SARBANES-OXLEY ACT OF 2002

Recent scandals in the for-profit world have highlighted the importance of integrity within each organization.  Fraud prevention has recently been addressed in new legislation and accounting standards.  This new level of fraud awareness applies to nonprofit organizations just as much as it does to for-profit entities, and it is therefore important that nonprofit organizations, such as local churches and conference offices, establish a means for employees and others to report concerns about misconduct, dishonesty, or fraud.

One of the results of the problems in the for-profit world is the Sarbanes-Oxley Act of 2002 (SOX).  This legislation is real and it has teeth.  Currently, it is primarily focused on public entities, but it does effect non-profit organizations in two areas.  Aside from the legislative requirements presented to ministries, prudence, good stewardship and a pursuit of best practices calls us to implement those things pertaining to nonprofits.  In addition, when your state develops SOX-related legislation you need to comply.  For example, four states have passed legislation setting thresholds for nonprofits to file audited financial statements.
· California’s Nonprofit Integrity Act requires charitable organizations with gross revenues of $2 million or more to file audited financial statements.  Note that religious organizations are not subject to the Nonprofit Integrity Act.

· Connecticut requires nonprofits with annual gross revenues greater than $200,000 to file an audited financial statement.

· Kansas required nonprofits that receive contributions in excess of $500,000 annually to file audited financial statements.

· New Hampshire requires nonprofits with annual gross revenue of at least $500,000 to file audited financials.

From a stewardship and overall business prudence perspective, all ministries should become aware of the basic issues SOX addresses and voluntarily comply where reasonable and feasible.  The trend regarding SOX and other legislative oversight continues to move in the direction of nonprofits, including churches.

The Board of Administration has requested that we share with you the particular Sarbanes-Oxley Act information that is currently applicable to local churches and conferences.  The two areas are described below and sample policies are attached for you to use in creating policies applicable to your situation.

Whistle-Blower Protection.  One of the two provisions of the Sarbanes-Oxley Act of 2002 that applies to nonprofit organizations (the other provision relates to document retention) is the legal protection of whistle-blowers.

The Act makes it illegal for a corporate entity (local church) to punish whistle-blowers who report suspected illegal activities in the organization.  Punishing a whistle-blower in any way is a criminal offense.
A sample Policy on Suspected Misconduct, Dishonesty, Fraud, and Whistle-blower Protection is attached.  You should adapt it to your local setting and must periodically (e.g. annually) make people aware of it.

Records Retention.  It is important to properly maintain corporate documents and records.  A recommended Records Retention Policy is attached for your use.  Records are divided between accounting and legal documents.  You will note that some records are considered permanent and must be retained as long as the church exists.  NOTE: Before destroying any conference or local church records, please check with the conference, local church, and/or World Ministries Center historian to see if he/she wishes to keep the records.

Many of your records may be destroyed after three, four, or seven years according to the policy.  This may be good news for some of you who have kept records for many years because of not knowing if it is permissible to get rid of the records.

Any questions pertaining to these policies may be referred to Gary Kilgore at 1-800-342-5531.
