
Emily Smikal, CPA

Tax Director

PKF Texas

Nicole Riley, CPA, CFE

Audit Director

PKF Texas

Governance Gone Bad: 
Lessons Learned to 
Help Your Not-for-Profit

5/12/2021 1



Presentation Disclaimers

• This presentation contains general information only. 
Pannell Kerr Forster of Texas, P.C. (PKF Texas) is not 
rendering accounting, business, financial, investment, 
legal, tax or other professional advice or services. This 
presentation is not a substitute for such professional 
advice or services, nor should it be used as a basis for 
any decision or action that may affect your business. 
Before making any decision or taking any action that 
may affect your business, you should consult a 
qualified advisor.

• No part of the materials available through PKF Texas’ 
presentation may be copied, photocopied, reproduced, 
translated or reduced to any electronic medium or 
machine-readable form, in whole or in part, without 
prior written consent of PKF Texas.
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Polling Question
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What is Good Governance?
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Bad Apples
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Bad Apples
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Oversight and Accountability

• Executive Director credit card and expense 
report review

• Executive Director performance review and 
salary determination

• Have in writing!

• Program accomplishments

• Financial statement review

• Segregation of duties

5/12/2021 7



Polling Question
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Embezzlement Myths

• It hardly ever happens to nonprofits.

• My employees are dedicated, honest people –
I only employ trustworthy people

• Everyone who works here is a really good 
person.

• We don’t have enough staff to have financial 
controls.

• Audits catch embezzlement and fraud.
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Gift Acceptance Policies
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Conflict of Interest Policy
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Conflict of Interest Policy

• Require those with a conflict (or think they may 
have a conflict) to disclose the conflict/potential 
conflict

• Prohibit interested Board Members from voting 
on any matter in which there is a conflict

• State how you will manage conflicts

• Annual discussion by the Board
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Red Flags for Governance Issues

Example: College Admissions Cheating Scandal
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Red Flags for Governance Issues

Example: College Admissions Cheating Scandal

• Form 990 indicated the review process was that only 
the President would review, rather than a Board of 
Directors or Finance Committee

• Governing documents, conflict of interest policy, or 
financial statements not made available to the public

• No whistleblower or document retention policy on file

• Functional expense allocation not in alignment for an 
organization of its size

• Donations were made to other organizations, with no 
records substantiating eligibility or the selection criteria
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Common Nonprofit IRS Audit Triggers

• Referrals

• Foreign activities

• Discrepancies of Fundraising Income vs. 
Fundraising Expense

• Compensation issues

• Form 990 indicators

• Unrelated Business Income (UBI)
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Form 990 Indicators

• Form 990 is incomplete or inconsistent

• Omission of any required schedules based on 
responses to Checklist of Required Schedules

• Reports political campaign activity

• Reports a significant diversion of assets, which 
could indicate embezzlement or theft

5/12/2021 16



Form 990 Indicators, continued

• Form 990 reports fees for non-employee 
services but does not report that any 1099s 
were issued
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Form 990 Indicators, continued

• Form 990 reports compensation but does not 
report that any W-2s were issued
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Unrelated Business Income Triggers

• UBI: 3 Factor Test

• The activity is a trade or business that is engaged in for profit

• The activity is regularly carried on by the organization

• The conduct of the trade or business is not substantially related to the 
organization’s exempt purpose

• Have all sources of UBI been identified?

• Rental income received from debt-financed real property

• Advertising

• Facilities Rental

• Pro Shop Sales

• Green Fees by Non-members

• Parking Lot 

• How reasonable is your organization’s allocation of expenses to unrelated 
business activities?
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Polling Question
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Tips from IRS Audit Survivors

• Keep a binder with key organizational documents, 
such as articles of incorporation, IRS approval 
letter, conflict of interest policy, and other 
documents

• Keep a binder for minutes from the Board and any 
Committee meetings

• Keep Board minutes very brief – action only 

• At the end of each year, pull all the brochures, 
reports, and newsletters for the year and put them 
in a folder

• Save all financial documents in line with your 
document retention policy

• Stay calm
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Resources

• Board Source

• https://boardsource.org

• National Council of Nonprofits

• https://www.councilofnonprofits.org/

• Blue Avocado

• https://blueavocado.org
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Thank you!

Questions?
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