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Introduction

When one performs a Google web search on the phrase “Red Cross Scandal”, sixty web pages direct readers to both local chapters and national Red Cross headlines on mismanagement and misconduct.  These scandals have hampered the ability of the American Red Cross to respond effectively to crisis, and many Americans question whether to support that organization in a future disaster.   As our Jewish world becomes increasingly chaotic with terror in Israel, economic collapse in Argentina, and anti-Semitism in Europe, each communal organization must examine its governance behavior with greater rigidity to strive for greater effectiveness and avoid crisis.  If we, as professionals, find our agencies caught in mismanagement, such as the Red Cross scandals or even perceptions of mismanagement, we may not be able to respond effectively to the urgent needs of the global Jewish community because our donors and constituents will loose faith in our communal infrastructure.  We can look to models of governance from the corporate community for guidance and ideas.  
Since the apex of the personal and corporate greed, which characterized much of the 1980s, the American media has become very critical of many ethically questionable actions taken by big businesses.  Nike, Kathy Smith and the GAP were all cited for problematic labor decisions (i.e., child labor, wages).  More recently, companies have come under fire for deliberately misleading investors, employees, and clients.  Enron, Global Crossing, Healthsouth and most of the major Wall Street firms have repeatedly made the front-page news.  As a result of these glaring examples, corporate governance issues have taken on new urgency in the political and social arenas.  Since the board of directors has responsibility for the major actions of the company, its members are ultimately responsible for not only their actions, but also policies that are adopted or ignored by the company.  


Congress recently took measures into its own hands.  Responding to the public fiascos in corporate management, both the House of Representatives and the Senate passed the Sarbanes Oxley bill in 2002.  In addition to stricter control for accounting and reporting requirements, the law also addresses limiting the number of insiders on a board, CEOs and CFOs signing off on financial statements, and compliance issues.


While demands for accountability are not quite as high in the independent or non-profit sector as they are in the corporate sector, donors are increasingly demanding transparency and non-profit boards still have much to learn from the latest developments in corporate governance.  Instead of dealing with these governance issues as the corporate sector has done in a reactionary manner (adopting Sarbanes Oxley and other measures after a number of corporations were called attention to in the media), non-profits should take proactive steps in order to prevent the chaos and unethical behavior by enacting a few key policies from which the various stakeholders of public corporations are already benefiting.

This paper will address three topics of corporate governance as they apply to Jewish communal organizations.  It will address the reasoning for why each of the three is broadly applicable to the non-profit sector and specifically to Jewish communal organizations.  The three topics are (1) term limits for board members, (2) limitations on the maximum number of non-profit boards that directors can serve simultaneously, and (3) board member/CEO evaluation.  Before analyzing the benefits of the three non-profit governance topics, the paper will first cover some widely found problems in non-profits.  

Background on Generic Non Profit Problems

Lack of New Leadership – The concept of service as a director based on a financial donation is rooted in the idea that those who contribute the most care the most about the mission and should therefore own it.  If they are “investing” so much, they have strong incentives to ensure that the organization succeeds. Thus, board members tend to be the major donors in organizations.  For a number of reasons including lack of momentum to fundraise and not wanting to turn away volunteers, many boards do not have regular turnover.  For nearly all non-profits, the levels of board members’ gifts are hard to find in new donors.  

While this (directors as major donors) has worked as a relatively successful model both as a fundraising tool (people want their friends to see them listed on a board roster since it demonstrates wealth and generosity) and for board recruitment, there are drawbacks.  First and foremost is the amount of money raised.  By not forcing board turnover from time to time, there is less incentive to find new blood and in the long run, less money is raised.  While board members might increase their gifts each year, bringing new people aboard would be more lucrative since existing gifts would continue and new directors would bring new or increased gifts.  The second drawback is the governance issue.  Without new board members, the board is likely to respond in the same way to organizational issues and start to engage in groupthink. 

Lack of Independence – Many non-profits have conflict of interest policies stating that directors must not engage in any activity related to the non profit where they can financially benefit while serving on the board.  For example, a CPA is not allowed to serve on the board of the organization that he or she audits.  However, while there are some clear legal boundaries, many boards find themselves with directors who were recruited by the organization’s CEO or directors who may occasionally consult to the organization.  

In aiming for consistent behavior, just as business leaders can contribute to non-profits as lay leaders, it is also important to adopt their corporate governance measures for non-profit governance.  It is these measures that can help directors stay focused and efficient in their non-profit roles.  Specifically, setting term limits, limiting the number of boards on which one can serve, and board/CEO evaluation are good starting points.  

Identifying Solutions 

1. Number of Terms


Limiting the number of terms that a director can serve helps to bring in new directors and new money, establishes a sense of a deadline for individual directors to meet their long-term goals for their service, and helps to reduce the number of directors serving at any particular time and therefore makes meetings more efficient.


When directors are asked to step down after a set period of time, then the opportunity arises to find new ones.  While this can present somewhat of a challenge, the benefits greatly outweigh the costs.  By inviting new directors, new gifts develop or are upgraded from previous gifts from those donors.  The board typically sets the precedent for non-profit campaigns, so when a new person is invited to join a board, peer pressure arises and his or her gift rises to that level, as well.  New directors also bring in a new network of potential donors, especially if they are independent directors.  Fundraising is most efficient when it is done from person to person.  Americans are more likely to give to a cause when a family member or friend asks them to donate rather than when they are asked by a stranger or through a direct mail letter or telemarketing call.  Hence, new independent directors can bring in a new revenue stream for any given organization.  

The new directors can also bring in new approaches to making decisions, new ideas and special insights.  Freeing up a director position allows a board to find expertise in areas that might not have been previously found on the board.  This is especially important for growing organizations.  For example, if an organization was previously run out of someone’s home, but now is looking for a building, then having someone on the board with real estate knowledge is helpful.  Likewise, if an organization starts in one country but then wants to expand to another, it is helpful to have someone on the board who has expanded his or her company into another country, or specifically the one that the board is considering.  

The second reason why term limitations are beneficial is that it gives each director a sense of a deadline.  As new directors learn about their organizations, they may develop ideas and long-term goals for their period of service.  For example, they might want to raise a certain amount of money or bring the organization to a new city.  By setting term limits, directors have a deadline for their own goals.  This can help the organizations become more efficient.

The third reason is that term limitations can make it easier for an organization to reduce the number of directors.  Many organizations use the board as a way to maximize giving, since donors typically give their highest gifts when they are serving.  However this can be an easy trap that leads to too many board members (rendering meetings ineffective) and laziness that prevents bringing new people on board.  Term limitations will lead to smaller, more effective boards.

2. Number of Boards


There are two reasons why limiting the number of boards on which directors can concurrently serve is prudent.  The first is that it forces each director to focus more time and energy on fewer boards, and second, there are fewer potential conflict of interest issues.  The first one is straightforward.  Just like the number of jobs one undertakes, every additional board that one serves on causes diminishing financial and time returns for the previous commitments.  While limiting the number of boards runs the risk of the director choosing another organization to serve, the financial and time commitment levels of each director should then rise.  


The potential conflicts of interest depend on the nature of board service, the type of organizations etc.  The Jewish Federation system is an area where this is a pressing issue.  Each Federation is the umbrella for dozens of social service and education agencies in the local area.  In addition, each is a one of nearly 200 Jewish Federations in North America.  Each of the Federations raises money for its local community, as well as for international needs.  There are boards at every level: one for each local agency, one for the Jewish Federation, one for the national organization (United Jewish Communities), and one for each of the two international organizations that receive funding the Federations (American Jewish Joint Distribution Committee and the Jewish Agency for Israel).   Typically, an American donor will serve on their local board before serving on the national or one of the international boards.  However, many times service overlaps since the national and international boards need to have certain representation from the local communities.  This causes a clear conflict of interest because local boards decide annually how much money to keep for its local agencies versus send abroad.  While knowledge of the whole system is vital for all players, it becomes very difficult to be objective when serving on multiple boards competing for the same dollars.  Limiting the number of boards (and when necessary, specifying which boards) can help to reduce these conflicts of interest.  

3. Board and CEO Evaluation


Evaluations present an opportunity for clarification of values, trust building, and an opportunity for improvement to reach long-term goals.  When a board self evaluates or evaluates its CEO, the values of the organization, the directors and CEO become apparent.  The criteria that are chosen for the evaluations demonstrate this.  While the organization’s mission primarily serves this purpose, it can only help to review it once a year so individual players can realign their own goals.  


Like the movement towards demonstrating more transparency in corporate governance, evaluations build trust.  If everyone reveals their actions honestly and is held to the evaluation criteria, then trust builds from the sense of accountability.  


Finally, evaluations present the opportunity for improvement.   Unlike compensation reviews for a CEO or a generic pat on the back for board service, regularly scheduled evaluations allow people to take to time to consider their previous actions, self evaluate and then compare to others’ evaluations.  This open and honest process encourages improvement and staff or lay development.  Through development, better processes are usually undertaken to reach the organization’s long-term goals.  
Conclusion
In late January of this year, New York’s Attorney General proposed legislation for a state version of the Sarbanes Oxley bill to govern non-profit organizations.  This bill will create several new governance standards for the non-profit sector, including the creation of an audit committee, creation of an executive committee for boards greater than 25 members and more stringent reporting standards for non profits with revenue higher than $1 million or assets greater the $3 million.  
Elliot Spitzer is quoted in a speech entitled “The Crisis of Accountability” presented on Law Day, May 1, 2003:

“An eminent social scientist had said that ‘Trust is the expectation that the faith one places in an individual or institution will be honored.  It demands, vulnerability and grows through small risks’. But because it accumulates so slowly, the process of restoring a shattered trust is a lengthy one.  Unfortunately, we do not have time to wait for the public to develop a renewed sense of trust in these institutions. Too much will be lost during the time that this process naturally unfolds.  The skepticism and distrust that exists will continue to exact a tremendous cost from those that can least afford it”
Non-profit organizations serve people who rely on them each and every day.   It is critical that non-profits maintain their donors’ trust so they can fulfill their missions and provide their services to society.  Improving governance of Jewish agencies will only improve the ability to respond to ever increasing needs within the Jewish community.  In conclusion, limiting the number of terms that a director can serve, limiting the number of boards on which each director can serve, and engaging in regular board and CEO evaluations will help boards to function more effectively and efficiently in these times of increasing scrutiny. These are important first steps towards greater accountability and improved governance.
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