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Sheena Ailmann could read the 

writing on the wall.  Sarbanes-Oxley was 

coming.  

It was late last year. The landmark 

governance and accountabi l i t y  

standards—perhaps the most far-

reaching corporate reform since the 

New Deal—was already shaking the 

business world.  It had little effect 

on Ailmann, the board president of 

the Portland Sustainability Center, a 

nonprofi t promoting environmentally 

sound building design and technology.

Ostensibly, the Sarbanes-Oxley Act 

didn’t apply to non profi ts.  In the wake 

of scandals like Enron and WorldCom, 

Sarbanes-Oxley aimed at for-profi t public 

fi rms.  It was meant to crack down on 

security fraud and boardroom scandals.  

It tightened regulation of accounting 

rules and auditing requirements.  But, 

for the most part, Sarbanes-Oxley left 

non profi ts alone.  

But that wouldn’t last, Ailmann thought.  It 

wouldn’t be long before non profi ts came under the 

same type of regulatory scrutiny as the business 

community.  States like New York were already 

contemplating nonprofi t versions of Sarbanes-

Oxley.  New laws would certainly institute greater 

fi nancial oversight and more accountability for 

nonprofi t board members and executives. 

So why not beat them to the punch, Ailmann 

surmised.  Why not voluntarily enact Sarbanes-

Oxley-like reforms?  The increased accountability 

efforts would show the community that the 

Portland center was scrupulously ethical, Ailmann 
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believed.  It might attract donors and even give the 

organization a slight competitive edge in a crowded 

marketplace.  Most of the changes were a good idea 

anyway.  And, besides, it wouldn’t be long before all 

non profi ts—like it or not—were ordered to install 

similar rules.

 “This was a good opportunity to show that our 

board knew what was going on, was very involved, 

and was responsible,” Ailmann says. “Sarbanes-

Oxley gave us a good excuse to think about where we 

could strengthen our accountability commitments.”

Ailmann went to work. Just as Sarbanes-Oxley 

recommends, she had her board form an 
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independent audit committee with an acknowledged 

fi nancial expert.  The board drafted a code of ethics 

for itself and senior management.  Ailmann even 

signed a document asserting that the information 

in the group’s annual report was correct.  And she 

waited for other non profi ts to do the same.

But now it’s one year later and Ailmann is still 

waiting.  The center is one of the only non profi ts 

on its block to adopt Sarbanes-Oxley provisions.  

Despite the predictions of many in the nonprofi t 

community, there have been no laws requiring non 

profi ts to tighten their accountability belts.  There 

has been no great demand from funders for non 

profi ts to get their house in order.  And, for the most 

part, there’s barely been a hint of discontent from 

the public.

Ailmann is happy that she made the changes.  

She sees it as part of a perpetual push for greater 

transparency and accountability—among for-profi ts 

and non profi ts alike.  Indeed, Ailmann views 

Sarbanes-Oxley as an accountability wakeup call 

for non profi ts.  And she expected others to see it 

the same way.  “I thought it was going to be a tidal 

wave,” she says.  “But it’s barely been a ripple.”

Year One

This summer, Sarbanes-Oxley celebrated its 

fi rst anniversary. And, as far as non profi ts are 

concerned, the verdict is clear.  The act has provided 

the perfect forum for non profi ts to analyze their 

board practices and their methods of operation.  

Sarbanes-Oxley allows non profi ts to examine 

guidelines, standards, and best practices.  Many 

predicted that a slew of non profi ts would jump at 

the chance to voluntarily adopt the law’s provisions.  

Some would anticipate similar requirements for non 

profi ts.  Others would see it as a unique opportunity 

to be proactive.

But, to a large extent, non profi ts have ignored 

Sarbanes-Oxley.  And experts aren’t sure why.  

“In the for-profi t world, it’s on everybody’s radar 

screen,” says W. Warren Hamel, a partner at 

Venable LLP in Baltimore, MD.  “But non profi ts 

are not, by and large, paying much attention to it.  

Some folks are moderately interested in it.  Some 

aren’t interested at all.  And there are some that are 

nervously looking over their shoulders and hoping a 

disaster doesn’t strike.”

The historic corporate accounting reform 

legislation was signed last year in response to the 

fi nancial scandals at companies like Enron and 

WorldCom.  Overall, the act attempts to promote 

greater independence among boards and staff 

to avoid the temptations—and opportunities—for 

the kind of fi nancial fraud that shook the nation 

last year.  Among other provisions, the act 

requires companies to form an independent audit 

committee—one that is not part of the management 

team and does not receive compensation from 

the company for serving on the committee.  The 

committee must have at least one fi nancial expert.  

It also requires chief executives to pay closer 

attention to organizational fi nances and actually 

sign off on the accuracy of fi nancial statements.

Depending on who you ask, the law has 

either been a grand success that has cleaned up 

corporate America or a disaster that has blocked an 

economic recovery.  

Supporters say it has spurred the much needed 

overhaul of dozens of publicly traded companies.  

They say it has bolstered the appointments of 

independent directors without business ties to 

the company.  Most importantly, it’s lead to the 

creation of independent audit committees that are 

more vigilant than ever in overseeing a company’s 

accounting practices.   But critics complain that the 

costs of complying with the new law have crippled 

many companies.  They also maintain that fear 

of prosecution has handcuffed fi rms from taking 

legitimate business risks.  

As far as non profi ts are concerned, the act 

hasn’t registered much at all.  A recent poll of non 

profi ts commissioned by Kintera Inc, a software 

manufacturer, found that 81 percent saw no 

change in their organization’s fi nancial processes 

due to Sarbanes-Oxley.  Those results can be read 

in two ways:  One could make the argument that 

non profi ts are already ahead of Sarbanes-Oxley 

reforms and boast a stellar core of accountability.  

While non profi ts certainly can brush up on their 

fi nancial literacy and could always use a refresher 

course in governance oversight, this may be a 

case where the corporate world can benefi t from 

following nonprofi t practices.  

Or, on the other hand, non profi ts may be living 

dangerously, ignoring accountability issues that 

must eventually come to a head.  

“IN THE FOR-PROFIT WORLD, SARBANES-OXLEY 

IS ON EVERYBODY’S RADAR SCREEN. 

BUT NON PROFITS ARE NOT, BY AND LARGE, 

PAYING MUCH ATTENTION TO IT.”

— W. WARREN HAMEL, PARTNER, VENABLE LLP
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“It appears that [non profi ts] haven’t come to 

terms with the huge impact this legislation will 

yet have on them,” says Sammi Souter, president 

of the Ohio based nonprofi t consulting fi rm, Able 

Management Solutions.  “I think we do ourselves 

a huge favor by voluntarily self-regulating.  It would 

demonstrate that we are making a good-faith 

effort to keep our 

houses in order.  

All it would take is 

one scandal in the 

nonprofi t world for

legislators to come 

down on us-hard.” 

 At present, very 

little of Sarbanes-

Oxley actually 

applies to non 

profi ts.  Only 

two criminal 

provisions—regarding document destruction and 

retaliation against informants— could currently 

be extended to non profi ts.  To protect against 

these provisions, a board must, at the very least, 

establish a records retention policy, experts 

say.  It must also have processes in place for 

receiving whistleblower complaints about improper 

accounting practices.  Nonprofi t executives who 

skirt these responsibilities can face 20 years in 

prison for fraud.  

But the law’s main provisions generally do not 

affect non profi ts.  Many non profi ts already abide 

by key Sarbanes-Oxley requirements.  For those 

that don’t, experts like Venable’s Hamel expected 

a fl ood of bad publicity.  Hamel still believes that, 

sooner or later, funders, media, and members of 

associations will insist that non profi ts live up to a 

higher standard — and many boards, on their own, 

will comply with the spirit of Sarbanes-Oxley.

“I certainly expected to see many more non 

profi ts rushing to be Sarbanes-Oxley compliant,” 

says Patrick K. O’Hare, a shareholder with the 

Washington, DC law fi rm, Ober/Kaler.  “But the 

landscape has cooled down.  The media has turned 

its attention away from governance issue.  And 

there’s a general feeling among non profi ts that 

‘Well, I’ll just wait until somebody makes me do it.’  

I think that’s a big mistake.”

Opening The Flood Gates

In fact, many expert predictions may still come 

true.  New York State Attorney General Eliot Spitzer 

has vigorously pursued a nonprofi t version of 

Sarbanes-Oxley.  His proposed legislation calls 

for nonprofi t chief executives to certify fi nancial 

reports and the adequacy of internal controls at 

the organization.  They also would be required to 

demonstrate the independence of audit committees 

that certify fi nancial statements and be free of 

contracting relationships with the nonprofi t.  “If New 

York passes that law—and I think it will—that will just 

open the fl ood gates for other states,” Hamel says.  

“California will pass a similar law shortly after New 

York. Then you’ll see one in Illinois, Texas, all the way 

down the line.”

 Even without legislation, Hamel predicts that 

non profi ts will be held to Sarbanes-Oxley.  “If you 

are having a dispute over, say, compliance with 

grant requirements, a court may well be tempted 

to look at Sarbanes-Oxley as a new standard,” he 

says.  “And even if it doesn’t explicitly apply, you will 

be held to that standard.”

 But rather than having their arms twisted by 

the threat of prosecution, non profi ts should see 

Sarbanes-Oxley compliance as an opportunity, 

O’Hare says.  Even with Enron having disappeared 

from the headlines, good governance still 

impresses a public hungry for accountability.  The 

public continues to expect non profi ts to adhere to 

a high ethical standard.  And following Sarbanes-

Oxley provisions should be seen not merely as a 

way to avoid a scandal but as an opportunity to 

continually strive toward greater transparency and 

accountability.

 “You gain a competitive advantage if you can 

show that you hold yourself to the gold standard of 

accountability,” he says.  “If I am a donor and I have 

a million dollar grant to give, I want to make sure you 

have your house in order.  I might love your mission, 

but how do I know that, for example, you’re not 

overpaying your CEO?  Philanthropy is declining and 

everyone is scrambling for cash.  This is one way to 

place yourself above the pack.”

 Even the most fi nancially conscientious nonprofi t 

need not remake itself entirely in Sarbanes-Oxley’s 

image.  “But I would use it as framework with which 

to review and revise my own policies,” Souter says.  

 

 Among the changes, experts recommend:

• Create an audit committee (if you haven’t 

already) with an independent membership. 

While most nonprofi t board members already 

serve as volunteers without any compensation, 

all nonprofi t organizations should review their 

 

 SOX,  continued on page 33

“YOU GAIN A COMPETITIVE ADVANTAGE 

IF YOU CAN SHOW THAT YOU HOLD 

YOURSELF TO THE GOLD STANDARD 

OF ACCOUNTABILITY.”

— PATRICK K. O’HARE, 

SHAREHOLDER, OBER/KALER
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practices to ensure the independence of the 

audit committee.  Make sure that at least one 

fi nancial expert sits on the committee.  In a 

smaller organization, a fi nance committee can 

sometimes function as an audit committee.   

“Even a small nonprofi t can fi nd an accountant 

who is interested in the area you are working in 

to sit on your board and help you interpret your 

fi nancials,” Hamel says.

• Have your chief executive and CFO publicly attest 

to the accuracy, completeness, and fairness of 

your fi nancial statements, and to the adequacy 

of your internal accounting controls.  

• Publicly disclose that you have adopted—and 

follow—a code of ethics for senior management 

and the board.

• Implement training for board members on 

fi nancial stewardship and how to read a fi nancial 

report.

• Establish a policy for records retention.

• Make sure you have a process in place for 

employees to report complaints without fear of 

reprisals.

Meanwhile, back in Portland, Ailmann’s 

Sustainability Center hasn’t slowed its reforms 

simply because other non profi ts haven’t followed 

her lead.  “I like to think we have always been ahead 

of our times,” she says.  “When you think about it, 

there’s really been no downside.  Even if no one 

else does what we did, even if no law ever says 

we have to do it, we still come out with a stronger 

organization.” !

Resources:

1. New Issues in Nonprofi t Governance: The 

Sarbanes-Oxley Act and Implications for 

Nonprofi t Organizations.  A joint publication 

of BoardSource and the Independent Sector, 

2003.  www.boardsource.org.

2. Legal Responsibilities of Nonprofi t Boards by 

Bruce R. Hopkins. BoardSource, 2003.

Reprinted with permission from the September 

2003 edition of Board Member, Volume 12, 

Number 6, a publication of BoardSource, for-

merly the National Center for Nonprofi t Boards.  

For more information about BoardSource, call 

800-883-6262 or visit www.boardsource.org.  

BoardSource © 2003.  Text may not be reproduced 

without written permission from BoardSource.

AHIA 2004 SPRING TRAINING
May 10-12, 2004

Orlando, Florida

The AHIA Board of Directors is pleased to 
provide another premier educational 

opportunity for AHIA members.  

This training is part of AHIA’s strategic initiative
to provide members with ongoing training.  

Please watch the AHIA Web site, Listserv, and your 
mailbox for additional details, which will be 

forthcoming in January 2004.

3 Key Training Options :

ACL HEALTHCARE TRAINING

CONSTRUCTION AUDITING

SKILLS FOR THE NEW 
HEALTHCARE AUDITOR


