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Introduction

early 20 years ago, we published the first edition of The Effective Not-for-Profit Board to

provide Not-for-Profit Organizations (NPOs) with a discussion of the issues surrounding

governance. Our objective was to assist them in forming their own coherent response to
the challenges of implementing an effective governance system. Since then, governance practices
have evolved considerably. Over the years, new requirements have been prescribed for publicly-
listed companies and the leading edge practices once followed by only a few companies have now
become the norm for most organizations.

As governance practices have evolved, stakeholders’ expectations have grown and now extend
to all organizations with public accountability, including NPOs. Today, many NPOs have moved
beyond basic compliance with regulatory requirements, and have adopted governance best
practices borrowed from publicly-listed companies, as well as those generated and promoted by
the public and the NPO community itself.

This third edition of The Effective Not-for-Profit Board discusses NPO governance within the current
regulatory and stakeholder environment. It focuses on the board of directors, since it is the board
that bears the ultimate responsibility for the stewardship of an organization. We hope that the
suggestions contained in this booklet will help readers to better understand their responsibilities

as NPO board members and encourage them to lead their organizations towards more effective
governance practices.

We have organized our discussion as follows:

« we begin by examining the meaning of good governance, and its relevance to NPOs

+ then, we present the Deloitte Governance Framework, which reflects current and emerging
governance best practices

« we have also provided a detailed discussion of each element of this multipart framework,
including a set of suggested questions designed to help board members understand and
address the issues within the context of their own organizations

+ we consider challenges specific to NPOs, and provide some action steps for NPOs and their
boards to consider when addressing those challenges, and

- finally, we provide some popular Deloitte tools to assist boards in discharging their
responsibilities.

© Deloitte LLP and affiliated entities.



a1n differences between
private and public NPOs

his publication discusses governance practices in terms of a private not-for-profit
organization. However, public sector NPOs, such as hospitals, colleges, etc., may also
benefit by adapting these practices to their organization’s governance structure.

The following table summarizes key differences between private and public NPOs:

Private NPOs

Public NPOs

Examples of
organizations

Charitable foundations, private
schools, universities, clubs,
associations, etc.

Public colleges and universities,
hospitals, etc.

Primary sources
of funding

Donors, members, government

Government, beneficiaries, donors

Stakeholders

Beneficiaries, donors, sponsors,
members, volunteers, etc.

Beneficiaries, donors, members,
general public, etc.

Governance body

Board of directors, elected by
stakeholders

Board of directors, appointed
by members or nominated by
government

Director
nomination

Directors elected by voting
members

Directors appointed by members or
nominated by government

Management

Reports to the board of directors

Reports to the board of directors

value-driving force reali




Although public NPOs typically have a wide group of stakeholders and may raise funds from a
variety of sources, the majority of their funding comes from government. Where government
is the organization’s primary funder and stakeholder, it usually either has the right of approval
of directors nominated to a public NPO board, or it appoints board members directly. The
government may also exert direct oversight over a public NPO if it believes there is a failure in
governance, management or both at the NPO.

While this relationship with government imposes some limits on the autonomy of a public NPO
board compared to a private NPO board, the majority of practices outlined in this publication are
relevant to both private and public NPOs.
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the NPO Sector

POs play an important role in our society, providing a wide range of services in areas

such as health care, education, religion, social support, industry and professional

programs, amateur sports, and fundraising for medical research and public awareness.
All publicly accountable organizations, including NPOs, face numerous critical challenges in
responding to the growing expectations of their stakeholders in an increasingly complex operating
environment. Under these conditions, well-governed organizations have proven to be more
effective, and more likely to succeed, than poorly governed ones.

To accomplish their goals successfully, NPOs require a robust system of governance, at the head of
which must be an effective board of directors.

What is governance?

Governance refers to the processes and structures used

to direct and manage an organization’s operations and

activities. It defines the division of power and establishes

mechanisms to achieve accountability among Boards of Directors

X'

stakeholders, the board of directors and management.

Good governance systems are designed to help

organizations focus on the activities that contribute

most to their overall objectives, use their resources Management
effectively, and ensure that they are managed in the

best interests of their stakeholders.
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Why is governance so important to NPOs?

Today, NPOs must not only be well governed, but must also be seen to be well governed. This is of

critical importance if they are to successfully meet the challenges created by:

+ Reduced funding from traditional sources, such as governments, corporations and private
donors

«  Competition from other NPOs facing similar funding difficulties

« Anincreased demand for services, a result of downloading or program cuts by governments

« The need to manage more complex and sophisticated entities, as many NPOs grow in size and
complexity

« Heightened accountability and expectations on the part of an expanding number of
stakeholders, who may have conflicting expectations for the NPO

+ Rapid dissemination of information through social media, which can quickly affect the way an
organization is perceived, and

«  Difficulty in recruiting quality board members, who may choose not to join the NPO’s board
for reasons of time constraints or concerns about liability.

The media has often reported cases of NPOs that have suffered from poor management, an
ineffective board or both. However, the objective of good governance is not just to avoid
embarrassing headlines. Governance deficiencies can damage an NPO's reputation, detract from
its fundraising ability and hamper its ability to meet its objectives. Increasingly, governments and
corporate and private funders are asking NPOs to provide information on their governance system
in order to demonstrate that their donated monies are being well spent and used for the purposes
they intended.

In summary, the objective of good governance is to ensure that the organization achieves its
objectives by being able to put forth its best efforts to implement its strategies and make the best
use of its resources.

© Deloitte LLP and affiliated entities.




Mandate
responsibilities

oards of every organization must clearly understand and agree upon their responsibilities
and mandate. This is particularly important for NPO boards, given their diverse nature and
the various mechanisms by which NPOs are constituted.

The board mandate

To help ensure that they discharge their stewardship responsibilities effectively, regulators
recommend that boards of publicly-listed companies adopt a formal mandate that sets out the
responsibilities of the board and its committees, in particular those decisions that require the prior
approval of the board. NPO boards would similarly benefit from having a formal mandate.

The purpose of the mandate is to ensure that no expectation gaps exist between the board,
management and other stakeholders with regard to the board’s role. The mandate should clearly
define the board’s authority, responsibilities and accountabilities. It should also serve as a key
component for various board activities. For example, the mandate is the basis of the board’s “work
plan,” which is a translation of the board’s agreed upon responsibilities (as outlined in its mandate)
into agenda tasks to ensure that each responsibility is addressed appropriately. The mandate

also provides a foundation for the board’s self-evaluation of its effectiveness in carrying out its
responsibilities.

Board committees should have their own mandates, often called “charters,” that describe the way
in which they carry out the duties and responsibilities delegated to them by the board.

6 The Effective Not-for-Profit Board | A value-driving force reality



Typically, a board mandate includes components that provide descriptions of the board's:

«  Responsibilities

«  Composition, including the size of the board, how board members are identified and criteria
for board membership and board committees

+  Key processes, including the number of board meetings, procedures for setting agendas,
minutes, and

- Evaluations, accountabilities and required reporting.

Once approved, the board should publish its mandate so it is available to all members of the
board, management and other stakeholders. A best practice is to include the board’s mandate in
the Annual Report and to post it on the organization’s website.

Because the NPO's operating environment is dynamic, the board should review its mandate
annually in order to reassess its responsibilities to ensure they are appropriate for the circumstances
facing the NPO.

A sample board mandate and a sample audit committee charter are included in the appendices.
Board responsibilities

In profit-oriented organizations, the board’s basic responsibilities are established by statute,
regulation and case law. In addition, most boards also assume broad responsibilities for other areas
that the board has identified as being critical to the organization’s success.

NPO boards have similar responsibilities and must ensure that they fully understand their legal
obligations as they are defined under the NPO's documents of incorporation and bylaws, and
applicable federal, provincial and municipal laws and regulations. Reassessing the laws and
regulations that apply to the NPO at least annually will help ensure that the board’s responsibilities
remain up-to-date.

Boards of NPOs should also consider carefully the responsibilities they will assume in addition to
the minimum legal obligations. The board is ultimately responsible for the NPO, despite the fact
that it usually delegates the authority for running the organization to a CEO' and a management
team. The board’s primary role is stewardship: overseeing management and ensuring that the
NPO's affairs are being conducted in a way that achieves the organization’s objectives.

! The title given to the senior management officer varies between NPOs. Some are referred to as Executive Directors or Presidents.
In this booklet, we use the term CEO to refer to all of these positions.

© Deloitte LLP and affiliated entities.
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An organization’s infrastructure provides the underlying foundation for the Deloitte Governance
Framework (the “Framework”). This infrastructure is the aggregate of operating models — the
people, processes and technologies — that have been put in place to govern the organization’s
day-to-day activities, including the processes for accumulating information and reporting that
information to the board and stakeholders. This underlying foundation is represented by the light
blue band that encircles the Framework.

The board'’s role within the governance infrastructure may vary from one organization to another.
Some boards oversee processes while others may be an active participant in them. For this reason,
the Framework depicts the board’s responsibilities for the oversight of the various elements

as a flexible overlay, with the level of the board’s participation in the related operating model
decreasing from top to bottom. Risk and culture are at the Framework'’s core since they influence
and impact the effectiveness of all elements of governance.

For elements depicted in the bottom of the Framework, most boards act as a monitor, delegating
the day-to-day responsibility for those processes to management. The board’s role is to understand
the operating models that are in place, determine that these models are adequately developed and
resourced, and monitor their output and any issues identified in the process. In most organizations,
four elements of the governance system fall into this category — programs that provide controls
over the planning, operations, reporting (both internal and external), compliance and risk
management.

The Effective Not-for-Profit Board | A value-driving force reality
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Generally, boards take a more direct role for the elements at the top of the Framework, each of
which is discussed below.
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A robust and dynamic risk management system enables an organization to

withstand crises that can arise out of nowhere and at any time.

An effective board must verify that the system in place helps to identify both
high and low risks, which might prove disastrous for an organization. It must
also provide for appropriate measures to mitigate the consequences of each of
those risks. By adopting a crisis management plan, the board will ensure a quick

and effective response by executing the planned strategy.

Robert Panet-Raymond, ICD.D., chairman of the audit committee
Université de Montréal

Risk and culture are at the Governance Framework's core since they influence and impact the
effectiveness of all elements of governance. Managing risk, therefore, is one of the board’s most
important responsibilities.

Every organization faces a range of risks — strategic, financial, operational, compliance and more.
Some of these risks may be identifiable, while others could be unknown and unanticipated. The
failure to effectively manage any of these risks could harm the NPO'’s reputation, and perhaps
even its ability to achieve its objectives. For this reason, boards should ensure that management
puts in place appropriate systems for the timely collection, analysis and reporting of risk-related
information so that appropriate action may be taken to manage risks.

Each activity an organization undertakes to achieve its objectives contains an element of risk. For
example, a new information system that improves fundraising contains the risk of generating
inaccurate data, having its security breached or failing altogether. An important component of risk
management, therefore, is risk tolerance — knowing when and how much risk the organization
should assume in order to pursue an opportunity.

An organization'’s risk tolerance is based on many factors, including its financial resources, its
donors and other funding sources, the expertise and abilities of its staff and volunteers, how well
regarded it is in its community and so on. Generally, the stronger the organization is in terms of
these factors, the greater its capacity for taking on risk.

Another important element of risk tolerance is risk appetite. Individuals and organizations with a
more conservative attitude toward risk are usually less comfortable and less willing to take on risk
than those with more aggressive risk appetites.

An important element of the board’s oversight of risk management is to determine the NPO's risk
tolerance to ensure an appropriate balance between the opportunities and their inherent risks.

Risks are also dynamic and, therefore, organizations need to keep their risk profiles aligned

with changes in their operating environment. As a best practice, organizations should assess
the inventory of risks to be monitored at least annually. The occurrence of significant events
(e.g., a natural disaster, loss of an important donor, a new IT application, a new shared service
arrangement, or new regulations) should result in the immediate re-evaluation of the NPO's risk
profile and its implications for its risk management strategy.

The Effective Not-for-Profit Board | A value-driving force reality



“NPOs and boards need a better understanding of today’s donors. They cannot
assume that current levels of philanthropy will remain unchanged in the future.
Many will need to make fundamental changes to their fundraising strategies to

ensure their continued financial viability. ”

Yuri Fulmer, Chair
United Way of the Lower Mainland

Although, management has the primary responsibility for assessing risk, the board is responsible
for overseeing the process management puts in place for identifying, assessing and mitigating risks
to the organization. The board should ensure that management:

-+ Determines the specific risks that might arise as a consequence of the organization’s business
model, strategy and operations, thereby identifying and prioritizing risks in the context of its
unique characteristics and operating environment

+ Assesses the potential impact of each identified risk on the integrity of financial reporting, as
well as on the organization'’s strategy, operations and compliance activities

 Aligns each risk with the organization’s objectives for creating and preserving value, including
specific processes or functional areas in which that risk may occur

+ Assigns responsibility for monitoring, responding to, and controlling each risk, or set of risks,
to the appropriate individuals

«  Monitors and reports on changing risk conditions, and

+  Establishes formal communication and escalation protocols regarding risk response, control
performance, and changes to the organization’s risk profile.

Board members need to understand the key factors responsible for the organization’s success
since one of the board’s primary responsibilities is to ensure that the organization has developed a
strategy that aligns its mission with the short- and long-term vision of its stakeholders.

The board does not need to develop a strategic plan for the NPO on its own. Instead, its
responsibility is to satisfy itself that a planning process has been established for the organization,
that the process is used to develop a strategic plan and that the plan is being implemented
effectively. Usually, boards delegate the responsibility for carrying out these planning activities to
management. In smaller organizations, however, strategic planning is often a collaborative effort
between the board and management.

The board's role is to provide an independent challenge of management’s key objectives and
assess whether management’s strategy is reasonable in relation to the risks involved, the resources
required, and the benefits to be achieved. Boards should ensure that management’s strategic plan
is aligned with the organization’s mission and values, that it effectively addresses the associated
risks and that the risk/opportunity balance is appropriate given the NPO's risk tolerance. In this
regard, boards should focus both on the risks to the strategy and whether the NPO has an
appropriate strategy that takes calculated risks to create value. In addition, boards should also
ensure there is an understanding and awareness of the risks of the strategy, including those

© Deloitte LLP and affiliated entities.
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risks associated with the assumptions on which the strategy is based, and that those risks are
appropriate given the board’s agreed upon risk appetite for the NPO.

Once the board has approved management'’s plan, it should establish a process to monitor its
implementation, including the provision for amendments in response to changing circumstances.

The strategic plan should take into account, among other things, the opportunities and risks of the
organization. Therefore, it is important that board members have a clear understanding of the role
and purpose of the NPO as a whole, which are set out in the NPO's mission, goals, documents of
incorporation, by-laws and policies. The board must also be cognizant of the expectations of the
NPO’s stakeholders, which should be considered in the NPO's planning.

Good governance is more likely to thrive within organizations with strong ethical and behavioural
attributes, such as open communication, commitment to the organization, accountability for
actions and results, integrity and respect for individuals’ rights and privacy. That is because good
governance requires an environment where board members don't feel inhibited. They openly ask
questions, confront issues and say “no” when necessary, in a constructive manner. Often, the test
of this environment comes in times of stress; when things go wrong, is the culture one in which
the priority is to fix the problem or attribute the blame?

Culture is not always easy to identify or define. To the extent that an organization articulates

its culture, it does so through things such as codes of conduct and statements of values. For
example, policies regarding the treatment of employees or confidentiality of donor information
can be effective tools in helping to establish and monitor a culture that is supportive of effective
governance.

If such a code of conduct does not already exist for the NPO, the board should consider whether
the lack of such a code might inhibit the NPO's ability to ensure the ethical behaviour of board
members and management.

Boards and senior management set the “tone at the top.” Their behaviour has a pervasive effect
on the NPO as a whole and upon its stakeholders’ perceptions of it. For example, is the board
seen to be open, upfront and honest in its dealings with its own members and with others in the
organization? Do individual board members share a sense of accountability to other members

of the board and to the organization’s stakeholders? Do the board and management stress the
importance of the organization’s values and live up to the organization’s codes of conduct in their
behaviour and actions?

The Effective Not-for-Profit Board | A value-driving force reality



While the board can affect the culture of the organization, it is also affected by it. That is because
the board depends upon the entire organization to provide it with the information it needs in
order to function. Clearly, the board will be able to place a higher reliance on the integrity of this
information when it is generated in an environment that is supportive of positive governance.

Many organizations articulate their culture through a code of ethics or code of ethics. Since

each organization’s culture is unique, its Code will also be unique and tailored to its specific

circumstances. Generally, however, an organization’s Code should include the following elements:

« Anintroduction from the organization’s CEO that clearly indicates management'’s support and
endorsement of the Code, the importance of good ethical behaviour, and the expectation for
each employee and volunteer to comply with the Code

«  The NPO’s vision and mission statement, along with other values and principles that set out at
a high level the organization’s commitment to ethics and integrity

+  Resources for employees — for example, a website that lists the Code and additional
information around ethics, helpline information, examples of activities that would be
considered acceptable and unacceptable behaviour, etc.

+  Reporting framework — name of the organization’s chief ethics and compliance officer,
identification of a hierarchy for reporting ethical breaches (e.g., immediate supervisor,
department head, etc.)

« "Whistle-blower” guidance — protocols for employees to follow to report suspected breaches
of the organization’s code, including protocols for reporting problems anonymously

« Accountability and enforcement information — general rules around disciplinary actions to be
taken in situations of unethical behaviour

As part of their oversight of the organization’s strategy, many boards take an active role in
reviewing the annual operating and financial plans designed to achieve strategic objectives. Since
the organization’s strategic plans are based on assumptions about the organization’s operating
environment and other factors that may change at any time, a growing number of boards take
time at each meeting, or every other meeting, to monitor the organization’s ongoing performance
towards achieving its operating objectives.

In its review of the organization’s annual plans and the ongoing execution of them, boards should
ensure that the appropriate resources are being applied to achieve the objectives, associated

risks are being managed effectively, and that the organization is making progress towards
achieving its annual goals. To do so, the NPO needs to have implemented well-designed controls
and information systems that enable management — and the board — to evaluate operational
effectiveness and efficiency, compliance with laws and regulations, and the reliability of
management and financial information.

© Deloitte LLP and affiliated entities.
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As the reporting requirements of NPOs continue to grow, NPO's need information systems that are
capable of generating information at the required level of detail and with appropriate timeliness.
Reports should give the board the ability to understand whether the organization delivered results
in line with expectations and, implicitly, how well management has understood the organization'’s
stakeholders’ expectations, executed its strategy and managed the organization’s resources, risks
and relationships.

The reports should also enable the board to focus on the critical performance measures and
indicators that management uses to assess and manage the organization’s performance against
stated objectives and strategies, question any exceptional results and adjust strategy and plans
accordingly.

Since the board delegates the task of running the NPO to management, it is the board’s
responsibility to ensure that the right CEO and management team are in place. Ideally, boards
should formally define their expectations of management, which includes setting clear objectives
for the CEO, defining the CEO's responsibilities, setting out performance measures and targets,
monitoring the CEQ’s performance against those targets, and setting out the CEQ’s remuneration.
While the board should support its management team, its basic role is to question, scrutinize and
actively monitor management’s decisions, operations and compliance with plans and policies.
Board meetings should include time for the board members to constructively question, test and
challenge management'’s views and proposals.

The Effective Not-for-Profit Board | A value-driving force reality



As part of these responsibilities, most boards develop and monitor a strategy for longer-term
management succession. Except for very small NPOs with few paid staff, most of these strategies
include ensuring that a “leadership pipeline” exists within the organization to help develop future
leadership candidates.

In most organizations, talent is the essential resource that distinguishes the organization from

its competitors. Without the right people to execute and deliver its strategy and objectives at

all levels, the organization will fail to reach its full potential. For this reason, many boards have
extended their oversight of the organization’s talent beyond the management team and leadership
development process to include all aspects of talent.

Boards should pay close attention to the organization’s talent-related risks and the way those
risks are being addressed by management. Talent-related risks may include a lack of succession
planning; planned or sudden loss of key personnel; lack of return on leadership investment or
senior external hires; and failure to attract, develop and retain talent. Ineffective talent planning
can also affect the NPO'’s ability to support capital investments and achieve its business strategy.

Directors should provide management with the benefit of their own insights to help in identifying
and reducing talent risks and to ensuring that the organization'’s talent strategies are integrated
effectively with its business strategies.

Issues for boards to consider

«  Does the board understand the key elements essential to the NPO's success (for example,
reputation in the community, status as a charitable organization, active support of volunteers,
key employees, funding and the continuing need for its services)?

« Is the board actively involved in approving objectives for the management team and in
monitoring management’s performance?

+ Has the board identified the NPO's various stakeholders, the expectations each stakeholder
group has for the NPO and the appropriate methods of communication to and from each?

« What internal controls exist over the use of resources, approving expenditures and investing
funds? Is the board responsible for reviewing and approving budgets? What decisions need
board approval?

« Has the board articulated its responsibilities in a formal mandate and published its mandate so
it can be read and understood by management and the NPO'’s stakeholders?

© Deloitte LLP and affiliated entities.
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What are the organization'’s policies and processes for assessing and managing major risk
exposures on an integrated, enterprise-wide basis?

What are the key risks, vulnerabilities and plans to address them?

Has the organization defined its risk appetite with the board’s input and approval?

Does the board consider the relationship between strategy and risk?

Is the board getting the information it needs from across the organization to enable it to make
key decisions?

Does the board provide “active oversight” in developing the strategy?

Does the board possess a good understanding of the risks to the strategy — those that may
limit value creation or even cause the strategy to fail — and the risks of the strategy — those
associated with each scenario of the strategy?

Does the board ask probing questions, including those that challenge assumptions of the
strategy presented?

Does the board assess potential new risks the strategy can create? Can those be managed?
Does the board prepare for a scenario where its strategy fails? What risks and rewards do other
paths represent?

What is the board’s role and responsibility for setting the organization’s values and its
philosophies?

Does the NPO have a code of conduct that governs the behaviour of board members,
management, staff and volunteers? Is the code understood and reflected in the NPO's policies?
Is there a policy regarding whistle blowing?

Is the board satisfied that stakeholders’ concerns have been adequately addressed and

that their interests have been incorporated in the NPO’s code of conduct and other value
statements?

Does the organization encourage an environment in which information is exchanged freely
within the NPO, while respecting confidentiality? Does an atmosphere exist in which people
feel they can ask questions openly?

Do the board and management set an example in exhibiting their commitment to the
organization and its success?

The Effective Not-for-Profit Board | A value-driving force reality



How often does the board review the organization’s performance and its progress towards
achieving its annual goals?

Does the board receive the appropriate information in terms of scope, level of detail and
timeliness, necessary for directors to understand the organization’s performance?

Are the organization’s annual goals realistic and achievable or does the organization often
need to make mid-year adjustments to its target objectives?

Is the board satisfied that the organization is using its resources appropriately and that
stakeholder objectives are being met?

Does the board communicate its analysis of the organization’s performance to its stakeholders
in a clear and transparent manner with an outlook where it discusses its expectations of the
next short to medium term?

Does the board clearly understand the skills and expertise required to manage the NPO?
Is the board actively involved in approving objectives for the management team and in
monitoring management’s performance?

Does the organization have a robust “leadership pipeline” in place? What strategies
does management follow for recruiting, retaining and developing future leaders for the
organization?

Which demographic trends are affecting — and are likely to affect — the organization and
its ability to execute its plans? Is the board aware of other talent-related risks facing the
organization? How are they being addressed?

© Deloitte LLP and affiliated entities. 17
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& resources

he way in which the board is structured can affect its ability to provide effective

stewardship. The board should be independent of management so it can be objective

when monitoring and assessing management'’s activities. As part of its mandate, the board
should describe its structure, responsibilities and authority, and those of each of its committees.

Qualifications of board members

The board should consider the qualifications it requires of individual board members in order for
them to contribute effectively to carrying out the board’s responsibilities.

As demands placed on boards increase, boards face a growing challenge to recruit directors with
the experience and expertise the board needs to fulfill its mandate. The board should develop a
board skills matrix that clearly describes the role and expectations of directors, and their required
expertise and commitments. Undertaking a skills gap analysis helps to identify areas of required
expertise that may be missing among the current board members. (Appendix D presents a sample
skills matrix that NPOs may use to perform such an analysis.)

Boards need directors who are willing to devote the time required to effectively carry out their role
as a director; and have expertise in various areas — fundraising, networking, risk, talent, technology,
finance, sustainability, social media and more — that may impact the organization. In addition,
many boards need directors who can assist the organization in communicating with stakeholders
and educating, developing, coaching and mentoring the organization’s people, including
management. Depending on the organization and its circumstances, some boards may need
directors with unique experience, such as expertise in dealing with regulatory agencies.
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One important skill set sometimes overlooked by NPOs is financial literacy. Directors who sit on the
audit or finance committee should be financially literate. These directors should be able to read
and understand financial statements, understand accounting policies, estimates and judgments
when presented by management and the independent auditor, and understand how the
organization’s activities may impact its accounting policies.

One of the most important requirements is that the majority of the board’s members be
independent (in other words, free from any interest, business or other relationship with the NPO
that could, or could be perceived to, interfere with the person’s ability to act in the NPO’s best
interest, and also be independent of management). When a director is not independent of a
specific issue, he or she should refrain from being part of any related decision. While some NPO
boards are required to reflect particular constituencies among their members, all board members
are accountable to all of the organization’s stakeholders, and not to specific interest groups (such
as those from a particular geographic area, or individual stakeholders or specific groups within
the NPO).

© Deloitte LLP and affiliated entities.
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When assessing its membership, the board should consider the following factors, which are usually

included in its charter:

« The methods it uses to assess current competencies among its members and identify gaps in
director experience and board needs

« Roles and relationships between the board and management and the extent to which the
board provides — and management uses — advice and guidance

« Required board level expertise related to the organization’s industry, products, services and
business processes

«  Processes the board — and boards of peer organizations — use to ensure that board members
have the required expertise, experience and skills, and
Performance benchmarks that enable board and committee members to gauge their
effectiveness and whether they are improving.

In addition, board members are expected to be:
Accountable for their actions and those of the organization

«  Aware of the operations of the organization
Giving of their expertise

« Assertive in questioning issues and in challenging management and other directors
Available, in terms of their time, to attend meetings and help carry out the business of the
board, and
Cognizant of the NPO'’s environment and its risks.

“Director candidates should clearly define why they want to be a board member
and what they can bring to the board. They should have a true interest in the
board’s and organization’s activities and bettering the outcomes. Boards can
avoid inviting candidates who only want to build their resume by having an
open discussion about the candidate’s motivation.”

Gord Holloway, President
Institute of Chartered Accountants of British Columbia
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The board chair

The choice of who will chair the board is one of the most important decisions a board will make
since the effectiveness of the board and its chair is generally synonymous.

The board chair must possess all of the traits and capabilities of a good board member. In addition,
the chair must be able to provide leadership and convey the board’s “vision” to management and
the NPQO's stakeholders. It is also important that the board chair have the authority and force of
personality to be able to control the board’s agenda and its meetings, and the determination to

hold management accountable for its actions.
Size of the board

NPO boards should periodically review their size and membership to ensure that they are
conducive to effective decision-making. For example, if the board is too large, individual members
may lose a sense of personal accountability for board decisions, or decision-making can become
unwieldy. On the other hand, a board that is too small may mean that board members are
stretched too thin to be able to address all of their responsibilities to the appropriate depth. If the
board is required to reflect particular constituencies (such as national NPO boards, which often
must have a representative from each province or region), are meetings organized so that these
members can participate by telephone or electronically?

There is no “one size fits all” answer to the challenging issue of ideal board size. However,
experience suggests that a board of 12 to 15 persons seems to work well. That being said, certain
circumstances warrant smaller or larger numbers. If a very large board is necessary to reflect a
broad constituent base, then a strong, empowered executive committee may be the answer.

Board committees

Today, boards conduct an increasing amount of their work through committees. In the corporate
world, regulators have promoted this practice. For example, they have placed more responsibilities
on audit committees and compensation committees.

In many instances, members of key board committees may have a degree of responsibility above
those of other board members, in light of the role these committees play in the governance
process. This might be the case for members of an executive committee that has the authority to
make decisions on the board’s behalf between board meetings.

Each NPO board should carefully determine the committees it needs and be sure that the roles,
responsibilities, membership, etc. of those committees are appropriate and clearly defined.

© Deloitte LLP and affiliated entities.
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The audit committee is now a vital element in corporate governance. NPOs with an audit will also

benefit from an audit committee, ideally comprised of three or more independent board members

who have experience in financial reporting. The audit committee’s responsibilities include:

+ Helping to ensure that the audit is conducted in an efficient and cost-effective manner

«  Overseeing the NPO's financial systems and internal controls

« Recommending to the board approval of the NPO’s annual audited financial statements and

« Recommending to the board the independent auditor for appointment or replacement,
approving and overseeing the independent auditor’s activities, and approving the appropriate
fee.

Although a governance best practice is to have separate audit and finance committees, in smaller
NPOs the finance or resources committee often assumes the audit committee’s responsibilities.

Most public company boards have a nominating committee responsible for proposing new
members to the board. Many NPO boards will likely also find it useful to have a nominating
committee. For example, in some NPOs, board members are elected by the NPO’s membership at
large. While this is highly democratic, it may not produce the mix of directors needed to form an
effective board. Boards need members who work well as a team, bring the necessary expertise
to the board, and are able to best represent the interest of the NPO as a whole and not just a
particular constituency.

A formal nominating committee also helps the board to plan the terms and rotation of its
members. This can provide continuity among the board members as a whole.

An increasingly common practice among corporate boards is for them to have a governance
committee. NPO boards could also benefit from this practice and many have already done so.

The governance committee is responsible for ensuring that an appropriate governance model is

in place and for coordinating the evaluations of the board, its committees and individual board
members. The governance committee is also responsible for ensuring the compliance of the board,
management and others with the policies and procedures of the board and the organization.

Some boards integrate the responsibilities for governance oversight and director nominations in
the mandate of a governance committee or a combined governance and nominating committee.
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Orientation and continuing board education

Orientation and education programs are a best practice that help speed the time it takes for

new directors to become productive members of the board. NPO boards should establish a

formal orientation program to help ensure that new board members clearly understand their
responsibilities and the role, structure and processes of the board, ensure that they are familiar
with the issues facing the organization, and accelerate their ability to contribute to the board’s
business and the matters currently under consideration by the board. Among the essential program
ingredients are a practical briefing book and a discussion with the board chair regarding issues and
expectations.

Another governance best practice is the provision of continuing board education, either during an
annual board retreat or throughout the year as part of, or in conjunction with, board meetings.
The objective of these sessions should be to keep board members up-to-date on emerging issues,
such as relevant new laws, regulations and governance best practices.

© Deloitte LLP and affiliated entities.
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Organization &
resources

Issues for boards to consider:

Does the board’s mandate describe the structure (number
and qualifications of members, board leadership,
responsibilities, etc.) for the board and each of its
committees? Does the board periodically review this
documentation for accuracy and relevance?

How long does a person normally serve on the board? If
there is a high turnover of members from year to year,
what processes facilitate the continuity of policies and
actions? Is there a succession plan for the board?

How are new board members selected? Is there a
nominating committee? Does the volunteer nature of
board membership affect its ability to attract and retain
board members, particularly in an increasingly litigious
environment?

Does the NPO have an audit and, if so, is there an

audit committee? If the NPO has a combined finance/
audit committee, what steps are taken to see that

this committee devotes sufficient time to its audit
responsibilities?

Does the board have an orientation program for new
members to enable them to more quickly get up to speed
and be able to participate effectively on the board? Is

there a continuing education program?




Information
& processes

he board'’s responsibilities and organization are both important. However, without
the appropriate information and processes to support the board’s activities, “effective
governance” is only an intention and not a reality.

Board information

Boards must ensure that they have the information they need to assess the activities of the NPO
and its management. The quality of discussion at the board’s meetings will depend, in large part,
on the quality of the information provided to the board. This information must be complete, yet
not so detailed that it is too focused on operational matters or becomes too unwieldy for board
members to absorb. The appropriate level of detail should be determined by the board, together
with management, based on a common understanding of the reasons why the board requires the
information and its uses for that information.

The board chair is responsible for ensuring that the board’s information needs are met. Normally,

it is management'’s role to produce the required information in a timely and meaningful way.

The chair should clearly communicate the board’s expectations to management and review the

material provided by management prior to its distribution to the board. In setting the board’s

expectations for management with regard to its information needs, the board should consider the:

« Issues and activities about which it needs to be kept informed by management. For example,
the board may wish to receive periodic reports and assurances from the CFO on the NPO's
investment activities, that the NPO is in compliance with all applicable tax obligations including
payroll withholding, sales tax, timely filing of returns and that the NPO'’s activities do not
contravene those permitted under the tax regulations

- Timing of the delivery of information to the board

+ Quality of the information, including the expected level of detail

- Format of the information (written or through presentations made by management or others)

+  Expectations of the board chair with respect to meeting agendas, and

«  Requirements of the board chair for reviewing information material before it is distributed to
the board as a whole.

By making clear their expectations regarding their information needs, boards can better ensure that
they are able to hold effective discussions about key issues among themselves and with members
of management.
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While management is primarily responsible for providing the board with the information it requires,
there will be instances when that task falls to others. Some of these matters will be routine. For
example, in NPOs with audits, the board (or its audit committee) will receive a report from the
independent auditor on their audit activities. Because this is a recurring reporting relationship,

the board may wish to set out its specific expectations for the independent auditor regarding its
information needs.

On occasion, the board may wish to seek outside advice on issues where there is not sufficient
in-house expertise. Examples of such special needs may include a lawsuit, a significant
reorganization, a major financing transaction, or the need for assistance with information systems.

The board’s work plan

The board'’s written mandate or charter, together with the organization'’s strategic plan, should
be translated into a work plan for the board. This will ensure that the board carries out all of the
responsibilities and duties outlined in the mandate and remains focused on the organization’s
objectives.

Preparing a board work plan is a straightforward process. The board chair, in consultation with
management, should allocate each responsibility identified in the mandate to a specific meeting
agenda and the date at which the item will be discussed. The work plan should also identify
the board'’s information requirements for each item and identify who should be accountable for
providing the board with that information.

To facilitate this effort, the board may wish to consolidate responsibilities of a similar nature, for
example, environment, conflict of interest, appropriate board expenditures, financial, personnel/
human resources, human rights, diversity, discrimination, etc.

Board meetings

The practical aspects of board’s meetings are important, and can have a big impact on the board’s
effectiveness.

The board chair and the CEO should agree on the agenda for each board meeting, which should
devote appropriate time for discussion of each of the board’s primary responsibilities. When
necessary, there should be time allocated for additional matters not included in the board work
plan that management, the independent auditor or others may wish to put before the board.
Board members should also be able to provide input to the board’s agenda.
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Board meetings should also be scheduled to include time at the end of each meeting for the board
members to hold an in camera session (i.e., without management present) to give the board an
opportunity to discuss sensitive issues in a timely and confidential manner. /n camera sessions
should also be held periodically with the independent auditor, the head of internal audit, the
in-house legal counsel and the external legal advisors, where applicable.

If board members are unavoidably absent from a board meeting, they should receive sufficient
information to enable them to understand the decisions that were made. They should also have
the opportunity to record their dissent should they disagree with any action taken.

Minutes

In NPOs where board members serve for comparatively short terms, there can be a danger of the
board losing its “collective memory” of past decisions. (This occurs when none of the members
that made a particular decision is still on the board when that decision is reviewed in later years.)
Boards should document their discussions and decisions in sufficient detail in a way that makes
them easily accessible and understandable by future boards. For example, resolutions should be
captured in a board policy document. Clear, detailed and organized minutes will also support
directors’ due diligence defence should a liability claim arise.

Issues for boards to consider:

+ Has the board determined the information it needs in order to fulfill its responsibilities? Does this
information permit the board to assess the NPO’s performance on key success factors, other than just
financial ones? Has the board conveyed to management its expectations regarding its information
requirements?

How are board meetings structured? Has the board translated its mandate into an effective work
plan? Is sufficient time provided for an appropriate discussion of important topics? Who sets agendas?
Are meetings too long, too short or too infrequent? Do all board members have the opportunity to

participate fully at board meetings? How well are meetings attended? If a board member is absent from

a meeting, can he or she record dissent with any decisions?
Does the board maintain formal minutes of its meetings with adequate documentation of decisions and
the reasons for them? Does the board have access to this material from past years?

 Are resolutions and policies of a similar nature consolidated and updated on a regular basis?
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& accountability

0 ensure that it continues to function effectively, the board should monitor its

own performance and that of its committees and board members by conducting a

formal assessment on a periodic basis. The board should also report regularly to the
organization’s internal and external stakeholders on its activities. Both of these efforts should
complement the NPQO's activities in monitoring and reporting on the organization’s overall
performance.

Performance assessment

A corporate best practice is for the board, its committees and individual board members to be
periodically assessed in terms of their effectiveness in carrying out their responsibilities. This is an
activity that would also be of benefit for NPO boards. The quality of the assessment, and the way
in which it is used, will contribute to the board’s ability to continually improve its performance.

Self-assessment against planned targets, third-party reviews, benchmarking and confidential peer

reviews are four popular assessment methods. Regardless of the chosen approach, there are two

fundamental issues for the board to address in assessing its performance:

+ Is the board satisfied that it has effectively discharged its responsibilities as set out in its
mandate?

«  What suggestions do board members, management and others have that would enable the
board to improve its operating efficiency and effectiveness?

When boards evaluate their qualifications and performance, they should consider the specific skills
required for the board, its committees and individual directors to carry out their responsibilities
effectively. In their assessment, boards need to determine the extent to which those skills exist
and whether they have been properly exercised or if there is a need for any skills improvement.
Then the board, or a subset of the board, can craft a plan to address the board’s talent needs.

For example, new directors with required experience and expertise might be recruited to succeed
board members whose terms are coming to an end. Continuing board members’ skills needs may
be addressed through board education programs.

Instituting term limits for directors is another way to round out the composition of the board and
replenish boardroom talent. Director term limits allow boards to manage a constant inflow of new
talent to the board. Without these types of policies forcing director turnover, boards might face
the need to replace a large number of directors and their expertise and knowledge all at one time,
and could suffer from not having new talent bring new ideas and experiences to the role.

Appendix C presents a sample board performance evaluation form.
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“An effective board member is someone who can critically assess information
that is presented to him/her, understand the difference between “governance”
and “operations,” and add to the diversity of skillsets around the board table.
He/She also understands the environment in which NPOs operate, adding value
to board’s discussions.”

Joshua Dougherty, Chair, Governance Committee
Victorian Order of Nurses of Canada

Public accountability and liability

Corporate boards of directors are accountable for their actions or omissions, and NPO boards and
board members are also exposed to a growing personal and collective liability. This risk can result
from the actions of the board or the organization as a whole. Even though NPO board members
are volunteers, their liability is the same as that of remunerated members of corporate boards. To
demonstrate that they have acted responsibly, directors must consistently:
« Actin good faith, in the best interests of the NPO

Avoid conflicts of interest
« Bediligent with regard to board meetings and obtaining information, and

Obtain a degree of confidence in monitoring the CEQ’s integrity and ability.

The potential liability risks can affect an NPO's ability to attract good board members, and may
inhibit the effectiveness of those already on the board. If they have not already done so, NPO
boards should consider purchasing liability insurance for board members and key management
officers. Board members should be fully briefed about the policy and its coverage to ensure they
are aware of any limitations or additional exposure that may arise through their membership

on particular board committees. In many cases, boards can institute measures to mitigate these
residual risks.
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A governance best practice is for the board to take responsibility for determining the organization’s
communications with its stakeholders. Boards should determine how the NPO will communicate
with stakeholders, the kind of information it will disclose, and the conditions under which
disclosures will be made. It should also determine the individuals within the NPO to whom the
board will delegate the authority to speak publicly for the organization. This may include a policy
under which the board itself will liaise directly with a group of stakeholders, such as major donors
or long-time volunteers. The board should also consider the way in which stakeholders can best
provide feedback to the NPO, and how that information is used.

NPO boards should approve the content and distribution of the NPO's financial statements and its
annual report. This includes any required disclosures to regulatory authorities or funding bodies,
including reporting to tax authorities.

As part of their accountability to shareholders and others, publicly listed companies are required to
report publicly on their governance practices. Although no such mandated reporting requirement
exists for NPOs, their boards should nevertheless determine their own policies for disclosing their
corporate governance practices. Forthright, voluntary information on governance may enhance
the likelihood of support from a funding agency or donor. Some major funders already demand
governance information in the application forms. Such disclosures may include publishing the
mandates of the board and its committees.
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Issues for boards to consider:
How does the board currently assess its own performance and that of its committees and individual
board members?
Which individuals or groups are involved in the assessment process? Is it documented?
How does the board deal with the issues raised in its assessments in order to foster continuous

improvement?
Are directors briefed periodically on their potential liabilities? Has the board taken out directors and

officers liability insurance?
Has the board determined whether reports on its performance, and on the governance processes of the
NPO as a whole, should be provided to the key stakeholders?




Building a more
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effective board

o fulfill its responsibilities, the board must have well-recognized structures and operating

procedures. This publication presents many issues for boards to consider in addressing

the effectiveness of these structures and processes. Boards that wish to strengthen their
effectiveness need to formulate a systematic plan for improvement.

We propose a four step process:

The best place to begin is where you are now. The board should conduct a self-assessment using
the questions provided throughout this booklet to determine its current strengths and identify
areas for improvement. Concurrently, it should gain a good understanding of the organization
itself, including its legal responsibilities and the expectations of its stakeholders. At the conclusion
of this step, the board should have a clear understanding of what it currently does well, what it
needs to improve, and which of its activities may need to be adjusted to reflect the NPO'’s role
and purpose.

Using the information compiled in step 1, the board must then agree upon a governance vision
that is aligned with the NPO’s mission. This includes the state of effectiveness it wants to achieve
and its strategy for getting there. It also involves developing well thought out mission and goals
statements for the NPO, and clear and comprehensive mandates/charters for the board and its
committees.

As discussed earlier, good governance flourishes in a supportive environment, which cannot be
taken for granted. An examination of the nature of the NPO'’s culture should be included in the
baseline assessment.

The board must take a leading role in ensuring the existence of a culture that is conducive to good
governance. In part, this can be achieved by ensuring that the board’s own culture is appropriate
for good governance, including a commitment to continuous improvement, a striving for
excellence among its peers, etc. The board should also review management'’s policies and actions
(for example, those pertaining to individual rights and confidentiality of personal information, etc.)
that help shape the organization’s culture.
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Capitalism as we know it is becoming increasingly challenged; growth at all costs no longer seems
to be the ultimate goal. New behaviours are evident: heightened social conscience, balance between
profitability and social contribution, responsible investment, fair governance, wealth-sharing, etc.
This new trend could lead to a greater number of volunteers and donations or even alliances between
organizations, which would foster the sharing of services and resources. Not-for-profit organizations

cannot afford to ignore this trend and need to maximize the benefits that can be gained.

Gilles Chevalier, Ph.D.,
Chair of the Governance and Financial Governance Committees and Executive Committee member
Mental lliness Foundation

The final step is to turn the governance strategic plan into a set of manageable targets and actions,
including a timetable for the attainment of each activity (i.e., a board work plan). The detailed
actions necessary to attain each element of the plan should be delegated to the appropriate board
committee, an individual board member or, in some cases, a member of management. Time
should be allocated at each board meeting to review the progress made towards implementing the
action plan.

The board should conduct a self-assessment at least every two years. This will measure the
progress made during the previous period and will provide the required information to make any
adjustments to the board’s work plan.
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Conclusion

he role of NPOs and the demand for the services they provide continues to grow. While

they face many challenges to achieving their mission and meeting their stakeholders’

expectations, NPOs with a robust system of governance and a strong, effective board of
directors have a greater likelihood of success than poorly governed organization.

This publication discusses important issues for NPOs and their boards to consider when building
their governance systems. The Governance Framework presented in this publication presents

the key areas of governance to assist the board in fulfilling its own responsibilities, including
providing effective oversight to management. Each organization is unique, however, so NPOs and
boards should tailor the Governance Framework as necessary to match their organization and its
circumstances and needs.
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For more information about the Framework and the issues discussed in this publication, please
contact one of our experts listed at the end of this publication. They have a broad range of
expertise and are able to offer a range of solutions — whether it be technical accounting,
governance or technological skills — that can be customized to meet your organization’s specific
needs. They will assist you in developing a strategy to turn the board’s obligations into value
generators for your organization.
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We have assembled some of our most popular tools that may help you in adopting some of the
best practices discussed in this publication.

If you prefer to access an electronic version of these tools, simply scan this QR code with
your cellular phone to access the NPO corporate governance area in our Centre for Corporate
Governance where you will be able to download these tools. Alternatively, enter this address in
your Web browser: www.deloitte.com/ca/NPOBoard.
To download a QR code reader (required for your cell phone to
E [ E recognize this code, please visit: http://getscanlife.com).
L]

attiliated entities.
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Sample mandate

for an NPO board

Structure

The board consists of a minimum of eight members and a maximum of 15 members. Board
members are appointed for a two-year term.

At the first meeting of the board following its annual meeting, the board shall elect a chair to
preside at all meetings of the board. The board chair must be independent.

Meetings

The board meets at least five times each year. The board may choose to hold additional meetings if
it considers them necessary for it to carry out its responsibilities effectively.

At each meeting, time is to be allocated for the board to meet without the presence of
management (including any board member who is a member of management).

Decisions of the board are to be evidenced by resolutions passed at meetings of the board. These
are to be recorded in the minutes of the meeting.

The secretary of the NPO is to act as the secretary of the meetings. The secretary is to provide a
copy of the draft minutes of each meeting of the board to each board member within 14 days of
the meeting.

Responsibilities

The board bears the ultimate responsibility for the NPO. The board carries out this responsibility
through a stewardship role. The board delegates the day-to-day management of the NPO to the
CEO and management team. To fulfill its stewardship role, the board has responsibility for:

1. Overseeing the development and implementation of the strategic, financial and operating
plans.

2. Overseeing the development by management of a process to identify, manage and monitor
the principal risks faced by the NPO.

3. Requiring management to implement and maintain appropriate internal controls and
management information systems.

4. Appointing a chief executive officer and other officers of the NPO, defining management'’s
duties and limits of authority, overseeing management’s performance and approving its
compensation.

5. Overseeing management succession and management development plans.
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10.

11.

12.

Requiring management to maintain an effective stakeholder communication program,
including a process by which stakeholders and other interested parties may communicate
directly with the board or with individual board members.

Overseeing and approving the NPO’s annual report and its distribution to internal and external
stakeholders.

Appointing an audit committee comprised of three board members who are independent of
management and have financial expertise to be responsible, on the board’s behalf, for the
oversight of the NPO's independent auditors.

Appointing other committees that the board considers necessary to enable it to carry out

its responsibilities effectively, and to delegate to those committees any of the powers of the
board it deems appropriate.

Adopting, amending or repealing by-laws of the NPO and monitoring the NPO's compliance
with those by-laws and with its statutory and fiduciary obligations.

Adopting or amending the NPO’s code of ethics and monitoring the NPO's compliance with
that code.

Other decisions that are required to be made by the board of directors, or as may be
reserved by the board of directors, to be made by itself and are not otherwise delegated to a
committee of the board of directors or to management.

Board performance

The board will conduct a formal assessment of the performance and effectiveness of itself, its
committees and individual board members every two years.

The board will review its mandate on an annual basis to ensure that it remains appropriate to the
circumstances of the NPO and of the board.

© Deloitte LLP and affiliated entities.
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Sample charter for an
NPO audit committee

Structure

The audit committee consists of a minimum of three members, all of whom are members of the
board of directors, are independent of management and are financially literate.

Committee members are appointed for a two-year term.
The board shall appoint one of the committee members to be the committee chair.

The committee meets at least five times each year. The committee may choose to hold additional
meetings if it considers them necessary for it to carry out its responsibilities effectively. If members
cannot participate in person, they may participate in the meeting via the telephone.

The independent auditor is to be provided notice of every meeting and is entitled to attend and
participate in each meeting.

At each meeting, time is to be allocated for the committee to meet separately with management
and with the independent auditor.

Minutes of each meeting must be prepared and circulated to the board of directors within 14 days
of the committee’s meeting.

Responsibilities

The audit committee reports to the board of directors. The audit committee has responsibility for:
1. Oversight of the reliability and integrity of the accounting principles and practices used by
the NPO.
2. The NPO's financial statements and other financial reporting, including:
a. Reviewing and discussing with management and the independent auditor the NPO's
annual and quarterly financial statements
b. Recommending to the board of directors approval of the audited financial statements
Reviewing major issues regarding accounting principles and financial statement
presentation
d. Reviewing all critical accounting policies and practices, including all alternative treatments
of financial information etc.
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Disclosure principles and practices followed by management.
Oversight of the independent auditor’s qualifications, independence and performance,

including:

a. Recommending the independent auditor for appointment or replacement to the board of
directors

b. Recommending compensation of the independent auditor to the board of directors
Reviewing and pre-approval of all audit and non-audit services to be performed by the
independent auditor
Reviewing the overall scope of the independent audit plan at least annually
Receiving all reporting from the independent auditor (i.e., the independent auditor reports
to the audit committee)

f. Periodically reviewing the status and findings of the independent auditor’s audit program

g. Confirming the independent auditor’s independence, including reviewing the NPO's hiring

policies for employees or former employees of the independent auditor.

Overseeing management’s establishment of an adequate system of internal controls and
procedures and effective performance of those internal controls and procedures.
Establishing a whistleblower policy and oversight of the receipt, retention and treatment of
complaints received regarding questionable matters.

Overseeing the performance of the internal audit function.

Other decisions delegated to it by the board of directors (for example risk management or
investment policy).

The performance and effectiveness of the audit committee and its individual members will be
assessed annually as part of the board’s evaluation process.

The board will review the committee’s charter on an annual basis to ensure that it remains
appropriate to the circumstances of the NPO and of the board.
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Appendix C
Sample board performance
evaluation form

The following questionnaire is based on emerging and leading practices to assist in the self-
assessment of an individual director or the full board’s performance. It is not intended to be
all-inclusive.

When completing the performance evaluation, consider the following process:

- Select a coordinator and establish a timeline for the process.

« In addition to board members completing the form as a self-evaluation, ask individuals who
interact with the board members to provide feedback.

« Ask each board member to complete an evaluation by selecting the appropriate rating that
most closely reflects his/her performance and the board’s as a whole related to each practice.

+ Consolidate into a summarized document for discussion and review by the board.

For each of the following statements, select a number between 1 and 5, with 1 indicating that you
strongly disagree and 5 indicating that you strongly agree with the statement. Select 0 if the point
is not applicable or you do not have enough knowledge or information to rank the organization'’s
board on a particular statement.
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Select the appropriate rating for each statement T‘ 1 ‘ 2 ‘ 3 n

Composition and Quality

Qualified board members are identified by sources independent of management
(e.g., independent board members assisted by an independent firm in the search for candidates).

Board members have the appropriate qualifications to meet the objectives of the board’s charter,
including appropriate financial literacy.

The board demonstrates integrity, credibility, trustworthiness, active participation, an ability to
handle conflict constructively, strong interpersonal skills, and the willingness to address issues 0|00 |0|0 |0
proactively.

The board demonstrates appropriate industry knowledge and includes a diversity of experiences
and backgrounds.

Members of the board meet all applicable independence requirements.

The board participates in a continuing education program to enhance its members’
understanding of relevant risk, reporting, regulatory, and industry issues.

The board monitors compliance with corporate governance regulations and guidelines.

o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O

The board reviews its charter annually to determine whether its responsibilities are described
adequately.

New board members participate in an orientation program to educate them on the organization,
their responsibilities, and the organization’s activities.

©)
©)
©)
©)
©)
©)

The board chairman is an effective leader. (ORNORNORNONNORNG)

The board, in conjunction with the nominating committee (or its equivalent), creates a
succession and rotation plan for board members, including the board chairman.

Legend

0 | Insufficient knowledge

1 Strongly disagree

Strongly agree
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Select the appropriate rating for each statement

REREEREY ' 5

Understanding the Business, including Risks

The board takes into account significant risks that may directly or indirectly affect the
organization. Examples include:

+ Regulatory and legal requirements

«  Concentrations (e.g., suppliers and customers)

«  Market and competitive trends

« Financing and liquidity needs

«  Financial exposures

»  Business continuity

+ Organization reputation

«  Strategy execution

+  Management's capabilities

+ Management override

+  Fraud control

« Organization pressures, including “tone at the top”

The board considers, understands, and approves the process implemented by management to
effectively identify, assess, and respond to the organization’s key risks.

The board understands and approves management'’s fraud risk assessment and has an
understanding of identified fraud risks.

The board considers the organization’s performance versus that of its peers in a manner that
enhances comprehensive risk oversight by using reports provided directly by management to the
board or at the full board meeting. These may include benchmarking information comparing
the organization’s performance and ratios with industry and peers, industry trends, and budget
analysis with explanations for areas where significant differences are apparent.
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Select the appropriate rating for each statement T‘ 1 ‘ 2 ‘ 3 n

Process and Procedures

The board develops a calendar that dedicates the appropriate time and resources needed to
execute its responsibilities.

Board meetings are conducted effectively, with sufficient time spent on significant or emerging. O O O O O O

The level of communication between the board and relevant parties is appropriate; the
board chairman encourages input on meeting agendas from committee and board members, O|0|0|0|0 |0
management, the internal auditors, and the independent auditor.

The agenda and related information are circulated in advance of meetings to allow board
members sufficient time to study and understand the information.

Written materials provided to board members are relevant and concise.

Meetings are held with enough frequency to fulfill the board’ s duties and at least quarterly,
which should include periodic visits to organization locations with key members of management.

The board maintains adequate minutes of each meeting.

o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O
o |0 O |O] O

The board and the compensation committee regularly review management incentive plans to
consider whether the incentive process is appropriate.

The board meets periodically with the committee responsible for reviewing the organization'’s
disclosure procedures.

O
O
O
O
O
O

The board respects the line between oversight and management. O|l0|0|0|0 |0

O
O
O
O
O
@)

Board members come to meetings well prepared.

Legend

0 Insufficient knowledge
1 Strongly disagree
Strongly agree
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Select the appropriate rating for each statement

Oversight of the Financial Reporting Process, including Internal Controls

The board considers the quality and appropriateness of financial accounting and reporting,

. . . 0|00 |0|0 |0
including the transparency of disclosures.
The board reviews the organization’s significant accounting policies. O|lO0|O0|O0|0 |0
The board makes inquiries of the independent auditor, internal auditors, and management on
. - o, . . 0|00 |0|0 |0
the depth of experience and sufficiency of the organization’s accounting and finance staff.
The board reviews the management recommendation letters written by the independent
and internal auditors and monitors the process to determine that all significant matters are 0O/0|0|0|0 |0
addressed.
The board ensures that management takes action to achieve resolution when there are repeat
. . . 0|00l 0|0 |0
comments from auditors, particularly those related to internal controls.
Adjustments to the financial statements that resulted from the audit are reviewed by the audit
. 0|00 |0|0 |0
committee, regardless of whether they were recorded by management.
The board is consulted when management is seeking a second opinion on an accounting or
" 0|00 |0|0 |0
auditing matter.
Oversight of Audit Functions
The board understands the coordination of work between the independent and internal auditors
. . . O/0l0|0|0|0
and clearly articulates its expectations of each.
The board appropriately considers internal audit reports, management’s responses, and steps
| pprop y P g9 p p olololololo
toward improvement.
The board oversees the role of the independent auditor from selection to termination and has an oololololo
effective process to evaluate the independent auditor’s qualifications and performance.
The board considers the independent audit plan and provides recommendations. O/0|0|0/0 0O
The board reviews the audit fees paid to the independent auditor. 0O/0|0|0|0|0
The board comprehensively reviews management’s representation letters to the independent
P / ? i P olojlojolo|o

auditor, including making inquiries about any difficulties in obtaining the representations.
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Select the appropriate rating for each statement

Ethics and Compliance

Board members oversee the process and are notified of communications received from
governmental or regulatory agencies related to alleged violations or areas of non-compliance.

The board oversees management’s procedures for enforcing the organization’s code of conduct.

The board determines that there is a senior-level person designated to understand relevant legal
and regulatory requirements.

The board oversees the organization’s hotline or whistleblower process, reviews the log of
incoming calls that relate to possible fraudulent activity, and understands the procedures to
prohibit retaliation against whistleblowers.

Monitoring Activities

An annual performance evaluation of the board is conducted and any matters that require
follow-up are resolved and presented to the full board.

Overall evaluation

Use the space below to conclude on the overall results taking into account the quantitative results of this self-assessment

and qualitative factors not considered above:

Legend

0

Insufficient knowledge

1

Strongly disagree

Strongly agree
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Appendix D

Sample board skills

matrix questionnaire

This tool is designed to help boards assess the level of experience each director has in various skill
areas, as well as the overall composition of the board as they relate to diversity.

Directions: In the Skills/Experience Section, rate each board director using a scale of High (3)

to Low/Not Applicable (1) to reflect the level of experience possessed in a particular area. In the
Demographic Background Section, enter the qualifications as they relate to each director. Continue
to the next section (“Matrix Analysis”).

Board of Directors

Name Name Name Name Name Overall rating

Term Expiration Date

Enter Month Year

Skills & Experience

Belief in/Support of Mission

Board of Director Experience

CEO Succession Planning

Community Affiliation/Access

Compensation

Financial

Fundraising

Grant Writing

Human Resources

Industry Knowledge

Leadership

Legal

Lobbying

Marketing/PR

Organizational Management

Risk Management

Strategic Planning

Technology/IT
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Board of Directors

Name Name Name Name Name Overall rating

Demographic Background

Gender

Male

Female

Age

25-40

41-55

56-70

Over 70

Ethnicity

African American/Black

Asian, Hawaiian, or Pacific Islander

White/Caucasian

Hispanic/Latino

American Indian

Other

Priority Legend
3: High

2: Medium

1: Low/NA
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In this Matrix Analysis, a board may be able to identify existing
capabilities as well as areas where board development or additional
qualifications are needed. Transpose the overall rating from the first
section (“Matrix”) in the second column below and ultimately relates that
information to determine recruitment priorities for the board.

Directions: Rate the level of importance for each skill and experience
and demographic area as it pertains to your board. Then, see how
that compares to your current board representation. Finally, determine
recruitment priorities based on this comparison. Ratings to be used
for level of importance and priority are a scale of High (3) to Low/Not
Applicable (1).

1 Level of Importance | 2 Current Board 3 Recruitment Priority
Representation

Skills & Experience

Belief in/Support of Mission

Board of Director Experience

CEO Succession Planning

Community Affiliation/Access

Compensation

Financial

Fundraising

Grant Writing

Human Resources

Industry Knowledge

Leadership

Legal

Lobbying

Marketing/PR

Organizational Management

Risk Management

Strategic Planning

Technology/IT
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1 Level of Importance | 2 Current Board 3 Recruitment Priority
Representation

Demographic Background

Gender

Male

Female
\ Age
25-40
41-55
‘ 56-70
3 Over 70
| Ethnicity

African American/Black

Asian, Hawaiian, or Pacific Islander

White/Caucasian

4 Hispanic/Latino

American Indian

Other

Priority Legend
3: High

2: Medium

1: Low/NA
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Serge Desrochers
Partner

613-751-5234
sedesrochers@deloitte.ca

Paul Janes

Partner
709-758-5218
pjanes@deloitte.ca

Rachel Gosse
Partner
780-421-3682
rgosse@deloitte.ca

Shirley Wolff
Partner
604-640-3022
shwolff@deloitte.ca

Jeff Martin

Partner

204-944-3601
jeffrmartin@deloitte.ca

Greater Toronto Area
Cindy Veinot

Partner

416-643-8752
cveinot@deloitte.ca

Paula Jesty
Partner
416-643-8787
pjesty@deloitte.ca
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Partner
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spersaud@deloitte.ca
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Partner
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dhume@deloitte.ca

Southwestern Ontario
Evan McDade

Partner

905-315-6680
emcdade@deloitte.ca

DENEINGYS
Partner
514-393-7038
dcyr@deloitte.ca

Jean-Luc Ostiguy
Partner
514-393-7022
jostiguy@deloitte.ca

Michel Rioux
Partner
514-393-5574
mrioux@deloitte.ca

Andrew Geary
Partner
306-565-5280
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Additional resources

National Instrument 58-101, Disclosure of Corporate Governance Practices
National Policy 58-201, Corporate Governance Guidelines
National Instrument, 52-110, Audit Committees

Canada’s Not-for-Profit Act — Part 9 Directors and Officers

20 Questions Directors of Not-for-profit Organizations Should Ask about Governance (CICA)
20 Questions Directors of Not-for-profit Organizations Should Ask about Risk (CICA)

2012 Board Practices Report Providing insight into the shape of things to come (Society of Corporate Secretaries and
Governance Professionals and Deloitte U.S.)

A State of Change (Deloitte, a monthly newsletter)

Audit Committee Resource Guide (Deloitte U.S.)

Centre for Corporate Governance (Deloitte)

Charities and Giving (Canada Revenue Agency)

Creating the board your company deserves The art — and science — to choosing directors (Deloitte U.S.)

Proposed Good Governance Principles and Guidelines for Not-for-Profit Organizations (Australian Institute of Company
Directors)

Risk Committee Resource Guide for Boards (Deloitte U.S.)

Selected examples of codes of conducts, charters, job description, etc. (Institute of Corporate Directors)
Suggested Guidelines for Writing a Code of Ethics/Conduct (Deloitte U.S.)

The Board's Role in Aligning Strategy With Risk (Deloitte U.S.)

The Mission Driven CFO (Deloitte U.S.)

The Not-for-Profit (NPO) Directors Series (CICA)

The Talent-Intelligent Board (DTTL)
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