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• William Aramony was President of United 
Way of American from 1970-1992

• He was jailed in 1995 for defrauding the 
organization of more than $1 million

• Convicted in 1995 on 23 counts of felony 
charges, including conspiracy, fraud and 
filing false tax returns

Scandal for United Way and the 
Nonprofit Sector







• Men create bogus Sept. 11 charity, swipe cash 
raised January 9, 2014

• Two Jersey Shore men admitted guilt Monday in 
a scheme in which they stole thousands of dollars 
in donations by falsely claiming they were raising 
money to help families of those who died in the 
Sept. 11, 2001, terrorist attacks on the World 
Trade Center.









Why Confidence in the Nonprofit 
Sector Has Decreased

Factor %

Scandals in the sector 73%

People don’t understand the complexity of 
the sector

48%

Nonprofit executives’ salaries 45%

Low program ratios 12%

Its much easier to get information on 
nonprofits today

9%

Source: Coffman (2006)Money Week 2016



Causes of Misconduct

• Some of these challenges can result in 

criminal violations or civil liability: fraud, 

misrepresentation, and misappropriation of 

assets fall into this category. 

• More common ethical problems involve gray 

areas —activities that are on the fringes of 

fraud, or that involve conflicts of interest, 

misallocation of resources, or inadequate 
accountability and transparency.



Illegal Unethical - Immoral

• Parking in a handicapped parking spot
• Using false identification
• Putting incorrect information your resume
• Keeping money you found on the street
• Taking office supplies home from work
• Calling in sick when you are not
• Not correcting a bill when a cashier obviously forgot one of 

your items or undercharged you
• Not claiming cash income on your taxes
• Watched other people take or use something that didn’t 

belong to them



Where is the bar?



Definition of Ethics

Ethics are applying values to a 
process, rather than a rigid 
determination of right and 

wrong.



Ethics as a Process

• Ethics is a process by which a 
decision is made and that 
process not only uncovers values 
but also allows you to prioritize 
them.

• Distinguish between ethical and 
legal.





Leadership and Ethics



Start With Values: Guideposts
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values?

• What are those standards that we are going to 
hold ourselves accountable?

• What can the people we serve expect from 
interactions with your organization, no matter 
what the circumstances?

• What sets us apart from others who do similar 
work?

• Can we live up to our values in everything we do?



Governance



Nonprofit Governance



Who is responsible for managing 
risk?

• The Board is responsible for understanding:

– the rules in the organization

– The risk management process

– How the organizational policies are 
communicated and implemented

– Issues such as law, litigation, compliance, 
ethics and disclosure





Directors and Officers Liability

• Risk areas: 
NOT

– Exercising due diligence
– Enforcing term limits
– Properly recording board actions in minutes
– Giving comprehensive new board member 

orientation
– Requiring or enforcing board member 

performance expectations
– Providing board members with the requisite data 

and background information for informed 
decisions



26



• Duty of care: board members act like any 
reasonable person in similar circumstances 
(diligent, attending meetings, understanding the 
issue before decisions)

• Duty of loyalty: act primarily in the interest of 
the organization not themselves

• Duty of obedience: act according to the law and 
in accordance of their mission

Board Standards of Conduct



State Law Considerations



Illinois Requirements

•

(fee)

• Need to file articles of incorporation (filed 
with Secretary of State) and bylaws

• Annual financial report due within six months of 
fiscal year, CPA opinion must accompany report if 
revenues exceed $300,000 (as of January 2010)

• Fees for late registration or annual report



Charitable Organization Laws

1. The Illinois Charitable Trust Act

2. Solicitation for Charity Act

3. Illinois Criminal Code



Federal Law Considerations

• IRS: charitable contribution deductions, 
unrelated business income tax, noncash gifts, 
donor advised funds



Tax-Exempt Status Benefits

• The benefits of having 501(c)(3) status include 
exemption from federal income tax and eligibility to 
receive tax-deductible charitable contributions. 

• Another benefit is that some organizations may be 
exempt from certain employment taxes. 

• An IRS determination of 501(c)(3) status is recognized 
and accepted for other purposes. For example: state 
officials may grant exemption from state income, 
sales, and property taxes; and the U.S. Postal Service 
offers reduced postal rates to certain organizations.



• State employment law

• Federal employment law

• Staff benefits

• Employment tax collection and submission

• Payroll management

• Volunteer management

• Job descriptions for staff and volunteers

• Liability for staff and volunteers

Need to Know



• Reasonable Compensation:  based on size of 
budget, number of employees, education and 
training required, market area (cost of living)

Staff Compensation



Nonprofit Sustainability = 

Financial EFFICIENCY Program EFFECTIVENESS

Mission
• Are we meeting our program 

goals and objectives (inputs, 
outputs, outcomes)?

• Are we having an impact on our 
mission?

• How do we measure this?

Money
• Are we managing our resources for 

maximum efficiency?
• Are we getting enough financial 

return/profitability to continue?
• How do we measure this?

+



• The Act mostly does not apply to nonprofit

• BUT it does apply to nonprofits in the provisions 
relating to penalties for obstruction of justice, 
including through document destruction or 
retaliation against whistleblowers

Sarbanes-Oxley and Nonprofits



The Nonprofit Accountability Climate

• Government: more regulation

• Self-regulation: accountability clubs, standards 
and codes within the sector and within sub-
sectors

• Public: call for transparency, accountability, 
effectiveness

•

contractual relationships, social-entrepreneurs, 
quasi-public, quasi-nonprofits



• The larger the organization, the higher the risk 
for fraud or other ethical violations

• Policies prevent fraud and ethical violations

• The staff makes sure the organization is 
protected

Myths



• Code of ethics

• Conflict of interest policy

• Document retention policies

• Ethical fundraising practices

• Ethical leadership

• Financial transparency

• Internal controls

• Public disclosure policy - State laws may 
independently require nonprofits to disclose various 
documents to the public.

• Whistleblower protection policies

Practices that Demonstrate 
Accountability and Transparency

https://www.councilofnonprofits.org/tools-resources/code-of-ethics-nonprofits
https://www.councilofnonprofits.org/tools-resources/conflict-of-interest
https://www.councilofnonprofits.org/tools-resources/document-retention-policies-nonprofits
https://www.councilofnonprofits.org/tools-resources/ethical-fundraising
https://www.councilofnonprofits.org/tools-resources/ethical-leadership-nonprofits
https://www.councilofnonprofits.org/tools-resources/financial-transparency
https://www.councilofnonprofits.org/tools-resources/internal-controls-nonprofits
http://www.irs.gov/Charities-&-Non-Profits/Public-Disclosure-and-Availability-of-Exempt-Organizations-Returns-and-Applications:-Documents-Subject-to-Public-Disclosure
https://www.councilofnonprofits.org/tools-resources/whistleblower-protections-nonprofits


Types of Reporting

Mandatory Voluntary

External

Internal

Audited Financial 
Statements

Annual Report

IRS 990
Audited Financial 
Statements

Budgets

Strategic Plans

Strategic Plans

Board Minutes

Performance 
Data Reports

Website

Ads

Meetings



• Policies and code of ethics

• Financial transparency: years of 990s, audited 
financial statements

• Annual reports

• Strategic plans

• Performance Reports

• Board names, bios, contact information

• Staff names, bios, contact information

Online Accountability: Website



• Know your risks

• Have a communications plan to address a crisis

• Review and update any policies concerning 
privacy of clients, employees etc.

• Have open and frequent discussions about ethics, 
what your organization stands for

• Model high ethical standards for staff, board 
members and staff

• Admit when something goes wrong and work 
openly to fix it

What you can do



• Nonprofit Times  

• Nonprofit Quarterly:  The Ethicist column

• National Council of Nonprofits

• Primer For Public Administrators In 
Government And Nonprofit Organizations, 

Savarra (2014)

• Forefront: state nonprofit association 
https://myforefront.org/ Free and fee-based 
programs and events

Resources

https://myforefront.org/


Charity Watchdogs

• Guidestar www.guidestar.org

• BBB Wise Giving Alliance Standards for Charitable 
Accountability

• Charity Navigator Charity Navigator Ratings

• Standards for Excellence Institute Standards for 
Excellence: An Ethics and Accountability Code for 
the Nonprofit Sector

http://www.guidestar.org/
http://www.give.org/standards/newcbbbstds.asp
http://www.charitynavigator.org/index.cfm/bay/content.view/catid/2/cpid/35.htm
http://www.standardsforexcellenceinstitute.org/public/html/explore_b.html


• BoardSource offers Downloadable Policy Samplers in 10 different 
topic areas to help you create specific policies

• Publication Date: 2013
$ 13.25 - Member Price
$ 19.50 - Nonmember Price

• The Ethics and Accountability Sampler includes 46 samples on the 
following:
– Mission and Vision
– Values
– Code of Ethics
– Diversity Statement
– Conflicts of Interest
– Confidentiality
– Whistleblower Protection
– Record Retention and Document Destruction

Board Source



AFP Code of Ethical Standards
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