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Dear lowa Nonprofit:

As Secretary of State, | want to commend the thousands of
lowans who serve as nonprofit board members, volunteers and
employees. It is indisputable that these individuals and their
nonprofit organizations play a crucial role in assuring a brighter
future for our communities and, ultimately, better opportunities
for all lowans.

As a result of my participation on the Governor’s Nonprofit Task
Force, | am sharing this guide of lowa Principles and Practices
for Charitable Nonprofit Excellence.

Task Force members formulated these principles and practices as a way to promote good
management practices, ethical conduct, and public accountability. By compiling the
information in this guide, we hope to provide a valuable tool for organizations and
individuals as they go about the work of building better lowa communities.

lowa has always been made up of vital communities. Increasingly, the factors that boost
community vitality come from lowa’s charitable nonprofit organizations. 1 hope this
booklet serves as a useful resource for local nonprofits.

If there is further information or assistance my office can provide, please let us know.
Also, link to information on lowa’s nonprofit corporations from our Website:
WWW.S0S.State.ia.us.

Sincerely,

lE/]' A _f:z Ev\{b—*-&"’“\

Chester J. Culver
Secretary of State


http://www.sos.state.ia.us/
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PREAMBLE

The purpose of the lowa Principles and Practices for Charitable Nonprofit Excellence is to
promote good management practices, ethical conduct, and public accountability for lowa
charitable nonprofit organizations as they perform their crucial community services. The lowa
Principles and Practices for Charitable Nonprofit Excellence recognize that good organizational
practices are primarily implemented through education and self-regulation. The Principles and
Practices are not regulatory. While many of the Principles and Practices will be helpful to all
nonprofits, they are specifically written for 501(c)(3) organizations. The Iowa Principles and
Practices for Charitable Nonprofit Excellence are intended to be primarily an educational process
designed to improve efficiency and accountability. lowa is enriched by the great diversity of
kinds of nonprofits, and it is recognized that the implementation of these Principles and Practices
will take different forms and occur at different levels given the resources of the nonprofits.

A “Principle” is a broad statement of ethical or managerial directions for a charitable nonprofit.

A “Practice” is a description of a method to achieve the principles. Practices follow the related
Principles.
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I. ROLE OF CHARITABLE NONPROFIT ORGANIZATIONS

Principle

Iowa charitable nonprofit organizations are the essence of community. Iowa’s citizens,
volunteering in the thousands, build our communities. [owans on their own initiative address
local needs, formulate values, and take action through these voluntary associations. Community
organizations range across the broad spectrum of daily life including religion, health, social
services, education, culture, community development, housing and human rights. Many are small
and financially fragile. Yet they are vital factors in making lowa a great place to work and live. It
is only with these crucial community nonprofit associations that lowa advances economically
and socially. The people of lowa should recognize and support the contribution of the charitable
nonprofits to their community through volunteer effort and donations.

Practices

1. Charitable nonprofits must be publicly open and accountable, must be well managed, and
must continually build trust with the public by appropriate financial reporting,
communications with the public about significant contributions to the community with the
charity’s funds and programs, and strongly evident commitment to ethical behavior.

2. Chartered by the State of Iowa, charitable nonprofits should work to have a responsible
relationship with_appropriate state agencies, including the lowa Attorney General, the
Secretary of State, and the Department of Revenue and Finance. lowa charitable nonprofits
should respect and comply with the regulations and oversight of the U.S. Internal Revenue
Service which grants and administers tax exempt status.

II. STARTING THE CHARITABLE NONPROFIT

A. Principle — Statutory Guidelines

Iowa charitable nonprofit organizations, whether nonprofit corporations, trusts or unincorporated
associations, must ensure that they comply with statutory guidelines and common law in creation
of their legal form.

Practices

1. A charitable nonprofit organization can be organized in lowa as a corporation, a trust, a
limited liability company, or an unincorporated association. While partnerships and sole
proprietorships are legal entities in lowa, the Internal Revenue Service will not give
501(c)(3) status to such entities.

a. Nonprofit corporation status under lowa Code chapter 504 is often a preferable form for
charitable nonprofits, due to the limitation on liability of all those working for the
charitable nonprofit corporation. Contrast this to unincorporated associations, in which
there is a higher degree of exposure for all association members. Nonprofit corporations
are formed by filing the articles of incorporation with the lowa Secretary of State. The
Revised Iowa Nonprofit Corporation Act differentiates among mutual benefit, religious
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and public benefit corporations. Religious and public benefit organizations are
traditionally treated as charitable tax exempt organizations.

Charitable trusts can be formed with a declaration of trust or trust indenture. lowa Code
chapter 634 is applicable to private foundations that are trusts. Creation of trusts is more
common in the private foundation setting in lowa than in the public charity setting. The
Iowa Attorney General may exercise oversight of charitable trusts (Iowa Code section
633.303)

Limited liability companies (“LLC’s”) are formed under lowa Code chapter 490A with
articles of organization, a sample of which is available on the Secretary of State’s web
site at http://www.sos.state.ia.us/business/llc.html. LL.C’s can be charitable and receive
exemption under 501(c)(3) in limited circumstances, only when all of its members are
501(c)(3) organizations

B. Principle — Instrument Creating Nonprofit

The instrument creating the charitable nonprofit should adequately describe the organization,
giving its name, charitable purposes and contact information for the organization.

Practices

1.

Iowa Code Section 504.202 stipulates the contents of the articles of incorporation that must
be filed with the Office of Secretary of State.

aooe

The corporate name must be distinguishable from other corporate names.

The organization must have a lawful purpose.

The corporation must have a registered office and agent.

The articles of incorporation must set forth whether the corporation has members with
governance level voting rights, such as the right to vote for directors. If the articles of
incorporation do not specify those rights, the statutory membership requirements apply. If
the articles stipulate that there shall be no members with legal rights, support groups can
be called “members” without legal rights.

The articles should also include provisions essential for federal tax exemption eligibility.
These include restrictions on legislative advocacy and prohibition of private financial
distributions to individuals except as reasonable compensation for services rendered.

The articles also may include provisions addressing the directors’ immunity from liability
to the corporation and its members as well as impose requirements on the corporation
regarding indemnification of directors and officers of the corporation.

Trusts in lowa must be consistent with lowa Code section 633.1101 et seq. Charitable trusts
must include provisions required by lowa Code Chapter 634 and section 633.5101 et seq. If
created in a testamentary context, the provisions of lowa Code 633.699 et seq. must also be
considered.

Unincorporated associations are not governed by lowa statutory requirements, but adequate
articles of organization should include provisions comparable to those required by the
nonprofit corporation act as listed above in section la - f.



http://www.sos.state.ia.us/business/llc.html
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C. Principle — Bylaws/ Governance Document

For charitable nonprofit corporations and unincorporated associations an organizational meeting
should be held soon after the formation of the entity by the initial directors to elect directors and
officers, to adopt bylaws and to commence the activities of the organization. For charitable trusts the
trustees designated by the founder (“settlor”) should have their initial meeting.

Practices

1. By-laws should be composed and adopted by the board which provide for regulating and
managing the affairs of the charitable nonprofit entity. Bylaws are not filed with the Secretary of
State but are an internal document. Bylaws should address:

a. The board of directors size, meeting times and notice requirements, nomination and election
provisions

b. If'there are members with governance level voting rights, the meeting times and notice

requirements for membership meetings.

The committees of the organization

List and describe the responsibilities of the officers of the organization

The fiscal year of the organization

The process of amendment of the bylaws.

O Ao

D. Principle -- 501(c)(3) Status for the Charitable Nonprofit

After completion of incorporation, creation of the trust with an indenture, or adoption of the articles
of organization of an unincorporated association, the board should seek tax treatment consistent with
its charitable purposes under Internal Revenue Code 501(c)(3) from the U.S. Internal Revenue
Service, and then faithfully and successfully conduct the affairs of the nonprofit entity within that
Code section’s provisions.

Practices

1. Application should be made to the US. Internal Revenue Service for federal income exempt
status on IRS Form 1023 available on the IRS web site at http://www.irs.gov/pub/irs-
pdf/f1023.pdf.

2. The nonprofit should also apply for an employer identification number (“EIN”’) with form SS-4
available on the IRS web site at http://www.irs.gov/pub/irs-pdf/fss-4.pdf. This EIN number is
required even if the charitable nonprofit is not an employer.

3. Subsequent to receiving federal recognition as a 501(c)(3) organization, there is no required filing
for exemption from lowa income tax.

4. The charitable nonprofit entity may make application for other state and local tax exempt status,
such as property and sales tax (see [owa Code 427.1(8), lowa Code 422.45).

5. An Iowa nonprofit corporation that expands its activities into other states should submit the
required foreign corporation filings in those states.

E. Principle -- Government Filings

Chartered and granted tax exempt status by the government, charitable nonprofit organizations
must file reports with government agencies and comply with the applicable law.



http://www.irs.gov/pub/irs-pdf/f1023.pdf
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Practices

1.

Nonprofits should file the reports required by lowa state law.

a.

b.

C.

For Iowa nonprofit corporations,

Biennial report and informational updates to Secretary of State. The Secretary of State
has the discretion to commence an administrative proceeding to dissolve a corporation if
any of the following occurs:

1. the corporation does not deliver its biennial report to the secretary of state within 60
days after it is due.

2. the corporation is without a registered agent or registered office in lowa for 60 days
or more.

3. the corporation does not notify the secretary of state within 60 days that its registered
agent or office has been changed.

4. the corporation’s period of duration, if stated in years in the articles of incorporation,
has expired.

For charitable trusts, there is no annual filing requirement with the state of lowa, except if
the trust were created in a testamentary context.

For nonprofit unincorporated associations there is no annual filing requirement with the
state of lowa.

2. Nonprofits must file the reports required by taxing authorities.

a.

Annual informational report to US Internal Revenue Service. A 501(c)(3) organization
with public charity status must annually file a Form 990 report if its annual gross revenue
is $25,000 or more. Churches are not required to file the Form 990 even if the church’s
revenue is above that amount. 501(c)(3) entities that are private foundations file Form
990PF. There is no required lowa tax filing.

If there is unrelated income for the 501(c)(3) entity, it must file both a federal 990T form
and a form 1120 with the Iowa Department of Revenue and Finance.

II1.

MISSION STATEMENT

Principle -- Developing the Mission Statement

The Mission Statement sets forth the organization’s basic service. Unlike the purpose clauses of
the articles and bylaws, which are commonly constructed in legal language to ensure government
regulators that the organization will comply with the governing law, the Mission Statement
should be set forth simply and clearly in language which can be understood by the general
public.

Practices

1.

2.
3.

The mission statement should be a rallying point for the organization’s constituencies: board,
staff, volunteers, clients, donors, and the general public.

The mission statement should serve as the basis for evaluating the success of the organization.
Nonprofit mission statements should contain the following elements:
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a. Name of the Organization. The name of the organization should clearly describe the core
organizational service. Avoid clever names understood only by insiders.

b. TagLine. A short tag line following the name of the organization can further clarify to the
general public the essence of the organization.

c. Mission Statement. Should describe what the organization does.
Vision Statement Should describe what the organization ultimately desires to achieve by
carrying out the mission. What is the outcome sought by the work of the organization?

d. Values Statement Should set forth the principles that will guide the organization in carrying
out its mission, e.g., diversity, empowerment, compassion, sharing, inclusiveness, openness,
integrity, respect, partnership. It outlines the ethical means to the mission ends.

4. The responsibility for creating the mission statement is that of the board of directors. The board
must adopt the mission statement. The staff leadership should be actively involved. It is also
desirable to consult with the paid and voluntary staffs, representatives of the donors, clients, and
the general public the organization serves. The mission statement should be periodically
reviewed in conjunction with the strategic planning of the organization.

5. While it is desirable to be succinct in a mission statement, it is necessary to be sufficiently
specific so that all constituencies can clearly understand the rationale of the organization.
Among the issues to be considered when drafting a mission statement are:

Why does the organization exist?

What service does the organization provide?

What is the geographical boundaries in which the organization will function?

Who are the clients to be served? Why should the clients utilize the services of the

organization?

e. What differentiates the organization from those working in the same or allied fields? What is
the organization’s niche? How do you position the organization in the community?

f.  Who are the key constituents both internal and external? Why should they associate

themselves with the charitable nonprofit? In short, who are we? Why are we here?

RO o

IV. STRATEGIC PLANNING

A. Principle -- Strategic Planning

To achieve its mission and vision, a charitable nonprofit organization needs a comprehensive
plan which sets forth the organizational goals with specific action steps to be taken by specific
individuals. Organizational success depends on execution of the plan.

Practices

1. The board has the responsibility for adopting the strategic plan. The executive director and
staff should be actively involved in the planning process with counsel from other
organizational constituencies.

2. Board and staff often resist planning because of the time and group thought required.
However, if there is no group consensus on organizational direction and implementation
action, the organization will be dysfunctional. An outside facilitator can help bring issues
before the group in a non-threatening way.
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10.

B.

A comprehensive strategic plan sets forth general goals for all aspects of the organization’s
operations. This includes programmatic services, administrative support services, funding,
budgeting, personnel needs, marketing and public relations. The plan should identify the
desired outcomes of the plan for the organization’s constituencies and the method for
assessing the achievement of those outcomes.
Each goal should be broken down into specific actions (objectives/ strategies/directions)
required to achieve the goals including timelines and personnel designated to carry out the
action.
A “SMART?” strategic plan has goals and objectives which are:

Specific

Measurable

Attainable

Results oriented

Time bound
The strategic plan should identify specific management risks and provide for their reduction,
elimination, or insurance. Such risks include loss of tax exempt status, fraud, embezzlement,
fire, theft, service delivery malpractice, facilities, and automobiles.
Strategic planning should be undertaken every three to five years. The plan should be
monitored at least quarterly by the board to determine progress toward goals and to make
adjustments on the plan based on experience and new pertinent information. New board
member orientation should include the current strategic plan.
Strategic plans should provide for a method of evaluation/assessment of the outcomes/impact
of its programs on the constituencies served.
The strategic planning process should include a SWOT (Strengths, Weaknesses,
Opportunities, and Threats) assessment of the organization’s strengths and weaknesses.
There should also be an assessment of the external environment in which the organization
functions which present opportunities and threats such as new improved ways of service and
service providers, new laws and regulations, economic, demographic and other social trends.
A SWOT evaluation could result in the organization dropping or adding service or
collaborating with other organizations for increased efficiency and cost reductions. To be
effective a SWOT analysis needs to incorporate the views of clients served, funders and other
publics.
Boards should consider making a final version of the strategic plan which can be shared with
the public.

Principle -- Funding for the Plan

Adequate funding is essential to executing a strategic plan.

Practices

1.

The strategic planning process requires a multiyear (3 years) over all balanced budget plan
which consists of realistic estimates of income and expenses projected over a timeline. A
conservative approach to budgeting protects staff jobs and assures client service.

At least quarterly, the board must review the budget status and reduce

expenditures where income falls short. Balanced budgets are crucial.
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3. Most funders want their money to be spent on future projects, not retiring the organization’s
debt.

4. A budget plan requires additional detailed action plans to identify funding sources and to
acquire funds. Fund raising from private individuals requires a specific plan.

V. BOARD OF DIRECTORS

A. Principle -- Board Responsibilities

Each charitable nonprofit must have a board. Except as otherwise provided (by law and the
governing document), all corporate powers shall be exercised by or under the authority of, and
the affairs of the charitable nonprofit managed under the direction of, its board. (See lowa Code
section 504.801 for nonprofit corporations, lowa Code section 633.4101 et seq. for trusts) The
board should be active

Practices

1. A board of directors’ primary responsibilities are to determine the organization’s mission and
its policies, set the organization’s overall program for the year and engage in long range
planning, establish the fiscal policy, provide adequate resources for the activities of the
organization; select, evaluate and if necessary terminate the appointment of the chief
executive, and develop and maintain communication links to its constituencies and the
community.

2. The board should avoid involvement in day-to-day operations of the charitable nonprofit,
although it is recognized that for smaller nonprofits, with no paid staff, this is not possible.

3. The board sets organizational policies and monitors compliance with them. In making
policies for a charitable nonprofit, a board is setting objectives against which to measure the
organization. Setting and monitoring policy protects directors from liability where they act in
good faith and with due care.

4. Board members must follow through on their assignments, attend regular and specially called
meetings and come to meetings prepared.

5. The board is responsible for securing funding resources to ensure the financial viability of the
organization and its programs. Asking for and giving money are necessary. Every board
member can do something useful to support fund raising efforts.

6. For charitable nonprofits there should be a strong commitment to boards serving in a
volunteer capacity; if a charitable nonprofit wishes to compensate board members, it needs to
have significant justification for the expenditure.

B. Principle -- Board Membership
The board is not an abstraction. The board consists of volunteer citizens who come together in
public service requiring their time and competency.

Practices

1. Independence — The board should consist primarily of independent persons who are not
employees of the organization. The paid executive director(s) can serve as an ex officio
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board member, either voting or non-voting, with the provision that executive sessions of the
board can be held periodically without the ex officio member present. If the executive
director is to be ex officio, the bylaws must clearly state that. Where independent directors
may have episodic business relations with the organization, such relations should be pursuant
to conflicts of interest rules. (See F. 2. below)

2. Election — Directors are elected by the voting members of the organization, by the board of
directors, or as otherwise specified in the articles and/or by-law provisions. In charitable
trusts the trust document (or, if testamentary, the court docket) must be consulted to
determine if any or all of the trustees are designated by the settlor (or appointed by the court)
who must continue on until their death or resignation.

3. Size — Board size depends on the particular mission of the organization. At a minimum, the
board size should be five members to assure the capacity to carry out the board duties.
Among the factors which determine size are: geographical coverage, diversity, needed board
skills, access to funding, and representation of constituencies served. It is essential that the
talents of all board members be used to good advantage.

4. Skills and Talents

a. Operational area — these include management, finance, investment, law, accounting,
public relations, fund raising. Together board members should have a range of
operational competencies needed to carry out the duties of the board.

b. Program understanding — knowledge of and informed insight on the organization’s
programs.

c. Connection to constituencies — widespread support requires a diverse board, including
representation from groups the organization directly serves.

d. Advocacy leadership — access to resources, influence with constituencies important to
the charitable nonprofit organization.

e. Inclusiveness — age, sex, ethnicity, religion, sexual orientation, socio-economic
background, and geographic location of prospective board members.

f. Commitment — give time and funds and participate in fund-raising.

g. Supportive — of mission, vision and values.

5. Attitudes -- Board members must be able and willing to work and contribute the strengths
they have. Board members should have a positive attitude toward the organization! Board
members should be:

a. Knowledgeable
b. Interested

c. Enthusiastic

d. Accountable

e. Committed

f. Team players

6. Board Orientation. Either individually or collectively, new board members should receive
oral and written orientation to their responsibilities as well as those of the executive director
and staff. The board members should receive an overview of the board manual. The board
manual should contain a history of the organization, its mission statement, its articles of
incorporation and by laws, its major policies, the long range plan, the list of current board
members, the committee names and functions, and the minutes of last year’s meetings.

10
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C. Principle -- Team Effort

The board is a team. It functions as a body rather than as individuals. The board leader is the
chair who works closely with the executive director to provide the team with information and
involvement.

Practices

1.

Officers — Unless otherwise provided in the bylaws, the officers of the board of directors are
the President (Chair), Treasurer, and Secretary, lowa Code Section 504.841. They are
elected by the board, or, for some organizations, by a voting membership.

Meetings — Board meetings should be regular and engaging. Board meetings are more
efficiently run when there is an agenda which is followed for the meeting, and when there are
time limits on each agenda item, and facilitation of participation. Every board meeting
should include a financial report. It is essential that the board have current knowledge of the
organization’s financial situation so that it can take appropriate action to keep the budget
balanced. Board meetings should also monitor policy application and program activity.
Information after board members are on the board — the nonprofit staff should continue to
develop board members by special training on legal and other pertinent organizational issues,
economic and social environmental trends, moving them from one committee to another,
touring of the organizational facilities and participating in services offered by the
organizations, distributing of charitable nonprofit monographs, organizing planning retreats
for board/staff at which long range trends and goals are discussed, and by 20 minute training
sessions on issues of vital importance to the organization periodically at board meetings.
Board Committees: For lowa nonprofit corporations there must be at least two board
members on the board committee, typical board committees include the following:

Program

Budget and Finance

Audit

Investment

Personnel (Human Resources)
Fund Raising
Marketing/Public Relations
Facilities

Governance (Nominating)

S ER e a0 o

In the case of a larger board, an executive committee handles matters between full board
meetings and is required to report interim action to the board. See lowa Code Section
504.826 for nonprofit corporation’s committee provisions. lowa Code Section 504.826(6)
provides “The creation of, delegation of authority to, or action by a committee does not alone
constitute compliance by a director with the standards of conduct described in Section
504.831.”

Advisory boards and support groups. The board of directors is the sole governing body of
the organization. It can establish boards advisory to it such as friends groups including those
called “membership” which have no voting/governance authority.

11
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D. Principle -- Board Chair Leadership

The board chair is key in organizational dynamics. Organizational transition always flows
through the board chair.

Practices

1. The board chair must have the skills, disposition and enthusiasm needed for board leadership.

2. The board chair and the executive director together must chart the course of the board’s work
(along with an executive committee where it exists). This includes developing board meeting
agenda, appointing and staffing of board committees, and recommending of policies.

3. The board chair must create a collegial atmosphere for the conduct of board and committee
meetings. The board chair is a team builder.

4. There should be a position description for the board chair.

The executive director must be evaluated annually. If the executive director is not performing

satisfactorily, the board chair and the board specify areas for improvement based on the

evaluation, coach, and then, if insufficient improvement in performance, replace the

executive director rather than cross the line from policy making into policy administration.

7. Increasingly, charitable nonprofit boards engage in annual evaluation of their performance as
a board. These evaluations should focus on the effectiveness and dynamics of the board as a
whole as well as board committees and their leaders.

9]

E. Principle Board/Staff Relationship

Nonprofit organizational success depends on the clear delineation of responsibilities and mutual
respect between the board and the staff.

Practices

1. The board governs, the executive director administers.

The executive director is appointed by and terminated by the board.

3. Board stewardship is a major responsibility and time commitment of the executive director.
It is essential for the executive director to respond promptly and openly to the board.
Executive directors are most effective when they understand, respect and foster the role of
the board.

4. The board chair and the executive director are the intersection between the board and staff.
There must be a trusting and open relationship of mutual respect between the board chair and
the executive director.

5. The board must function as a board and speak through the board chair to the staff. The staff
must function as a staff and speak to the board through the executive director. While
individual members of the board and staff will work together, converse and learn together
through board committees and other organizational activities, it must always be recognized
that “the buck stops” with the board chair and the executive director.

6. Board and staff interact under a formal communication process. Therefore, it is imperative
for the board chair and the executive director to be open with their colleagues.
Communication — including both dissent and bad news — must flow freely through these
two communication conduits. Information breeds understanding.

12
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The executive director and staff need to be open, forthright, patient and timely in their
responses to the board. Staff needs to recognize that board members have limited time to
offer the organization, that they desire to be as effective as possible, that they need to feel
that their expertise and skills are effectively utilized, and that the executive director and staff
will not be defensive when challenged.

Where the executive director(s) is an ex officio member of the board, it is important that the
board be given the opportunity to meet regularly without the executive director being present.
Open communication within the board about the work of the executive director is the best
way to assure good relationships.

F. Principle -- Board’s Fiduciary Duty

Charitable nonprofit board members and staff need to be aware of and comply with the three
legal fiduciary duties related to their work: the Duty of Care, the Duty of Loyalty, and the Duty
of Obedience.

Practices

1.

Duty of Care
Directors must meet the duty of care by exercising their responsibilities in good faith and

with