
   Barry VanderKelen     

The following ethical situation is 
fictional. How would you proceed?  

Janet Smith left her CPA practice at 
an accounting firm and was excited 
to become chief financial officer at 
Stages, one of the area's most re-
spected nonprofits. The previous 
CFO had worked at the organization 
for many years but recently moved 
to the Midwest to be closer to fam-
ily. Stages uses theatrical produc-
tions as psychological and occupa-
tional therapy for marginalized, dis-
abled and at-risk members of the 
general community. Its reputation is 
strong and it has a wide following. 
Shortly after joining the staff, how-
ever, Smith realized that the finan-
cial statements were not accurate. 
In fact, there hadn't been an audit of 
the statements in two years. All of 
the representations in the annual 
report, reports to funders and filings 
with the IRS had errors. Documen-
tation was missing. What records 
existed were in disarray. As she 
tried to clean up the files, it became 
clear that the management letter of 
an audit would call for extensive 
revisions to the accounting system 
and be critical of the board of  

director's oversight.  
Stages had revenue of $2.1 mil-
lion. It organized three major pro-
ductions in a local theater each 
year and conducted regular acting 
therapy sessions in area schools 
and hospitals.  
The funding came primarily from 
government grants and contracts. 
Wealthy families in the area gave 
generously during the annual fund-
raising campaign.  
The next meeting of the organiza-
tion's board was fast approaching. 
A chief financial officer report was 
required at each meeting. Smith 
hadn't been able to analyze com-
pletely the financial condition of the 
organization but needed to pro-
duce reports for the meeting. It 
would be her first meeting with the 
board and her first financial report.  
Smith asked to meet with the ex-
ecutive director, Mike Jones. He 
was well-known in the community 
and served on statewide and pro-
fessional committees. If he wasn't 
at one of those meetings, he was 
schmoozing donors. Jones left the 
day-to-day operations of the vari-
ous parts of the organization to the 
respective division heads.  
"Mike, I have some serious con-
cerns about our finances," Smith 

said. "The records are not clear, 
and it seems some of the reports 
we've been distributing are incor-
rect." Smith continued and said 
that she would not be able to pro-
duce accurate reports in time for 
the board meeting. She felt as if 
she hadn't had time to build her 
credibility with the board and that 
they might discount her concerns. 
The problems seemed so deep, 
however, that she felt the board 
needed to be informed.  
Jones acted surprised. "Our board 
raises a lot of money for us, and 
they trust us. Is there any way we 
can make gradual changes to our 
reports or even wait until the begin-
ning of next fiscal year to make 
changes?" he asked.  
Is it proper not to share important 
information with the board? Who 
has ultimate responsibility for fi-
nancial disclosure when the chief 
executive officer and the chief fi-
nancial officer disagree? What du-
ties does Smith have to the organi-
zation? To herself?  
If you'd like to share your thoughts, 
please comment at: 
 
www.sanluisobispo.com.I will 
share the responses in a follow-up 
column.  
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Nonprofit Strategies 

Resource Use 

• Support nonprofit leadership 

• Board development/training 

• Strategic planning 
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