Foundational Certification —

Agencies applying for Foundational Certification are required to provide the following:

1. Evidence of VDACS registration

2. IRS 501c3 Determination Letter

3. Most recent IRS Form 990

4. Current Board of Directors Roster
Annual Gross Required Financial Statement
Revenue

$500,000 — $999,999 Annual independent audit if UWSHR funding constitutes 25% or more of budget; otherwise, external review is
acceptable

< $500,000 Annual external review or independent audit

5. Current Annual Report or description of programs and health and human care services provided by the organization
6. Equity, Diversity, and Inclusion Statement/anti-racism statement
a. Thisis a public facing statement demonstrating the agency’s commitment to advancing equity, increasing diversity, and creating inclusion

Certification Standards Table

GOVERNANCE At the foundation of successful and high-performing nonprofits is the presence of a strong board and
executive leadership. This means that organizations must understand and implement the best practices
associated with board governance, personnel management, and leadership. Effective governance is also
essential to managing and leading an ethically sound, accountable organization.

Standard Data Source Explanation Benchmark Type
Governance la: VDACS Reqistered VDACS is the state department that Up-to-date VDACS filing | Mandatory
Virginia Department of | Charitable Organization oversees the statewide registration status

Agriculture and Database process for nonprofit charitable

Consumer Services organizations. Some organizations

(VDACS) registration may be exempt from annual



https://www.vdacs.virginia.gov/food-charitable-solicitation.shtml
https://www.vdacs.virginia.gov/food-charitable-solicitation.shtml
https://www.vdacs.virginia.gov/food-charitable-solicitation.shtml

alternative documentation
may be acceptable if
Database is not up-to-date.

registration or excluded from the
requirements, while others are required
to register annually. This metric allows
volunteers to assess the legal status of
nonprofit organizations to ensure
requirements are met.

Governance 1b:
Incorporation as a not-
for-profit

Copy of IRS determination
letter

An IRS determination letter states the
official recognition of exemption from
federal income tax under Section
501(c)(3) of the Internal Revenue
Code. The letter will include date of the
determination.

An IRS Determination Letter is NOT
the agency’s Tax-Exempt Letter

IRS determination letter

Mandatory

Governance 1c:
Current filing of IRS
Form 990

Copy of current IRS Form
990; if filing for an extension,
copy of completed Form 8868
as evidence.

The IRS Form 990 collects a wealth of
information pertaining to an
organization’s mission, activities,
finance, and governance, enabling a
review of many of the Certification
metrics. To promote the highest level
of transparency, organizations are
expected to make its most recent IRS
Form 990 publicly available on its
website.

Evidence of 900 filing,
Tax-exempt status (Line
) is 501(c)(3), 990
publicly available

Mandatory

Governance 1d:
Directors’ and officers’
liability insurance
(D&O)

Application

D&O insurance covers the organization
and its board of directors against
actual and alleged wrongful acts.
These include the areas of
governance, financial, and employment
liabilities. Having adequate insurance

Minimum of $1,000,000
in coverage

Discretionary




coverage is a much-needed and
expected protection for nonprofits.

Governance le:
Board of Directors’
membership and
composition

Board Roster (including
employer of each member);
Application

Given United Way’s mission to serve
the local communities of South
Hampton Roads, it is highly
recommended that board members are
locally based. Moreover, boards are
expected to have active operational
control at the local level, with an
emphasis on financial oversight to
ensure that dollars raised by the United
Way remain within the community we
serve. In some instances, the lack of
local presence within a board may
make an agency ineligible for
certification.

Reviewers assess
various aspects,
including:

e Minimum of 5

members and larger

boards should be
“‘working” boards
e Operational control

and decision-making

including financial
oversight is locally
based

Discretionary

Governance 1f:
Board of Directors’
activity and
engagement

Application; Annual Board
Meeting Minutes, IRS Form
990

Highly effective boards are those that
are actively and meaningful engaged in
the activities of the organization, which
includes upholding their responsibilities
as a board. Reviewers assess the level
of board engagement by examining
such factors as the average annual
attendance rates across members,
frequency of board and committee
meetings, and participation in
fundraising and development.
Generally, board members are
expected to serve without financial
compensation and without conflicts of

Reviewers assess
various aspects,
including:

¢ Full board meets at
least 4 times per
year

e Min. 50% avg.
annual attendance
rate

e “Give or get”
fundraising 50%
participation by all
board members

¢ No conflicts of
interests among
members

Discretionary




interest, regardless of whether they are
perceived or actual.

*UWSHR reserves the right to request
additional meeting minutes if there are
questions regarding board oversight.

¢ No financial
compensation of
members

Governance 1g: CEO
compensation
percentage

Calculation from IRS Form
990 [(Reportable
compensation for CEO +
Estimated other
compensation)/Total
expenses]

This calculation examines if an
organization’s CEO compensation is
reasonable. This metric is dependent
upon several factors that must be
considered to determine whether
compensation exceeds what is
reasonable. These include the actual
job description, required education or
experience, local compensation trends,
and the overall budget of an
organization.

Dependent on multiple
factors (see explanation)

Discretionary

Governance 1h:
Personnel policies
and procedures

Application

The documentation of key personnel
policies and procedures is essential for
nonprofits because they detail how an
organization operates. Specifically,
well-documented policies and
procedures contribute to many
important aspects of an organizations,
including complying with the law,
setting expectations, promoting
fairness and consistency, and
providing legal protection.

Various policies are
expected to be in writing,
including:

e Procedures for
handling employee
grievances and
disciplinary issues

¢ Non-discrimination
statement that
identifies
organization as an
Equal Opportunity
Employer

¢ Anti-abuse or anti-
harassment policy

Discretionary




e Existence of
succession plan

Governance li: Legal
action or litigation

Application; external
financials

The existence of any legal action or
litigation involving the organization or
its personnel will be reviewed to
assess whether the situation and
circumstances represent "normal
course of business" or if its significance
may impact the future and
sustainability of the organization.

No legal issues or if legal
situation exists, deemed
as “normal course of
business”

Discretionary

FINANCIAL HEALTH
& MANAGEMENT

This section emphasizes the importance of nonprofit financial health as well as ensuring that organizations
have sound financial management practices in place. Financial health and management relate directly to an
organization’s ability to perform effectively and is a mechanism by which organizations can be held

accountable to the philanthropic community.

Many of these standards are based on a set of indicators that may be calculated during the certification review
process. Taken together, these indicators (or a subset of them) are a useful starting point at which an
organization’s financial condition can be evaluated. It is also helpful to consider these calculations over
multiple years to assess trends over time. Additional context may be required to more fully understand an
organization’s financial health.

Standard

Data Source

Explanation

Benchmark

Type

Financial Health 2a:
External financials

Copy of current audit or

external review (see table
under Benchmark); if needed,
Communication of Significant

Deficiencies or Material

Financial statements that are
prepared by an independent
accountant (CPA) ensure
financial accountability and
accuracy. An additional layer of
oversight by a committee of the

Timely financials are available
based on requirements below;
Unqualified/clean opinion or no
exceptions

Mandatory




Weaknesses (e.g., SAS 115
letter, management letter).

Board of Directors, either
through a formal audit committee
or a finance or executive
committee, is encouraged.
Significant findings documented
within the external financials will
be examined. To promote the
highest level of transparency,
organizations are expected to
make its most recent audit or
external review publicly available
on its website.

UWSHR recognizes that
completing an audit for the sole
purpose of United Way
certification creates a
considerable strain on agency
finances. This standard
represents our commitment to
upholding financial accountability
while ensuring that the
requirements are flexible and fair.

Annual
Gross
Revenue

Required
Financial
Statement

$750,000 | Annual

- independent audit
$500,000 | if UWSHR funding
constitutes 25% or
more of budget;
otherwise, external
review is
acceptable

Annual external
review or

<$500,000

independent audit

*All agencies that are required to
secure an independent audit for
other purposes must submit this
audit to UWSHR. UWSHR retains
discretion and may still request an
audit on a case-by-case basis.

Financial Health 2b:
Basis of accounting

IRS Form 990 (Part XlI, Line
1)

The basis of accounting specifies
the method an organization uses
to record and report income and
expenses. Cash accounting does
not comply with GAAP, which
means that an auditor cannot
grant an unqualified opinion that
the financial statements comply
with GAAP.

Use of Cash basis accounting or
Use of accrual accounting

Mandatory
(exceptions
may be
granted for
small-sized
nonprofits)




Financial Health 2c:
Annual balanced
operating budget

Verified in application

It is important for all nonprofits to
have an annual operating budget
in place. The organization’s
mission and priorities are
conveyed through the budget,
thus requiring oversight by the
Board.

Operating budget exists and has
Board approval

Mandatory

Financial Health 2d:
Operational,
unrestricted cash
reserve

Application, UWSHR
Foundation account

Organizations that have an
established operating reserve
that is unrestricted are best
positioned to weather
unanticipated circumstances.
Such reserves should not exceed
cash flow needs and fair
allowances for operational and/or
capital replacement
contingencies.

Existence of and amount in
reserve account(s)

Discretionary

Financial Health 2e:
Days of cash on hand

Calculation from IRS Form
990 [(cash, non-interest-
bearing + savings and
temporary cash
investments)/Total
expenses]*365

This number serves as a
measure of liquidity and
represents the number of days
for which cash is available to
meet daily expenses. In an ideal
world, organizations would have
3-6 months of expenses on hand,
though this threshold does not
always reflect the reality of health
and human service nonprofits in
South Hampton Roads.

Flagging occur during the review
process: those with less than 30
days

Discretionary




Financial Health 2f:
Debt ratio

Calculations from IRS Form
990 & Interim financials [total
debt/total assets]

The debt ratio, sometimes
referred to as a leverage ratio, is
one way to measure the extent to
which a nonprofit uses debt to
support its activities. Debt may
create an issue of financial
viability or survival. Debts should
not result from management (e.g.
nonpayment of federal
withholding.)

Generally, a debt ratio should not
exceed 0.5 or 50%. The desired
trend is a decreasing ratio.

Discretionary

Financial Health 2g:
Operating expense
percentage (e.g.,
“overhead ratio”)

Calculation from IRS Form
990 [administrative
expenses/total revenue]

Examining this ratio helps assess
whether operating expenses are
reasonable in relation to an
organization’s total revenue.
United Way uses “total revenue”
as the denominator because it
reflects the true ratio of operating
costs in comparison to dollars
raised in a given year, regardless
of whether those dollars are
expended in that same year. It
should be noted that overhead
does not have a standardized
calculation.

35% or less

Discretionary

Financial Health 2h:
Fundraising expense
percentage

Calculation from IRS Form
990 [fundraising
expenses/total revenue]

This calculation represents the
percentage of total functional
expenses an organization spends
on fundraising. Generally, lower
percentages are better.
Examining this ratio helps to
ensure that fundraising expenses
are reasonable in relation to an

Under 35%

Discretionary



http://www.blueavocado.org/content/board-members-guide-nonprofit-overhead
http://www.blueavocado.org/content/board-members-guide-nonprofit-overhead

organization’s total revenue.
United Way uses “total revenue”
as the denominator for the same
reason as stated above.

Strategy and
Mission Alignment

This section explores how the organization’s mission and programming align with the mission and
geographic focus of United Way of South Hampton Roads.

Standard Data Source Explanation Benchmark Type
Strategy & Mission Application, Current Annual For the purposes of certification, Direct and substantial local Mandatory
3a: Local presence Report or description of services must have a demonstrated | presence within South
programs and health and track record and a substantive Hampton Roads communities
human care services presence in South Hampton of Chesapeake, Isle of Wight,
provided by the organization Roads. Norfolk, Portsmouth, Suffolk,
and/or Virginia Beach (based
on total # of individuals or
households served annually in
relation to scope of agency’s
work)
Strategy & Mission Application; Current Annual In order to further the mission of Organization’s mission and Mandatory

3b: Strategic
alignment with
UWSHR

Report or description of
programs and health and
human care services
provided by the organization

United Way of South Hampton
Roads, reviewers will review the
organization’s mission, vision,
values, and/or services to ensure
alignment with the UWSHR mission
and priorities.

services align with UWSHR
mission and priorities




Strategy & Mission
3c: Access and
Opportunity /anti-
racism statement

Application, website

This is a public facing statement
demonstrating the agency’s
commitment to advancing

access and opportunity for all
individuals and families. United
Way of South Hampton Roads
leveraging our assets and those of
our partners to support the lasting,
transformational changes needed
to create a community that is fully
inclusive and equitable for all.

Public facing statement shared
on organization’s website

Discretionary






