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Non-profit organizations(NPOs) are non-governmental organizations to 
complete the public and social goals.

NPOs will have potential risks come from the NPOs’ governance, operation 
and finance aspects.

The purpose of the study is to build up a risk management model for NPOs. 
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1.1 Board of Directors (BOD)
1.1.1 Professional backgrounds

The board members that have professional backgrounds can pay more attention to the
organization’s daily affairs related to their professional aspects. Therefore, board members can help
the NPOs operate smoothly.

• One of the board members should have a law background.

• Other board members should have more than three backgrounds, including operation, accounting,
and management.

• Board members’ backgrounds should be listed in their résumé.

• Two interview should take place for each candidate.
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1.1.2 Ethical requirements and conflict of interest
The board members should follow a Code of Ethics in the organization and avoid conflict of 

interest in the company.

• NPOs should have a Code of Ethics.

• Staff, volunteers, and new board members should have training related to the Code of Ethics

• Board members should be independent and objective.

• Board members and executives should sign the annual conflict of interest statement.

• Board members should prepare an annual report to disclose conflict of interest.

• NPOs should assign one person to keep and check the record of each year’s annual conflict of 
interest statement. 

1. Governance Risk



1.1.3 Effectiveness of board meeting
The board members' involvement in the organization’s mission and strategic planning are essential

for the organization’s effectiveness. These decisions should be discussed in the board meeting.

• Board members, the chief executive, top management, and auditors should attend the meeting on time.

• Major donors and primary beneficiaries should be invited to board meeting annually.

• Notice should be sent 15 days before the meeting.

• The notice of the meeting should include the date, time, and location of the meeting, and the content of
the business discussion.

• The chief executive usually does not vote in the meeting.

• The strategic planning discussed in the meeting should be discussed, built up, approved, and supported by
all board members and top management.

• Minutes of the meeting are taken and board members who attend the meeting should sign on the minutes.

1. Governance Risk



1.1.4 Risk committee
The risk committee is responsible to the BOD. The risk committee works for risk detecting

and operational procedures supervising in the NPOs.

• Members of the risk committee should have different professional backgrounds.

• The risk committee should make risk judgment standards.

• The risk committee should prepare a list to classify risk happen frequently and risk that involve
losses.

• The risk committee should prepare the annual risk assessment reports.

• The risk committee should check the operational procedures record, find out the potential
questions, and put forward suggestions.

1. Governance Risk



1.1.5 Small NPOs without a Board of Directors
Some small NPOs are organized by volunteers and do not have a BOD. Therefore, a risk

management team should be set up.

• Members should have different professional experience.

• Members should keep contract files, meeting minutes, and activity records.

• Library should contain rules and regulations documents, a guideline of nonprofit organizations,
and basic audit knowledge.

• Library information should be updated in time.

1. Governance Risk



1.2 Laws and regulations
1.2.1 Performance of Public Policy and Law

NPO must adhere to the state law and adjust something not allowed.

1.2.2 Implementation of regulations and bylaws
The organization need to create articles for performance.

The articles state that the nonprofit organization is being formed for the exclusive purpose of
charitable, religious, educational or scientific purposes.

The articles also need to emphasize that no one should profit from the organization and
indicate how assets would be distributed in the event that the organization dissolves.

1. Governance Risk



1.3 Internal control and Auditing
1.3.1 Define the Size of NPOs

Refer to IRS's Tax Stats area. It classifies balance sheet and income statement Items for
501(c)(3) organizations by size of total assets. We refer to this rule from IRS，dividing NPOs into
four categories, with cutoffs at $100K, $1M, $10M greater than $10M. U.S.

Refer to Small Business Administration (SBA).SBA's definition is in terms of the average
number of employees over the past 12 months. We separate the number of employees with cutoffs at
10,30,100, larger than 100.

1.3.2 Implementation based on different types of NPOs
• For big and middle size NPOs - Set up a completely independent internal audit department
• For small NPOs - Perform basic internal audit in these small organizations.

e.g. requiring two signatures on a check is a basic internal control.
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• Direct approach. Review the mandates, mission, strengths, weaknesses, opportunities, and
challenges.

• Goals approach. Identify goals or performance standards which are required to fix before they
can be achieved.

• Oval mapping approach. Identify important clusters of potential actions to identify strategic
issues.

• Tensions approach. Evaluate the issues are framed by showing the tensions among four basic
concerns in various combinations—human resource and equity concerns, innovation and change,
maintenance of tradition, and productivity improvement.

• Indirect approach. Discuss the actions for existing ideas, and recombine these ideas.
• Vision of success approach. Identify issues and develop a vision of success to realize.
• System analysis. Set a model to capture feedback effects.

1.4 Strategic planning
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1.5 Management review

Before reviewing the whole management, risk analysis and evaluation are necessary. A process
should be created for risk assessment, considering exposure to the risk and probability and impact. In
addition, decide how the risks could be measured. Each identified risk should be considered and
decisions made to:
• Accept. No action.

• Avoid. Avoid activities that give rise to the risk.

• Adopt. Adopt measures for containment and/or mitigation.

• Change. Change the nature, magnitude or consequences.

• Search. Seek ways of exploiting the risk.

• Transfer. Options such as “sharing risk” with parties/insurance.

If the risks are not acceptable, they should be removed from the review system.

1. Governance Risk



1.5 Management review

The input to the management should include:
• results of audits; feedback from stakeholders;
• status of any remedial actions; follow-up actions from previous management review;
• changing circumstances, including developments in legal requirements;
• codes of practice and other requirements, related to the organization’s risks;
• recommendations for improvement;
• data and information on the organization’s performance;
• relevant changes in the external environment or market-place.

The output from the management review should include:
• the results and actions related to improvement to the effectiveness of the risk management system;
• improvement related to stakeholder requirements;
• resource needs to enable improvement.

1. Governance Risk
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2.1 Staff and Volunteers
2.1.1 Levels of professionalism

NPO can use the quarterly assessment to consider worker’s professionalism in all of the work he or
she is assigned to.

2.1.2 Staff Allocation
NPO can measure this element by establishing a human resource department as well as comparing

the operating condition between this and last year's.

2.1.3 Dashboard
The use of dashboard can update NPO's target in different stages and staff performance reviews in

different time lags.

2.1.4 Volunteer
NPO can regularly collect feedback from volunteers according to their operating conditions,

through which they can know how satisfied the volunteers are with the organization and adjust the
deficiencies.
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2.2 Organization Popularity
2.2.1 Organization reputation

NPO can conclude this year's organization reputation through market research, industry
research as well as a survey for crowds satisfaction.

2.2.2 Beneficiaries
NPO’s performance this year can be measured by collecting beneficiaries satisfaction and

calculating the amount of beneficiaries they have.
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2.3 External parties cooperation
2.3.1 Commercial Party cooperation

Cooperation with commercial party can bring NPO partner’s resources and can impact their
future actions. Commercial party can also utilize the particularity and reputation of NPO to increase their
product’s visibility.

2.3.2 Government cooperation
Resources’ amount provided by each party and the efficiency of resources utilization are two

ways to measure the operating condition of an NPO.

2.3.3 Satisfaction of donators’ requirement
NPO can calculate the cost of meeting donor's requirement and conduct an annual survey for

donor’s satisfaction to measure this element.

2. Operational Risk



3. Financial Risk
3.1 Definition of Financial risk

Financial risk is defined as any actions or events that may result in the
reduction in value or loss of any of the organization’s assets

3.2 risk management
3.2.1 financial vulnerability management
3.2.2 strategic management



NPOs should limit and reduce financial vulnerability :

§ Inadequate equity balances: The higher debt ratio the higher financial risks

§ Revenue concentration: An organization with less revenue sources may be more

vulnerable to financial risks than those organizations with several revenue sources.

§ Low or negative operating margins: An organization with a relatively low surplus may

be more vulnerable to financial risks than those organizations with a relatively high surplus

§ Size: smaller organization may be more vulnerable to financial risks than those large

organizations.

§ Sector: an organization may be more or less vulnerable to financial risks depending on its

sectors.

3.2.1 Financial vulnerability management

3. Financial Risk



Financial vulnerability measurements

Indicator measure Expected sign

Debt ratio ( equity)
𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

+

Revenue concentration ) (
𝑅𝑒𝑣𝑒𝑛𝑢𝑒 𝑗

𝑡𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒) ^2
+

Surplus Margin 𝑇𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒 − 𝑇𝑜𝑡𝑎𝑙 𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠
𝑇𝑜𝑡𝑎𝑙 𝑟𝑒𝑣𝑒𝑛𝑢𝑒

-

Size
Natural log of total assets -

Sector Dummy variable ?



• Financial perspective: includes measures such as return on investment and return on Assets.

• Customer perspective: measures such as market share, customer retention, new customer

acquisition and customer profitability.

• Internal perspective: Includes measures of operating performance (cost, quality, and cycle time).

• Learning and Growth: measures include employee motivation, retention, capabilities, and

alignment, as well as information system capabilities.

3. Financial Risk

3.2.2 Strategic management -Balance scorecard for NPOs



Perspective Strategic objective Meeasurement

Stakeholder

Understand funders
• Number of funding sources profiled
• Number of meetings with funding bodies/government sources

Utilize volunteers effectively

• Total number of volunteers actively engaged
• Average volunteer tenure
• Volunteer engagement survey results
• Amount of voluntary savings

Internal

Work efficiently delivering programs

• Number of key customer process improvements
• Actual process cycle time reduction (key customer processes)
• Service delivery time improvements
• Program output index (actual units of program outputs divided by program costs)
• Productivity rate (outputs divided by inputs)
• Operating costs per employee
• Program expense as percentage of total expenses

Efficient administration

• Number of key administration process improvements                   
• Actual process cycle time reduction (key administration processes)  
• Administration costs per employee   
• Percentage of revenues spent on administration     
• Administration expense as percentage of total expenses

Learning and growth
Attract and retain best (employees/volunteers)

• Employee satisfaction           
• Employee turnover   
• Volunteer satisfaction                
• Volunteer turnover

Enhance internal skills as necessary
• Average skills improvement level  
• Number of critical unmet skills

Financial Raise funds efficiently and effectively
• Grant proposal success rate                                 
• Percentage of revenues spend on fundraising activities  
• Fundraising expense as percentage of total expenses

Balanced scorecard Objectives / Measures



Checklist for Financial risks measurement
Dimensions

Goal based on the 
strategy

Indicator Measure Outcome

fin
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s )
solvency debt ratio Total liabilities / total assets. The higher the debt ratio the more 

vulnerable an organization is
well diversified 
revenue sources

revenue 
concentration

sum square of (Revenue j / total revenue) ^2 The closer sum to 1 the more vulnerable 
an organization is

cost efficiency Surplus Margin total revenue - total expenses / total revenue The lower surplus the more vulnerable 
an organization is

size Total assets. Natural log of total assets The smaller the more vulnerable an 
organization is

sector sectors  Dummy variable
Macro-economic factors may affect 
sectors differently thus NPO may be less 
or more vulnerable due to the sector

st
ra
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continuous 
improvements

attraction of best 
employees and 

volunteers

Employee satisfaction and/or employee turnover and 
/or volunteer satisfaction and or volunteer turnover

It depends to the strategy of an 
organization and the selected 
measurement 

customer satisfaction customer retention

E-N/S where E is the number of customers at the end 
of period.  N is the number of customers acquired 
during the period.  S is the number of customers at the 
start of the period

The lower ratio the more vulnerable an 
organization is

Investor satisfaction 
reports and 
meetings 

Number of funding resources and / or number of 
performance reports

It depends to the strategy of an 
organization and the selected 
measurement 

efficient 
administration

efficiency
Number of key administration process improvements -
Administration costs per employee - Administration 
expense as percentage of total expenses

It depends to the strategy of an 
organization and the selected 
measurement 



Q & A



Thanks for watching!


