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Index

A-133 report, 129
Abdelhak, Sherif, 23–29, 151
Accountability

CEO, 9, 10, 44
and commitment to action, 

186, 197
fi nancial, 138
lack of, 139

Accounting
close-down, 128, 129
lack of adequate skills, 137–143
questions for board 

 consideration, 143
Acknowledgement of problem

ability to change culture and 
behavior, 181

actions and policies leading 
to problem, identifying, 
180, 181

change, accepting responsibility 
for, 181, 182

need for, 179
operation in Zone of 

 Insolvency, 179
organizational culture, role 

of, 181

questions for board 
 consideration, 182

responsibility, accepting, 180
Action plan

commitment to action. See 
Commitment to action

insolvent nonprofi t, sample 
plan, 194, 195

need for in moving out of 
Zone of Insolvency, 187, 
188, 197

nonprofi t in Zone of 
 Insolvency, sample plan, 
193, 194

questionnaire, 190, 191
questions for board 

 consideration, 196
solvent nonprofi t, sample plan, 

191–193
and strengthening nonprofi t 

organizations, 196
Addicted to Mediocrity assessment 

rating
benchmarks, 174
cash management, 174
compensation, 172, 173
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Addicted to Mediocrity assessment 
rating (Continued )

debt, 168
depreciation, 170
fundraising, 172
governance, 176
human resources, 176
information technology, 175
insurance, 175
liquidity, 173
net assets, 165, 166
overhead, 171
payables, 169
pricing, 170, 171
product life cycles, 166
receivables, 168
solvency assessment, 

163–165
tail-end obligations, 169

Allegheny Health, Education and 
Research Foundation 
(AHERF)

audit, 24, 28, 142
bankruptcy, 188
and board responsibilities, 106
cash fl ow, 89, 142
complex multiple entity 

 operations, 29, 120
criminal charges, 23, 24
domination of board decisions 

by CEO, 24, 28, 139
donors’ rights, violation of, 

116, 140
excessive compensation issues, 

25–27, 155
impact of scandal, 27, 28
IRS form 990, 24, 25

key lessons, 28–30
questions for board 

 consideration, 30
unfunded liabilities, 92, 151

Alliance Redwoods, 91, 92
American Red Cross

commitment to integrity, 66, 
68, 69

founding of, 66
key lessons, 69
Orange County chapter fraud 

and embezzlement, 65, 66, 
68, 69, 190

questions for board 
 consideration, 70

red cross symbol, lawsuit over, 
67, 78

American Society of Nuclear 
Cardiology (ASNC), 145, 
148, 149

Annuities, 117, 118
Aramony, William, 3–7, 9, 

10, 188
Arthur Andersen, 48–50, 54
Assessment

questions for board 
 consideration, 177

ratings, 163–176
Assets

capital acquisitions and 
disposals in Zone of 
 Insolvency, 101

depletion of, 142
disposition of in dissolution, 133
fairness opinion, 105
real property. See Real property
receivables, 90

bindex.indd   200bindex.indd   200 2/11/08   7:45:23 PM2/11/08   7:45:23 PM



index     201

Association of Fundraising 
 Professionals, code of ethics, 
119, 120

Attorneys’ fees, 128
Audits

Allegheny Health, Education 
and Research Foundation, 
24, 28, 142

auditors, turnover of, 138
Baptist Foundation of Arizona, 

48, 49
close-down accounting, 128, 129
compensation, 40, 41
reliance on, 54, 141, 142

Balance sheet
board review, 100
Electronic Industries Alliance, 

72–74
test for solvency, 88

Bankruptcy
attorneys’ fees, 128
Catholic Church, 93, 94
changes in law, 98
Chapter 7, 93, 125
Chapter 11, 93, 125
consultants’ fees, 128
dissolution, costs of and need for 

bankruptcy, 125, 131, 133
donors as creditors, 118, 119
employee expenses, 128
and integrity, 132–133
involuntary, 125
liquidation of property, 129
moral implications, 132
and tail-end obligations, 127
taxes, payment of, 130

types of, 93
voluntary, 125
Women in Community Service 

(WICS), 77, 78, 82–84, 190
Baptist Foundation of America 

(BFA)
accounting fi rm liability, 48
audit, reliance on, 142
bankruptcy, 189
cash reserves, depletion of, 142
complex multiple entity 

 operations, 29, 49, 53, 120
criminal charges, 47, 48
discovery of fraud, 48
impact of fraud, 50, 51
key lessons, 53, 54
misplaced trust in CEO, 139
questions for board 

 consideration, 54, 55
receivables, overstated, 90, 150

Benchmarks, 100–102, 174
Bennett, John G., Jr., 13–18, 20, 

21, 139
Board-designated funds, 140, 152. 

See also Restricted funds
Board members

accountability of CEO, 9, 
10, 44

delegation of authority, 9
Directors and Offi cers Liability 

insurance, 127, 133, 134
fi duciary duties, 10, 69, 107, 121
and fi nancial accountability, 138
governance. See Governance
legal responsibilities, 10, 106, 

107, 121, 183, 184, 197
liability, 97–99, 133–135, 197
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Board members (Continued )
management, relationship with, 

29, 106, 107
perspectives on Zone of 

 Insolvency, 94–96
policies, 141
sample policies for avoiding or 

escaping Zone of Insolvency, 
108–111

Brand management, 157
Budgets

board review, 101
fi nancial discipline, 156
fi nancially distressed 

 organizations, 141
sample policy on unbudgeted 

expenditures, 109

Capital assets. See Assets
Cash fl ow

and dissolution decision, 75
management, 152, 153
management during Zone of 

Insolvency, 101, 102
projections for close-down 

period, 130
test for solvency, 88, 89

Cash management
Addicted to Mediocrity 

rating, 174
Chasing Windmills rating, 174
Leader of the Pack rating, 173, 174

Cash reserves
and dissolution decision, 75, 76
fi nancially distressed 

 organizations, 142

Catholic Church, bankruptcy 
fi lings, 93, 94

Chaos theory, 2
Charitable giving

and role of nonprofi ts, 115, 116
statistics on, 1, 115

Chasing Windmills assessment 
rating

benchmarks, 174
cash management, 174
compensation, 173
debt, 168
depreciation, 170
fundraising, 172
governance, 176
human resources, 176
information technology, 175
insurance, 175
liquidity, 173
net assets, 166
overhead, 171
payables, 169
pricing, 171
product life cycles, 166, 167
receivables, 168, 169
solvency assessment, 163–165
tail-end obligations, 169

Chief executive offi cers (CEOs)
accountability, 9, 10, 44
expense accounts, board policies 

on, 141
and fi nancial management, 

138, 139
Code of Ethical Principles and 

Standards of Professional 
Practice, 119, 120
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Commitment to action
accountability, 186, 197
alternatives to Zone of 

 Insolvency, 185
as basis for decision making, 185
goals, establishing, 185, 186
move to fi scal strength, 184
to not live in Zone of 

 Insolvency, 185
questions for board 

 consideration, 186
Compensation

Addicted to Mediocrity rating, 
172, 173

Chasing Windmills rating, 173
competitive, 156
excessive, 28, 29
executive compensation in 

Zone of Insolvency, 102
fraud, 40, 41
fundraisers, 120
Leader of the Pack rating, 172
performance-based, 90, 154, 155

Confl icts of interest
fi nancially distressed 

 organizations, 141
loans to employees or board, 103
sample policy on, 108, 109

Consulting fees
costs of dissolution, 128
sample policy on, 109

Contracts and leases
board review of, 102
and costs of dissolution, 126, 127
management policy, 156
sample policy on, 110

Coopers & Lybrand, 24, 28
Corporate records, storage of, 

129, 130
Costs of dissolution, 83, 85, 

125–131, 133
Credit, 141
Crotts, William P., 47, 48

Debt
Addicted to Mediocrity 

rating, 168
Chasing Windmills rating, 168
Leader of the Pack rating, 

167, 168
management, 102

Deferred maintenance, 91
Delegation of authority

and board responsibilities, 105
United Way of America, 9, 10

Depreciation
assessment ratings, 170
unfunded, 91, 92

Directors and Offi cers Liability 
insurance, 127, 133, 134, 153

Dissolution
accounting, 128, 129
articles of dissolution, 

sample, 124
assets, disposition of, 133
and board values, 130, 131
board perspectives on, 95
cash fl ow issues, 75
and cash reserves, 75, 76
consulting fees, 128
contracts and leases, obligations 

on, 126, 127
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Dissolution (Continued )
cost of and need for 

b ankruptcy, 125, 131, 133
costs of, 83, 85, 126–130
Electronic Industries Alliance, 

71, 72, 74, 75, 190
honorable, 36, 37, 75, 76, 82, 

84, 131
integrity, 132
and mission of organization, 76
National Alliance of Business, 

33, 35–37, 189
process, 123, 124
as prudent action, 131, 132
questions for board 

 consideration, 135
records, storage of, 129, 130
test for solvency, 89
Washington state law, 

123, 124
Diversifi cation

revenue sources, 92
and risk management, 150

Documents, costs of storage, 
129, 130

Donor Bill of Rights, 116
Donor restricted gifts

Allegheny Health, Education 
and Research Foundation, 
23, 24, 28–30

board policies on, 141
board review, 104
fi nancial discipline, 151, 152
internal borrowing from, 140
sample policy on, 110
unfunded liabilities for, 91, 92
use of, 117

Donor trust
United Way of America 

 scandal, 5, 10
United Way of the National 

Capital Area, 44
Donors as creditors in bankruptcy, 

118, 119

Electronic Industries Alliance
balance sheet, 72–74
dissolution decision, 71, 72, 74, 

75, 190
key lessons, 75, 76
questions for board 

 consideration, 76
Employees, skills-based hiring, 

155, 156
Enron, 48
Entitlement attitude, 44
Environmental scanning, 142, 143
Ethics, 119, 120
Even, Jeffrey T., 123
Everson, Mark, 66
Expenses

costs of dissolution, 83, 84, 
125–131, 133

fi xed, 64, 89
sample policy on, 109

Fairness opinions, 105
Fiduciary responsibilities

brand protection, 69
duties, 121
Fiduciary Liability insurance, 134
fraud prevention and 

 investigation, 69
in Zone of Insolvency, 107
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Financial discipline, 148, 149
Financial distress as “badge of 

honor,” 184
Financial reporting, 140, 141
Foundation for New Era 

Philanthropy
bankruptcy, 188
and CEO fi nancial 

 mismanagement, 139
criminal charges, 13, 14
donors as creditors in 

 bankruptcy, 119
donors’ rights, violation of, 116
IRS form 990, 14–16
key lessons, 20, 21
nonprofi ts defrauded, 14, 

17, 19
philanthropists defrauded, 14
questions for board 

 consideration, 21
warning signs, 18

Funding, sustainability of, 63
Fundraising

assessment ratings, 172
commissions for fundraisers, 

120
ethics, 119, 120
hiring fundraisers in Zone of 

Insolvency, 119
questions for board 

 consideration, 121, 122
urgent appeals, 117

Governance
assessment ratings, 176
board policies for Zone of 

Insolvency, sample, 108–111

board responsibilities, 97–99
board reviews, 100–105
liability issues, 97–99
management, board relationship 

with, 106, 107
mission and fi nances, balancing, 

105
multi-tiered structure, 53
policy governance versus 

administrative boards, 157
questions for board 

 consideration, 108, 111
Grabinski, Thomas D., 47, 48
Grants

fundraising hazards, 121
sample policy on, 108

Group think, 21

Human resources, assessment 
ratings, 176

Information technology, 
 assessment ratings, 175

Insider transactions, 53, 54
Insurance

assessment ratings, 174, 175
deductibles, 153, 154
Directors and Offi cers Liability, 

127, 133–135, 153
disability, 154
event insurance, 153
Fiduciary Liability, 134
and risk management, 153, 154
run-off coverage, 127, 134, 135

Integrity, 116, 117, 130, 132, 133
Internal controls, 44, 139
Investment skills and policies, 140
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Jones, Roberts T., 32, 33, 35

Katrina Fund, 131, 132

Leader of the Pack assessment 
rating

benchmarks, 174
cash management, 173, 174
compensation, 172
debt, 167, 168
depreciation, 170
fundraising, 172
governance, 175
human resources, 176
information technology, 175
insurance, 174
liquidity, 173
net assets, 165
overhead, 171
payables, 169
pricing, 170, 171
product life cycles, 166
receivables, 168
solvency assessment, 163–165
tail-end obligations, 169

Leases. See Contracts and leases
Liabilities, unfunded, 91, 92
Life cycles

organizations, 36
products (programs), 142

Liquidation of property, 129
Liquidity

assessment ratings, 173
and Zone of Insolvency 

 determination, 90, 91
Loans

borrowing from restricted funds, 
140, 141, 151, 152

credit, 141

to employees or board, 103
sample policy on, 110

Management
and benchmarks, 100, 101
board relationship with, 106, 107
budget, responsibility for, 101
chief executive offi cer. See 

Chief executive offi cers 
(CEOs)

compensation. See 
Compensation

dashboards, 159
and fi nancial accountability, 138
fi nancial reporting, 140, 141
performance reviews, 103

McCurdy, David, 74, 75
Meetings, importance of minutes, 9
Metrics. See Performance metrics
Meyer, Albert, 14
Minutes of meetings, importance 

of, 9
Mission

and dissolution decision, 76
and fi nances, balancing, 105
and performance measures, 90

Multiple entity operations, 29, 49, 
53, 120

National Alliance of Business 
(NAB)

changing circumstances and 
decision to cease operations, 
33, 35

dissolution, 33, 35–37, 189
key lessons, 36, 37
leadership, 32, 33
mission, 32, 33
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overview, 31, 32
proactive management, 189
questions for board 

 consideration, 37, 38
revenues and expenses, 33–36, 

142
Net assets

assessment ratings, 165, 166
and detecting Zone of 

 Insolvency, 90
sample policy on fund balance, 

109
Net gains, 90, 157, 158

Offi ce equipment, leased, 127
Organizational culture, 181
Overhead

assessment ratings, 171
fi xed, 89

Paulachauk, Stephen, 9
Payables

assessment ratings, 169
board review, 103
managing, 150, 151
sample policies on, 110, 111

Payroll, tax, and retirement fund 
obligations

board monitoring of, 103
and borrowing from restricted 

funds, 140
dissolution issues, 128
sample policy on, 110

Pension plans
contributions to, 128
funding from restricted funds, 140

Performance metrics
management dashboards, 159
and revenue versus net gain, 90

Performance reviews, 103
Ponzi schemes

Baptist Foundation of America, 
47–53

Foundation for New Era 
Philanthropy, 13–21

Predictive modeling, 93
Pressure to raise funds, 20
Pricing

assessment ratings, 170, 171
fi nancially strong organizations, 

157
sample policy on, 109, 110

Princeton University, 145–148
Product life cycles

assessment ratings, 166, 167
fi nancially distressed 

 organizations, 142
and new product development, 

158
Purchase authorizations, sample 

policy on, 111

Rapid growth, problems with, 63
Ratios

and debt management, 102
fi nancial ratios, Women in 

Community Service, 80, 81
fi xed overhead, 89

Real property. See also Contracts 
and leases

acquisitions and disposals in 
Zone of Insolvency, 101

depreciation, 91, 92, 170
liquidation of, 129
owning versus leasing, 154
sample policy on acquisition 

and disposal of, 111
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Receivables
aging, 103, 104
assessment ratings, 168, 169
collections of during 

close-down, 129
managing, 150
net assets, 90
sample policy on, 111
skepticism, 54

Research and development 
(R&D) funding, 149, 150

Restricted funds
board restricted, 104, 152
borrowing from, 140
donor restricted, 23, 24, 28–30, 

91, 92, 104, 110, 117, 140, 
141, 151, 152

sample policy on, 110
Revenue

diversity, 92
funding, sustainability of, 63
versus net gains, 90
sources of, diversifying, 92

Risk management
and diversifi cation, 150
insurance, role of, 153, 154

Scott, Robert Montgomery, 17
Self-dealing, 103, 104
Size of organization, 69
Skepticism, 21, 54, 104, 139
Skills-based hiring, 155, 156
Solvency assessment

Addicted to Mediocrity rating, 
163–165

Chasing Windmills rating, 
163–165

Leader of the Pack rating, 
163–165

Spin-off corporations, 53, 54, 142
Strategy, failure of, 27, 29
Suer, Oral, 39–41, 44

Tail-end obligations. See also 
Contracts and leases

assessment ratings, 169
and costs of dissolution, 83, 84

Taxes, payment of, 130

United Way of America (UWA)
Aramony scandal, 3–8, 10, 188
board response to investigation, 

4, 10, 139
costs and fi nancial impact of 

scandal, 5–8, 10, 188
donors’ rights, violation of, 116
investigation and report, areas of 

concern, 4, 10
key lessons, 9, 10
overview of operations, 4
questions for board 

 consideration, 10
United Way of the National 

Capital Area
accountability statement, 

42, 43
audit report, 40, 41, 43
criminal charges, 39, 40
founding of, 40
impact of scandal, 40, 41, 42, 

43, 189
key lessons, 44
questions for board 

 consideration, 45
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U.S. Naval Institute (USNI), 187

Washington, nonprofi t dissolution 
law, 123, 124

Western Fairfax Christian 
Ministries

cash fl ow problems, 152, 189
demand for bailout, 57, 58
fi nancial accountability, 63
founding of, 58
homeless population and 

 services, 59–62
key lessons, 63, 64
mission, 58
questions for board 

 consideration, 64
revenues and expenses, 58, 59

Wilkerson, Major General  
Thomas L., 187

Winners, desire to associate with, 
20

Women in Community Service 
(WICS)

accomplishments, 78–80
bankruptcy, 77, 78, 82–84, 190
dissolution decision, 78, 82–84

expenses and liabilities, 81, 82, 
142

fi nancial ratios, 80, 81
founding of, 77, 78
key lessons, 83, 84
mission, 78
questions for board 

 consideration, 84
revenues, decline in, 78

Zone of Insolvency
acknowledgment of problem. 

See Acknowledgement of 
problem

action plan, 187, 188, 190–197
alternatives to, 185, 197
board perspective on, 94–96
board responsibilities, 97–99, 

121, 134, 183, 184, 197
board review process, 100–105
defi ned, 87, 88, 98, 183
evaluating solvency, 89–92
legal recognition of, 98, 99
questions for board 

 consideration, 96
tests for solvency, 88, 89
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