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ccording to the Association of Certified Fraud 
Examiners (ACFE), businesses with fewer 

than one hundred employees experience the highest 
percentage of fraud. It is imperative for small businesses 
and non-profit organizations to implement an effective 
system of internal control to prevent fraud, detect 
embezzlement, and provide users with accurate financial 
statements. Small businesses tend to struggle with 
incorporating a major component of internal control 
into their daily operations; the segregation of duties. 
To achieve the segregation of duties, no individual 
should be able to perform two of the following duties; 
authorization, recording, custody, and reconciliation. 
This difficulty stems from staffing constraints, forcing an 
incompatibility of responsibilities. In such circumstances, 
it’s crucial for management to implement compensating 
controls to mitigate the increased risk. Below are seven, 
low cost, compensating controls that small businesses 
and non-profit organizations can implement to improve 
their system of internal controls, despite not being able to 
achieve a perfect segregation of duties.

TONE AT THE TOP

Tone at the top refers to management’s commitment to 
ethics and values. It stems from management’s behavior 
and interactions with both employees and clients. To 
create positive company culture, management should 
lead by example and communicate company values 
on a continuous basis. A lack of core values and 
communication can lead to a gray line between right and 
wrong. If management violates company values, it sends 
the message that they are not important, and the employee 
will be able to justify their wrong-doing.

IMPLEMENT AN ETHICS POLICY

Similar to a code of conduct, an ethics policy can portray 
to an employee management’s commitment to deterring 
fraud. It also enforces company values and integrity by 
sending the message that fraud will not be tolerated. 
An ethics policy ensures that all issues that arise are 
handled in a manner reflected in the policy, and not on an 
individual basis. Employees should be asked to read and 
sign a copy of the policy annually.

hese are trying times for everyone. The topic of every discussion these days is the 
Coronavirus and how it has changed the way we live, operate, deliver services, learn, and 

just about everything else we do in our lives. I can tell you that the post-Coronavirus world will 
look much different then it did a few short months ago. Yes, the virus has brought with it fear, 
loss, financial hardship, unemployment, and isolation, still, it has also opened our eyes as to 
how we can utilize technology to be more effective, connected, flexible, and accessible locally, 
nationally, and even internationally. Nonprofit organizations will need to continue to embrace 
technology to be relevant.

I expect that tele-everything will continue to gain traction, and with it, there will be an increased 
need for strengthening of organizational controls. For many organizations, the ability to 
implement strong segregation of duties through increased staffing patterns will not be an option, 
so they will need to turn to compensating controls. We have outlined some compensating control 
ideas on the next page. In addition, collaboration and integration will continue to be important 
at all levels, as we will all need to find ways to work together and share ideas across sectors and 
across organizations. To that end, we’ve included a discussion about collaborating and partnering 
in the nonprofit sector.

Finally, now more than ever before, Board members need to be much more active in the nonprofits 
that they govern, as there will be a tremendous level of decisions that nonprofit management will 
be grappling with over the next few months. Our final article in this edition focuses on Board 
governance and issues Boards need to keep in mind.

I know that these are tough times, but the nonprofit sector is essential to the well being of all of 
us.  We appreciate you, and we are here for you. Let us know how we can help you while you take 
on the monumental task of helping everyone else.

Stay safe!

From the Editor - Ken Cerini, CPA, CFP, FABFA
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OPTIONS FOR COMMUNITY LIVING, INC.

Established in 1982, Options for 
Community Living, Inc. operates 
residential programs for adults 
recovering from mental illness, 
care coordination services for 
adults and children with chronic 
health conditions, and housing and 
services for homeless people with 
disabilities and/or HIV/AIDS.
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T
A REVIEWING MONTHLY BANK STATEMENTS

It is recommended that the company owner open and 
review monthly bank statements to detect any transactions 
that may be unusual, as well as determine if deposits and 
payments to vendors are more or less than expected. This 
task is especially beneficial to small business owners 
as they are likely to be involved in daily operations. If 
employees are aware of the bank statement reviews, 
they will be less likely to participate in embezzlement 
schemes.

FORCED VACATIONS AND CROSS TRAINING

Forced vacations allow for fraudulent activity to be 
discovered while the individual is on vacation. Therefore, 
it is beneficial for employees to be cross-trained to 
perform other jobs when responsibilities need to be 
temporarily rotated.

RANDOM SPOT CHECKING

Management should be unpredictable when reviewing 
the work of others. While some reports should be 
reviewed on a monthly basis such as bank and credit card 
statements, invoices and other supporting documentation 
should be spot checked to ensure that employee’s cannot 
predict what will be looked into more thoroughly, making 
it more difficult to execute a fraudulent scheme. 

EXTENSIVE HIRING PROCESS

Potential employees should receive a background check 
or screening to ensure a few things; They are who they 
claim to be, verify their credentials on their resume, and 
check for prior criminal history or other unusual behavior. 
This is not only an option during the hiring process but 
should be an ongoing practice. If your staff knows that it 
is a continuous process, then this will discourage them 
from fraudulent actions in the future. 

THIRD PARTY INVOLVEMENT

A small business can hire a consultant or even a CPA firm 
to handle or review certain aspects. These aspects include 
handling cash receipts, payroll processing or securities 
recording. You may also want to send bank or credit card 
statements to your CPA/ third party first and then to your 
bookkeeper to catch unusual or fraudulent behavior.
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DOES IT MAKE SENSE FOR ORGANIZATIONS TO 
MERGE AND WHAT SHOULD BE CONSIDERED IN THE 

PROCESS?

There are a lot of reasons why organizations should 
consider merging. One thing to keep in mind is that you 
always want to approach a relationship in a position of 
strength. As a result, it is important for organizations 
to understand trends in the marketplace and be realistic 
about the future.

During a merger, it is important to properly understand 
and document expectations. What is your role in the 
partnership? What is expected of you? How will your 
performance be measured? Is everything documented 
within an agreement?

It is vital to establish appropriate and effective lines of 
communication and integration of systems so that the 
processes, where possible, are seamless to the consumer/
client. You need to deliver on expectations and properly 
document service delivery. 

It is also important that you understand regulations and 
compliance. You do not want your noncompliance to 
result in takebacks of funding for you or your partner, or 
loss of a contract.  

Finally, you need to consider the legal aspects of a merger. 
This is where having the right professionals in place can 
be totally invaluable.

Every organization, and their Boards should be focused 
on some level of partnership/collaboration.  In the sector 
today, where there is competition for funds, greater 
needs for services, and increased government regulations 
with decreased funding, being able to do more with less 
through effective partnering is essential to the long-term 
health of every organization.

HOW DOES AN ORGANIZATION FIND LIKE-MINDED 
ORGANIZATIONS TO PARTNER WITH?

When you consider there are more than 3,500 nonprofits 
on LI and another 35,000 in the NY Metropolitan area, 
the level of operational overlap is tremendous. There is 
no magic answer to this question, but you may want to 
consider joining trade associations, hanging out where 
other nonprofits hang out (be in the room), doing research 
online, talk to funding sources, etc.  

It’s no different for a small or large organizations; the 
key is to network with other nonprofits (look for umbrella 
organizations – Nonprofit New York, AFP, IAC, etc.), take 
the time to research and find out what other nonprofits do, 
think strategically and look for ways that you can provide 
a benefit to other organizations through shared services.

We would also suggest thinking out of the box. Don’t 
always look for organizations that do what you do, look 
for organizations that operate on the periphery or provide 
resources that could enhance your organization or one of 
your programs. 

WHAT IS THE OVERALL 
CONTINUUM OF PARTNERSHIPS?

When you look at partnerships/collaborations, they can 
be very casual (referring business back and forth, for 
instance). They could also be very formal, such as a 
merger, or anything in between. From our experience, 
there are four main aspects of partnerships:

Casual Association: This is when colleagues that know 
each other reach out to each other for advice, to refer 
clients/services, etc. Usually not a formal association 
or agreement.  
Joint Services: This is where some level of integration 
of services has occurred between two or more 
organizations. Maybe they run a joint program, a joint 
fundraising event, etc.
Shared Services/Management: When organizations 
maintain their separate identity, but they become 
linked at one or more level.
Formal Merger: One or both organizations cease to 
exist, and the two organizations become one.  

hen people think of partnerships, they typically think of them as being between for-profit organizations. However, 
partnerships are oftentimes essential for nonprofits, because working with other agencies, through collaborations, 

alliances, or even through merger, can greatly benefit everyone involved. It also opens opportunities to more diverse and 
efficient programs, enhanced service integration, and cost reduction, as well as develops new networks and audiences for 
the future.

WHAT KIND OF PARTNERSHIP 
IS BEST FOR MY ORGANIZATION?

Partnerships can happen at many different levels – 
government/nonprofit, nonprofit/nonprofit, and for-profit/
nonprofit. The first step is deciding on a partnership level 
that best aligns with your organization’s message and 
goals.

NONPROFIT/FOR-PROFIT

Nonprofit/for-profit partnerships are designed to meet a 
social issue that neither organization can tackle separately, 
provide joint benefits to both entities, and provide ways 
for for-profits to better align with a nonprofit’s mission.

GOVERNMENT/NONPROFIT

We often see instances where a nonprofit develops a 
project, submits an application, and a governmental 
organization agrees to fund part of the project. This 
is actually happening more as government agencies 
continue to shrink the resources that they provide to 
nonprofit organizations.

NONPROFIT/NONPROFIT

We are seeing certain shifts within the sector that are 
pushing nonprofits into a position where they really need 
to consider some level of partnership, whether that is 
collaboration between organizations, partnering/shared 
services, affiliation, or even a potential merger. Factors 
that have triggered these types of partnership include 
limitations on administrative spending, competition for 
resources, lack of expertise or resources, and more. 

KEN CERINI, CPA, CFP, FABFA
MANAGING PARTNER

HOW DO I PICK THE RIGHT PARTNER, 
AND HOW DO WE PROCEED?

Picking an appropriate partner can be difficult. It has to 
do with the level of engagement you are going to have 
with the partner. As in any relationship, you want to pick 
a partner that is going to elevate your organization and 
not drag you down.

Your organization also needs to consider that when you 
partner, there are multiple ways you can come into the 
relationship – as a dominant agency, as equals, or as the 
smaller agency. For instance, if you are having serious 
financial issues, you may not have a lot of options as 
to who you partner with. While a strong and healthy 
organization may have the ability to be more discerning.
When it comes to deciding on the right partner, the steps 
in the process should include:

Determining the need for collaboration and at what 
level. 
What are you trying to accomplish and who in the field 
is the best at it? 
Research potential partners. What other collaborations 
do they have? How have they worked? 
What are the challenges to implementation, and what 
could go wrong?  
Go through a “due diligence” process. Determine if 
the challenges can be alleviated, how the partnership 
will work, what roles different parties will play in the 
process, how systems and communications will be 
effectively integrated, what governmental approvals 
are needed, etc. Take your time through this process
Implement the collaboration. This should be 
done formally so that everyone understands their 
responsibilities. 

W

NONPROFIT PARTNERSHIPS …  
SHOULD BE ON YOUR RADAR
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NEW YORK LAW DOES NOT PERMIT EMAIL VOTING.  

Let me repeat that, because it is such a source of confusion 
for directors and officers. New York law does NOT permit 
email voting! The board can act in two ways under New 
York law. One option is action at a meeting (including 
in-person, phone conference, or video conference – 
depending on what your bylaws provide). The other 
option is unanimous consent in lieu of a meeting (this 
can be unanimous written consent or unanimous email 
consent, again depending on what your bylaws provide).  
But the key is that if the board is going to consent 
without a meeting, the consent must be unanimous. 
19 out of 20 directors consenting is not sufficient. I had 
this very fact pattern occur with the board of a national 
organization with 50 directors. 49 directors consented 
by email. One director did not consent because he was 
in a coma. The 49 consents were useless (because there 
was not unanimous consent, and because email voting 
is not permitted), so the board needed to call a special 
meeting to take the intended action. These distinctions 
are anything but insignificant technicalities, because if 
the consent is not valid, the result is that the action is 
not authorized, and unauthorized actions can lead to all 
sorts of entanglements and potential liability, including 
personal liability for directors.

THE LAW HAS MANDATORY REQUIREMENTS IN THE 
AREAS OF MEETING NOTICE, QUORUM AND VOTING 

THRESHOLDS. 

Very often, bylaws are written in a way that violates these 
mandatory requirements. So, you could be scrupulously 
following your bylaws, but nonetheless be violating 
the law. Here too, violations are not harmless technical 
infractions. Deficiencies in the areas of meeting notice, 
quorum, and voting thresholds can lead to challenges 
to both the validity of meetings and the authority for 
the actions that were taken at those meetings, with 
potential personal liability of directors as an unfortunate 
consequence.

COMMITTEES ARE ANOTHER AREA FULL OF TRAPS 
FOR THE UNWARY. 

There are two types of committees permitted under 
the law: board committees and committees of the 
corporation. Each board committee must have at least 3 
directors. Non-directors cannot be voting members of 
board committees. Board committees can possess certain 
aspects of board authority, which are formally delegated 
to the committee by the full board. But there are certain 
aspects of board authority and functioning that the law 
does not allow to be delegated to a committee. And there 
are specific statutory provisions that apply to, and govern, 
certain board committees (principally, the Executive 
Committee and the Audit Committee). Committees of 
the corporation, on the other hand, cannot be delegated 
any board authority, and cannot bind the corporation. 
Committees of the corporation can play a strictly 
advisory role. As a result of this more limited role, non-
board members (as well as board members) may serve on 
committees of the corporation, and there is no minimum 
number of members for a committee of the corporation. 
In the area of committees, too, missteps can have serious 
consequences, and can lead to the undermining of 
decisions and actions, and potential personal liability of 
directors.

NOTHING LISTED ABOVE IS ROCKET SCIENCE. 

So then, why do we see governance deficiencies in these 
areas cited over and over in regulatory actions against 
nonprofit directors and officers, and also in litigations by 
private litigants against nonprofit directors and officers? 
Careful attention to detail can eliminate these 
exposures before they happen. “An ounce of prevention 
is worth a pound of cure!” Nonprofits owe nothing less 
to the organization and its mission, to those that they 
serve, and to the directors and officers whose service is 
so vital to the advancement of the organization’s good 
and essential work.

et’s start with this basic premise: people join nonprofit 
boards because of their passion for the mission. No one 

joins a nonprofit board to spend time and energy on nonprofit 
governance. Nobody wants to become a governance geek! 
Because of this basic mindset, nonprofit directors and officers 
are often surprised when they discover that the only way to 
protect the organization, its mission, and its assets, the only 
way to fulfill their fiduciary duties under the law, and the only 
way to protect themselves from personal liability for breach 
of these fiduciary duties is careful and continuous attention 
to governance. Bottom line: as a director or officer of a 
nonprofit you have no choice but to become a governance 
geek, both for the good of the organization and for your own 
good.

To make matters worse, New York nonprofit law is chock full 
of requirements, some of them quite demanding, and some 
of them somewhat counterintuitive. There are no shortcuts to 
evade these legal requirements, and the only way to comply 
is to keep governance in the spotlight and to implement 
governance requirements and procedures with careful 
attention to detail.  Here are some governance requirements 
that every nonprofit should be sure to follow.

HAVE AN ANNUAL MEETING. 

New York law requires every nonprofit to have an annual 
meeting. There are two requirements at the annual meeting: 
the election of directors and the delivery of the annual 
financial report. The election of directors is fundamental to 
nonprofit governance. As one might imagine, deficient or 
improper election of directors calls into question the board’s 
composition and authority, and can, in turn, undermine the 
validity of board decisions and actions, with far-reaching 
negative consequences. The law mandates that certain 
information be included in the annual financial report. This 
is set forth in Sections 513 and 519 of the Not-for-Profit 
Corporation Law. But the mandated financial information is 
not the end of it. It is often the timeliness requirement for 
the annual financial report that trips up nonprofits, and this is 
most certainly a trap for the unwary. The law requires that the 
financial information provided covers a twelve-month fiscal 
period ending not more than six months prior to the date of 
the annual meeting. So, if your fiscal year ends December 
31, your annual report would need to be delivered before the 
end of June. Delivery of a complete, compliant, and timely 
annual financial report is an essential component of New York 
nonprofit law’s model of financial reporting, transparency, 
and governance.
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