-
exempt organizations. 

“Comparability” means that the 
organization can show that it has 
examined like transactions by at 
least fi ve similar organizations 
(larger organizations must compare 
to fi ve or more). Organizations 
must document and explain 
any deviation from the FMV or 
comparability. The IRS has the 
ability to decide a particular 
transaction produces an “excess 
benefi t” and can tax the individual 
who infl uenced the organization up 
to 200% of the “excess benefi t”.

Are there steps in avoiding excess 
benefi ts transaction tax? In order to 
avoid possible organizational and 
personal tax liability a disinterested 
member (one who does not have 
a confl ict of interest in a particular 
transaction) of the organizations 
Board must review, approve and 
document every fi nancial 
transaction between the 
organization and a “disqualifi ed 
person.” A disqualifi ed person 
is an offi cer, director, trustee or 
high–level employee, department 
manager, or anyone who has 
been in position to exert abundant 
infl uence over the organization 

within the past fi ve years. This is 
to insure the transaction does not 
provide an “excess benefi t” to the 
disqualifi ed person.

What if your organization is 
engaged in an excess benefi ts 
transaction? If an organization is 
engaged in an “excess benefi ts 
transaction”, they must disclose the 
transaction to the IRS. Individuals 
must fi le Form 4720 to report the 
imposition of an Excess Benefi ts 
Tax. The excess benefi t also may 
trigger three taxes.

First, the disqualifi ed person • 
may have to pay a 25% tax on 
the excess benefi t. 
Second, if the excess benefi t • 
is not paid back or reversed 
before the IRS applies the fi rst 
tax, the disqualifi ed person is 
charged with an additional tax 
of 200% of the excess benefi t.
Third, the persons of higher • 
power such as offi cers, 
directors, trustees, etc. are 
subject to a 10% tax on the 
excess benefi t, up to 10,000 for 
each Excess Benefi t Transaction.

Can the tax really affect your non–
profi t organization? Excess 
benefi ts transactions can affect all 
types of non–profi ts. It is important 
to always monitor the fi nancial 
transactions of the Board to avoid 
types of excess benefi ts transactions.

This information can be viewed at http://www.
nonprofi ts.org/npofaq/18/13.html. The article is 
only a general overview of the complex tax law 
by Branaby Zall.

EXCESS BENEFITS  TRANSACTIONS TAX

POLITICAL CAMPAIGNS. 
Although non–profi ts are allowed 
to participate in lobbying with 
certain restrictions, they are not 
allowed to participate in political 
campaigning. Political campaigning 
is defi ned as “any expenditures 
intended to infl uence the selection, 
nomination, election or appointment 
of any person to a federal, state or 
local public offi ce.” A 501 (c)(3) 
organization must pay an excise 
tax on any political expenditure and 
may risk losing its tax exempt status. 

NON–RESTRICTED ACTIVITIES. 
There are certain activities in which 
non–profi ts participate that are 
neither considered lobbying nor are 
they subject to restrictions. They are:

Presenting testimony or technical • 
assistance before legislative 
committees in response to 
offi cial written request.
Analysis or research• 
Membership communications, • 
if directed only to members of 
the organization.
Addressing broad social • 
economic issues, if the 
discussions do not directly 
encourage a member to take 
action on a proposal 
or legislation.

If you choose to elect 501 (h), be 
aware that there is some additional 
accounting and reporting involved. 
Part IV-A of Form 990 needs to 
be fi lled out and your accounting 
system must be able to successfully 
track all expenditures listed on the 
portion of Form 990.

Information for this article is from the website 
Management Center at http://www.tmcenter.
org/quarterly/1_lobby.html. For more 
information visit the site.

LOBBYING,  PUBLIC 
POLICY AND 
ADVOCACY (continued from page 3)



There are several types of claims 
that can affect a non–profi t 
organization. The three types 
of claims listed below are quite 
common. Does your insurance 
policy help your organization 
defend these claims?

A misrepresentation claim stems 
from inducement (enticement) 
by an employer to encourage 
the employee to accept a job or 
misrepresentation regarding 
job stability.

Example: An employee brought a 
lawsuit against his former employer 
after he accepted a job and moved 
his family to another state based on 
the employer’s promise of a certain 
salary and commissions. Three 
months after the employee started 
the job his position was eliminated. 

A defamation claim arises in both 
employment and non–employment 
matters and affects an employee 
personally. Defamation is defi ned 
as damaging the reputation, 
character, or good name of by 
slander or libel.

Example: A former Executive 
Director brought a lawsuit 
against three board members 
for circulating a memorandum to 
the association’s members which 
accused her of taking vacations 
at the association’s expense and 
purchasing ther personal items with 
the association’s funds.

Accreditation claims involve 
associations and trade 
organizations providing 
accreditation to members in the 
fi eld. Such accreditation is often 

very valuable for a member’s 
business and, therefore, lawsuits 
arise when such accreditation is 
denied or revoked.

Example: A university brought a 
lawsuit against an association for 
revoking accreditation for one of its 
graduate programs. The university 
claimed large monetary damages 
resulting from the loss of tuition 
dollars now that the program was 
not accredited.

Make sure your policy protects 
your non–profi t organization 
against the unexpected. You 
can’t prevent claims but you can 
get help to defend your 
organization when a claim is 
made. Talk with your broker and 
make sure your D&O policy is 
tailored for your organization.

CLAIMS CORNER
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The content of this article is for illustrative purposes only. It is intended to provide only a general overview of the matters discussed. It is not intended to establish any professional standards nor should it be construed as 
legal advice or a legal opinion on any factual situation. Competent professional counsel should be consulted for any legal planning and advice. CNA does not make any representations, endorsements, or assurances about 
information contained on the websites referred to herein or on the accuracy of any of the information contained on such sites. The views, statements and materials contained on the websites are solely those of the owners 
of the sites. Nothing contained in this article should be construed as an acknowledgement by any of the CNA insurance companies that a given situation would be covered under a particular policy. To determine whether a 
specifi c situation may be covered, please refer to your current policy. Only the insurance policy can give actual terms, coverages, amounts, conditions and exclusions. 

The Not-For -Profi t Professional Liability program is underwritten by one or more of the CNA companies and managed by Victor O. Schinnerer and Company, Inc. 
CNA is a service mark registered with the US Patent and Trademark Offi ce.  Copyright 2001.  All Rights Reserved.
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