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INTRODUCTION

ONE ONLY NEEDS TO LOOK AS FAR AS THEIR LOCAL NEWSPAPER TO OBSERVE
the increasingly vocal call for the accountability of nonprofit organizations. Whether the
issue at hand is administration costs or the need for transparency, stakeholders, including
the general public, are taking more interest in organizations that receive “public funds”
(whether they be donor dollars, tax benefits, or government grants). Donors, potential
partners, and other stakeholders are seeking more and more information in order to
make informed decisions. Questions are being asked about executive compensation, ad-
ministrative costs, and fundraising expenses, to name a few.

The Canadian Institute of Chartered Accountants’ (CICA) Canadian Performance Re-
porting Board recently published a briefing entitled “Improved Annual Reporting by
Not-for-Profit Organizations” (Canadian Institute of Chartered Accountants, 2011) to
assist nonprofit organizations in preparing high quality annual reports. The briefing is
targeted at management and boards of directors of small- to mid-size nonprofit orga-
nizations, but may also be useful for larger entities. The briefing provides guiding prin-
ciples of reporting, key elements that need to be addressed, and examples from organiza-
tions of different sizes.

The preparation of annual reports can be part of an overall strategy to enhance the ac-
countability of organizations. By communicating important information to stakeholders,
these reports can serve to foster public trust and build community support. But the type
and level of information typically disclosed in an annual report go beyond the report-
ing requirements that many nonprofit organizations are currently subject to as registered
charities and beyond financial statements, which, even combined, only tell part of the
story. Annual reports integrate reporting about an organization’ strategy, governance, fi-
nancial and non-financial performance, and outlook for the future into the new realm of
narrative reporting, a style of reporting that seeks to tell the organization’s story.

This is not to say that financial statements aren’t a fundamental part of the story. They
are. However, particularly in the nonprofit sector, financial statements do not capture
all the information about the organization’s performance. Volunteer contributions and
community impact, for example, are key elements that are not easily explained in finan-
cial terms, but are fundamental to understanding organizational performance.
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In the absence of a narrative report, stakeholders or members of the public may draw
their own (potentially erroneous) conclusions based on the information that is available.
For example, the Canada Revenue Agency’s publicly available Registered Charity Infor-
mation Return requires the disclosure of a significant amount of financial information,
but does not require disclosure of the underlying reasons for the organization’s perfor-
mance, the risks it faces, or its outlook for the future.

On the other hand, a narrative report provides an organization the opportunity to ex-
plain the accompanying financial information and to present key non-financial mea-
sures that demonstrate the organization’s performance and achievements. It is an oppor-
tunity to tell the public how the organization is delivering on its mission and objectives,
and how it plans to meet them going forward; to discuss how activities unfolded over the
year, and how they compared both to expectations and to prior years; to discuss what the
organization’s future goals are and its strategy and expectations for the coming year; and
to do so in a fair and balanced manner - openly reporting bad news as well as good.

This is not to say that every organization’s report will look the same. Just as nonprofit or-
ganizations vary widely in terms of size, complexity, and resources, the appropriate level
of detail in reporting will also differ. Short and simple disclosures may be sufficient for
a smaller organization to articulate relevant facts and insights that larger organizations
would need much more space to achieve. The key is that good reporting should draw
the links between the financial data and other key information about the organization’s
accomplishments in order to give a clear and consistent picture of the organization’s
performance over the past year and its progress toward its goals. It can help stakehold-
ers understand what the financial statements show and do not show, discuss important
information that may not be fully reflected in the financial statements, and discuss im-
portant trends and risks affecting the organization.

Guiding principles

An organization’s annual report should be guided by the information needs of its stake-
holders. The types of stakeholder groups seeking information will vary for each organi-
zation, but may include members, donors, funding agencies, service users, volunteers,
corporate sponsors, and its local community. The final stakeholder group that all organi-
zations should be aware of is the general public, many of whom consider themselves to be
indirect supporters through their taxes, as well as being potential donors or volunteers.

Each organization will have to make a determination about who the primary users of its
annual report are likely to be, and to what extent the information presented should be tar-
geted to the needs of specific groups or should be applicable to a more general audience.

While the information contained in an annual report, as well as its format and presenta-
tion, will differ from organization to organization, there are some key principles that the
CICA guidance suggests should guide the development of all reports:

« Focus on the mission - clearly articulate the organization’s mission and objec-
tives and relate performance and financial results to progress towards achieving

the mission
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o Tell the story - supplement, complement, and integrate the information in the
financial statements to tell the story of the organization in a meaningful way

 Have a strategic perspective — focus on the organization’s plan for achieving its
mission and its outlook for the future and address risks that could affect that plan

o Account for stewardship - report on management and use of resources with
clear references to outcomes achieved

o Meet stakeholder needs - information should be complete, understandable,
accessible, and relevant to the needs of stakeholders

o Be fair and balanced - balance positive and negative information, take respon-
sibility for shortfalls as well as successes, disclose risks and challenges as well as
accomplishments. (CICA, 2011, p. 6)

KEY ELEMENTS

Organizational purpose

Background information helps readers understand the organization and environment
in which it operates - it is the setting for the organization’s story. This could include a
brief background on the organization and its activities, an explanation of the geographi-
cal area or population served, a description of the particular sector, and any significant
implications of the regulatory framework the organization works within.

Mission/Vision

The organization’s vision and mission should be central to the annual report. After all,
that’s what the organization is all about. The mission can be referenced throughout the
report, as it relates to the information presented, including financial information. The
report should explain how the activities and programs over the past year moved the or-
ganization closer to achieving its vision, and how the organization’s financial results and
the stewardship of its resources support its ability to deliver on its mission.

Strategy

The next step is to describe the organization’s strategy, which involves identifying long-
term goals and objectives, and the scope of activities or programs through which these
are to be achieved. This can provide helpful context for the stakeholder. The organiza-
tion’s strategic plan should include the milestones, measures, or markers used by man-
agement to determine whether progress is being made. These measures may be financial
or non-financial, but in both cases, emphasis should be on outcomes (what the organi-
zation has achieved) and impacts (what difference has been made), rather than outputs
(what the organization has done). These measures demonstrate to stakeholders what
their funding has achieved rather than just telling them how it was spent.

Goals and performance

Once the strategy has been outlined, the next step is to reflect on the results of this
strategy, including how the activities of the year related to the organization’s strategy
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and mission. Organizations striving to be truly accountable can go beyond the standard
annual report’s anecdotal success stories, providing greater detail and context. Reports
that demonstrate true accountability will be balanced and clearly address areas in which
objectives were not achieved. Taking ownership of outcomes, both positive and negative,
is an important aspect of accountability.

Risks and opportunities

Reporting on outlook can flow naturally from the discussion of the organization’s per-
formance and its successes and failures in achieving its goals. Integrated into the discus-
sion of future goals can be a review of the risks facing the organization, including the
factors both within and outside the control of the organization, which may affect its
ability to meet its goals.

In dealing with risk and risk mitigation, organizations need to identify opportunities
and ensure that potential negative consequences are managed. Accordingly, this section
of the narrative should also address significant opportunities. For example, one orga-
nization providing emergency medical transport noted that its service agreement with
a government agency provided the opportunity for further integration in emergency
preparedness.

Many organizations are uncomfortable providing information about risks. However, ef-
fective reporting of risk and risk management can go a long way toward both managing
expectations and building trust with stakeholders. This is not to say that every potential
risk should be discussed - only the most important should be addressed in the report.
For example, one organization’s annual report addressed the long-term concern around
ongoing stable funding. This was a significant risk to the organization, given that (a)
certain special funding that they were receiving was only for a two-year period; (b) 80%
of their funding came from government grants and contributions; and (c) there were
large federal and provincial deficits that could impact future government funding. The
annual report compared government funding to other sources of revenue and noted the
organizations fiscal strength, which could be quantified by reviewing the financial state-
ments posted on the organization’s website. Disclosing the risk in this manner helped to
facilitate stakeholders” assessment of the organization’s resilience. Therefore, done cor-
rectly, effective risk disclosure can not only help stakeholders identify areas of potential
need and assess the organization’s sustainability but can also help them understand the
organization’ resilience and ability to respond to risks.

Financial and non-financial highlights

CICA recommends that annual reports contain the complete financial statements, includ-
ing the notes to the financial statements. If audited statements exist, they must be readily
available if they are not included in the report. Many organizations, however, choose to
disclose only summary financial information. In that event, it is important that the sum-
mary financial information relate back to and be consistent with the complete financial
statements and any information disclosed elsewhere, such as in reports to funders and
regulatory filings. Inconsistent information can hurt an organizations credibility with
stakeholders and its reputation in the community.
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Narrative reporting should integrate the financial information into the organization’s
story and relate the financial data to the non-financial information. Narrative reporting
presents an opportunity to capture important points not included in the financial state-
ments and can be used to explain things that may not be readily evident. The narrative
should explain the “whys” and connect the dots - it should not just repeat the informa-
tion contained in the financial statements.

Given the current interest by stakeholders in all aspects of fundraising, including the
methods used by organizations and the associated costs and compliance with external
programs such as those of Imagine Canada, the annual report can provide an excellent
opportunity for organizations to put their own methods and measures into perspective.
For example, in United Way Toronto’s (2010) Report to the Community, the financial
information shows pledge losses at 1.55% of the total revenue campaign. Using the nar-
rative, the organization points out that they managed these pledge losses so as to con-
tain them at a rate lower than the previous fiscal year, ensuring more dollars flowed to
the community. Providing this narrative gave stakeholders the explanation necessary to
contextualize the declining state of funding.

The choice of information inclusion and the way in which financial information is pre-
sented in the annual report is important. Rather than attempting to discuss every line of
the financial statements, organizations should focus on a few key issues that will be most
useful to their stakeholders, making the information more understandable for those with-
out a financial background, with the use of tools, charts, ratios, and trends over time.

Organizational structure and leadership

Stakeholders are interested in the structure and leadership of the organization - but not
simply as a list of names. The most effective reports focus on how management and the
organizational structure support the organization in achieving its mission. This allows
stakeholders to assess the strengths of the organization’s leadership and the mechanisms
in place to ensure effective stewardship.

Leadership responsibilities and the organization’s relationship to other organizations
(chapters, subsidiaries, et cetera.) can be explained so that stakeholders can see where
decision-making power and accountability lie.

The strengths of the management team can be highlighted and changes in the senior
leadership of the organization can be disclosed along with any major trends in staffing.
Succession planning is also often an important issue that merits discussion.

Another key area of stakeholder interest in the current climate is that of executive compen-
sation. While all organizations may consider including a discussion about the organiza-
tion’s compensation practices and philosophy, organizations may vary in how much detail
they include in their report, particularly given varying legislation and regulations.

Governance

Boards, board structures, and governance vary widely throughout the nonprofit sector
and disclosures can play a significant role in improving stakeholders’ understanding of
the organization. Annual reports may address a number of governance issues, such as

SHIENEIELD / Accountable Reporting for Nonprofit Organizations

The Philanthropist

2012 / VOLUME 24 « 3

177



The Philanthropist

2012 / VOLUME 24 « 3

178

board mandate, governance structure, a list of board members, and even compliance
with external standards or best practices relating to governance, which can provide a
competitive advantage when compared to other organizations. Discussion of the organi-
zation’s board of directors can also help stakeholders assess the strength and sustainabil-
ity of the organization, as well as leading to improvements in governance arrangements
as the organization works to demonstrate best practice. Ultimately, this can also help
board members protect their reputation.

WRITING THE REPORT: THE LOGISTICS

Given the number of potential areas to be covered in the annual report, organizations
need to determine what information will be most useful to stakeholders to best commu-
nicate the organization’s story. Financial statements, organizational objectives, board
meetings, media coverage, other filings, comparator or exemplary disclosures, and ex-
ternal factors that played a role in the year’s results and which may affect next year’s
performance can all be considered to help determine the most important and relevant
issues to cover in the report.

Organizations also need to consider who will take responsibility for reporting. This will
vary largely depending on the size and type of organization. A large organization may
have a dedicated person on staff in charge of communications or public relations, as
well as a communications committee of the board, whereas a small organization may
rely on the Executive Director, a volunteer, or a board member or committee to prepare
the annual report. Regardless of who drafts the report, it should be approved by the
Executive Director and the full board of directors.

In terms of the structure and format of the report, the key is to make the information
understandable and accessible. The tone of the document is of critical importance and
should reflect a fair and balanced approach. It should be written in plain language and
should be understandable to somebody who is not familiar with the organization. Effec-
tive reports often have an introductory section or executive summary that contains the
overall message and a summary of key information. The use of colour, charts, tools, and
so on can help break up large blocks of text and highlight key facts. As well, including
feedback from users about programs and services will help to heighten readers’ interest
in the report.

Many organizations print hard copies of their report, which are made available to mem-
bers and other stakeholders at annual general meetings, major fundraising events, and
other opportune times. An increasing number, however, are choosing to report electron-
ically, and are making the report available on their website or on CharityFocus, a new
one-stop web portal for information about Canada’s 85,000 plus registered charities.
Depending on the organization’s stakeholders, other forms of communication, such as
additional languages or Braille, may also be necessary.

While there are no legal or regulatory requirements regarding the timing of the report,
it should be issued within a reasonable period of time following the finalization of the
financial statements for the period in question. The longer the delay in releasing the re-
port, the less valuable the information will be to the organization’s stakeholders. Many
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Developing an annual report or revamping an existing one may strike some organiza-
tions as yet another thing that takes time and focus away from the organization’s mis-
sion. However, effective reporting is a key way to demonstrate accountability which, in
turn, improves stakeholder relations, helps to attract volunteers, partners, and funders,
and builds and maintains the trust of the community — all of which are critical to the
organization’s ability to successfully deliver on its mission.
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