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OUTLINE OF GOVERNANCE TOOL BOX

Vol. I: Tools for identifying, recruiting and developing a Board

Issue 1:Characteristics of Board Member - Click here to download

Issue 2: What materials to be shared with the Board Members - Click here to download

Issue 3: Board Members commitment sheet (to be reviewed every year)- Click here to download

Issue 4:Areas to be covered in Board Orientation process - [Click here to download

Issue 5: Board Diversity Matrix - [Click here to download

Issue 6: Board Size - Click here to download

Issue 7: Source for Potential Board Members & Creating a support database - [Click here to download

Vol. Il: Job description (Including do’s and don’ts)

Issue 1: Chairperson (Including do’s and don’ts ) - Click here to download

Issue 2: Vice-Chairperson- Click here to download

Issue 3: Board Members- - Click here to download

Issue 4: Secretary - (Click here to download

Issue 5: Treasurer - Click here to download

Vol. I11: Board Evaluations

Issue 1: Board Evaluation Form - [Click here to download

Issue 2: CEO performance appraisal form - [Click here to download



http://fmsfindia.org.in/publication_upload/gov-series/gsv1i1.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i2.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i3.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i4.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i5.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i6.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv1i7.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv2i1.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv2i2.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv2i5.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv2i4.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv2i3.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv3i1.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv3i2.pdf

Vol. I1V: Board Committees

Issue 1: Executive Committees - [Click here to download

Issue 2: Audit Committee - Click here to download

Issue 3: Finance Committee - Click here to download

Issue 4: Human Resource Committee - [Click here to download

Issue 5: Program Committee - [Click here to download

Vol. V: Policies

Issue 1: Human Resource Policy - Click here to download

Issue 2: Conflict of Interest Policy

Issue 3: Finance Policy

Issue 4: Gender Policy

Vol. VI: Conducting Meetings/Making Decisions

Issue 1: Notice

Issue 2: Setting the Agenda

Issue 3: Writing Minutes

Issue 4: Taking Resolutions

Issue 5: Attendance

Issue 6: Following up on Decision

Issue 7: Evaluating a Board Member



http://fmsfindia.org.in/publication_upload/gov-series/gsv4i1.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv4i2.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv4i3.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv4i4.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv4i5.pdf
http://fmsfindia.org.in/publication_upload/gov-series/gsv5i1.pdf

Vol. VII: Creating a Board Manual

Issue 1: Need for the Board Manual
Issue 2: Organization Essentials

Issue 3: Board Structure and Processes
Issue 4: Board — ED Relations

Issue 5: Executive Parameters

Issue 6: Review of Board Manual
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1. INTRODUCTION

A Policy is a set of coherent decisions with a common long-term purpose. Policies normally have two
essential elements — policy objectives, the ends and policy instruments, the means. In an organization,
policies act as the standard operating protocol adopted for effective implementation of plans, project and

programmes. Conflict of Interest Policy is one such organizational policy.
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2. WHAT IS CONFLICT OF INTEREST?

Conflict of interest is a situation where a person has interest in different capacities. Interest in different
capacities may be understood as a situation wherein a person has a fiduciary responsibility of promoting
an interest, but has another competing interest at the same time. When the competing interest is exercised
over the fiduciary interest, this situation is termed as Conflict of Interest. In simple terms, when an

interested person is also involved in the decision making, it is termed as conflict of interest.

2.1. lllustrations for conflict of interest in an organization
When the decision making person of an organization is involved in the following transactions,
conflict of interest situation can arise:

e Appointing relatives in board or senior management;

e Selecting a vendor who is a relative;

e Deciding and Paying of fees/remuneration to self or relatives;

e Purchasing/Leasing a property for organization from a relative or self;

o Selling/taking on lease a property for organization from a relative or self;

e Having Directorship or Managerial position in other competing organization(s);

e Providing consultancies in personal capacities;

e Having personal interest in any decision or resolution;

e Having relations/ownership or substantial interest in an organization giving or receiving

donations.

2.2. Who is an Interested Person?

Whenever a person involved in decision making has another competing interest as illustrated in
section 2.1, she/he should be considered as an interested person. Generally, the following persons are
involved in the decision making process and may face a conflict of interest while making decisions:

e Founder(s)

e Board Members/Trustees

e Senior Management: Executive Director, Chief Executive Officer, Chief Finance Officer,

other Head of Departments etc.
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3. WHAT IS CONFLICT OF INTEREST POLICY?

Conflict of Interest Policy is a guiding document which sets the standard operating protocol of an
organization to be adopted wherever the organization or an individual in the organization has a Conflict of

Interest.

3.1. Objectives of Conflict of Interest policy - ‘The Ends’

Conflict of Interest policy helps the organization to establish robust structures and procedures to be
adopted in case a conflict of interest is identified. Following are the key objectives of a Conflict of
Interest policy-

e To provide guidelines for identification of the conflict of interest

e To provide formal procedures to be adopted in case of a conflict of interest

e To provide clear reporting structures that spell out the nature and persons having a conflict
of interest

e To provide guidelines to the individual/organization for avoiding/managing issues of

conflict of interest

3.2. Procedure to handle Conflict of Interest — “The Means’

The conflict of interest within the organization should be handled with due transparency and the
decision should be made in the interest of the organization instead of the interest of an individual
involved in decision-making. For example, in case of selection of an employee in an organization,
the proper handling of conflict of interest ensures that all applicants get a fair chance of selection

irrespective of his/her relationship with the employer.

Irrelevant of the size, nature or area of operation of an organization, there are three steps to handling
Conflict of Interest issues. The procedure starts with Identification, followed by Disclosure and

Decision-making.

i. ldentification

All Conflict of Interests should be duly identified by the persons holding an office, Board

Members, and Senior Management team of the organization.
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The “Related Party Questionnaire” is a relevant tool for identification of Conflict of Interests. The
format of the Related Party Questionnaire may be referred from Annexure 1.

ii. Disclosure

Once the Conflict of Interest has been identified, the disclosure shall be made by all the interested

parties. As a good practice the disclosure shall be submitted as per the following:

Person with Conflict of Interest Disclosure to be submitted to
Employees »  Senior Management
Senior Management > Board
Board Members > Chairman

Board Members

v

Chairman

An organization may however adopt a different system for submission of disclosure. Such

disclosures may be submitted either annually or upon occurrence of a conflict of interest.

iii. Decision Making

Once the disclosure is made by all individuals, the decision regarding such transactions/events
may be made by the Board or the concerned Department/Committee. Person(s) having a conflict
of interest should refrain from being part of such processes. This would ensure transparency and
fair decision making in the process. It should be ensured that all such processes of decision

making are duly documented, i.e. the minutes of the proceedings should be duly recorded for

future reference.

3.3. How to Develop a Conflict of Interest policy?

A conflict of interest policy can be developed within an organization by following the below

suggested process:
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Step 1: Need Establishment

The organization should have an internal discussion on the need to have a Conflict of Interest policy.

This discussion should be led by the Board.

Step 2: Formation of Drafting Committee

The Board should form a Committee to prepare a draft of the policy. The key issues and requirements
should be discussed within the team for a better understanding of the members. As a good practice the
Drafting Committee should comprise of the following members:

e At least one Board member

Executive head/ Chief Functionary

Representative from Finance team

Representative from HR/Administration team

Representative from Programme Team

Step 3: Preparation of Draft

The Drafting Committee should prepare the draft of the policy after discussions. While preparing the
draft, the Committee should define the scope and purpose along with the procedures to be adopted.
This will help the stakeholders to acquire a better understanding of the applicability and purpose of
the policy. The Committee may also seek advice from external experts. However, suggestions from

experts should be included only after obtaining a unanimous consent of the Committee members.

Step 4: Review of the Draft

The draft should then be reviewed individually by each Drafting Committee member. The
suggestions should be placed before the Committee which should be incorporated with majority

acceptance.

Step 5: Approval

Once the Drafting Committee is satisfied with the draft, it is shared with the Board for their approval.

|
NPO Governance Tool Box Series, Vol. 5, Issue 2

|
9



After receiving the draft, the Board may make the desired changes in the draft or direct the drafting
committee to make certain changes and thereafter approve the policy after unanimous consent within
the Board members.

3.4. What should be the content of the Conflict of Interest policy?

Broadly, an ideal Conflict of Interest Policy should contain the following contents:
a) Preamble/Introduction to the policy
b) Aim of the policy
c) Scope or the coverage of the policy
d) Objectives of the policy
e) Definitions of the technical words in the policy
f) Procedures for handling the conflict of interest
g) Addressing the violations of policy
h) Procedure for the reviews and amendment to update the policy
i) Declaration for the acceptance and date of adoption of the policy with signatures of the board

members

Please refer Annexure 2 for the template of Conflict of Interest Policy.

4. CONCLUSION

It should be understood that the policy on Conflict of Interest is merely a tool for handling the cases of
identified conflict of interests. The policy does not ensure addressing all the potential cases until and
unless the cases are identified. Further, the identification of the cases is subjective to the integrity and
conscience of the persons concerned. The organization should ensure to cultivate a sense of integrity and

accountability within all its stakeholders for a better management of Conflict of Interest.
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Annexure 1
RELATED PARTY QUESTIONNAIRE

S No. Question Response

1 Do you or any related party of yours have any material
interest, direct or indirect, in any completed or pending

transaction?

2 Have you or any related party of yours been indebted to the
organization at any time during your tenure with the
organization? Please exclude amounts due for purchases on
usual trade terms and for ordinary travel and expense

advances.

3 If you have management control of another entity which
could significantly affect the operating results or financial
position of organization, please indicate the nature of the
relationship.

4 Please list all organizations of which either you or a related

person is/are Director, Trustee, Service Provider or Member.

5 | Please list all organizations of which either you or a related

person is an officer or employee.

I hereby declare that the answers to the foregoing questions are correctly stated to the best of my
knowledge and belief.

Signature:
Date:
Name:

Designation:
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I. Definitions for Purposes of This Questionnaire

Q
~—

Related Person: A related person means the same as defined in Income Tax Act 1961 and
Companies Act 2013.

Definition of Relative is given under Sec 2(77) of the Companies Act, 2013. As per the Ministry of
Corporate Affairs Notification issued on the 31st March, 2014, a person shall be deemed to be the
relative of another, if he or she is related to another in the following manner, namely:-

(1) Father:

Provided that the term “Father” includes step-father.

(2) Mother:

Provided that the term “Mother” includes the step-mother.
(3) Son:

Provided that the term “Son” includes the step-son.

(4) Son’s wife.

(5) Daughter.

(6) Daughter’s husband.

(7) Brother:

Provided that the term “Brother” includes the step-brother;
(8) Sister:

Provided that the term “Sister” includes the step-sister.

The Income Tax Act 1961 defines a ‘person’ as:
An individual,
A Hindu undivided family,
A Company,
A firm,
An association of persons or a body of individuals, whether incorporated or not,
A local authority, and
Every artificial juridical person, not falling within any of the preceding
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b) Control: Means the possession, direct or indirect, of the power to direct or cause the direction of the

management and policies of a specified party whether through ownership, by contract, or otherwise.

c) Management: Means any person(s) having responsibility for achieving the objectives of the
organization and the concomitant authority to establish the policies and make the decisions by which
such objectives are to be pursued. It would normally include members of the Board of Directors, the
President, Secretary, Treasurer and Vice-President in charge of an organization and other individual

persons who perform similar policy-making functions.

d) Disclosure: Means disclosure by the Director who has conflict interest of:
= The existence and nature of the Director's conflicting interest, and
= All facts known to the Director respecting the subject matter of the transaction that an ordinarily
prudent person would reasonably believe to be material to a judgment as to whether or not to

proceed with the transaction.
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Annexure 2

TEMPLATE OF A CONFLICT OF INTEREST POLICY

1. Preamble/Introduction
This section shall deal with the introduction of the policy. It shall mention the situations leading to
conflict of interest and the need for the policy on conflict of interest.

2. Aim
This section shall mention the aim of the policy for better understanding of the policy to the reader.

3. Scope
This section shall define the overall applicability of the policy. It shall mention all the individuals and
the office bearers who are covered under the policy.

4. Objectives
The objectives of the policy as per the organizational context shall be mentioned in the policy.

5. Definitions
The policy shall also incorporate the definitions of the technical words in the policy for better
understanding of the policy to ensure that the reader infers the same meaning to a statement with
which it was incorporated in the policy.

6. Procedures
The procedure for the management of conflict of interest shall be duly mentioned in detail. It shall
describe the process for identification of the conflict of interests and the disclosure procedure. It shall
deal with all the required actions to be performed, or not to be performed by an individual in case of
conflict of interest.

7. Violations of Policy
The policy shall also describe the procedure to be adopted in case a violation to the policy is
identified.

8. Reviews and amendment
The document shall also describe the procedure for review and amendments of this policy.

9. Declaration

The last page of the policy document shall contain a declaration stating the date of the adoption of the
policy in the organization which shall be duly signed by the Board members which represent the
acceptance of the policy by the members.
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Watch out for the next issue on “Policies — Finance Policy”

Published by Mr. Sanjay Patra on behalf of
Financial Management Service Foundation
ACCOUNTABILITY HOUSE, A-5, Sector 26, NOIDA-201 301
Tel: 91-120-47732200 | Fax: 91-120-4773299 | Email: fmsf@fmsfindia.org
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FMSF launched a 4 Modules Certificate program on Governance in July 2012. The
programme provides a comprehensive understanding on Governance of an organization. This
is completely an e-based program. The 8" Batch will commence in March 2016. Please

download the brochure from our website www.fmsflearningsystems.org

NPO GOVERNANCE PROGRAMME

LIMITED SEATS!!!

.

= TR\ REGISTRATION
) ' NOW OPEN

HURRY
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LATEST PUBLICATIONS OF FMSF

Finance & Legal Handbook for NPOs 4th Edition

About the Book:

A comprehensive handbook that gives a detailed overview on various
Finance, Legal, and Governance aspect of NPOs. This is a well researched
book of more than 600 pages and written in a layman’s language. This 4th
edition provides insights into many new areas that require more attention in
the fast changing scenario for voluntary organizations.

To order the above book mail to fmsf@fmsfindia.org, the DD /Cheque
for the same should be in favour of Financial Management Service
Foundation payable at NOIDA. Please include Rs. 50 per book towards
shipping and handling charges.

You can also order your copy online logon to our website
www.fmsfindia.org

Comprehensive commentaries on FCRA 2010

About the Book:

This is an extensively researched book of more than 400 pages This book
provides comprehensive commentaries on the Foreign Contribution
(Regulation) Act, 2010 and Foreign Contribution (Regulation) Rules, 2011. It
covers all possible controversies and critical issues of FCRA. It is in a
layman’s language for easy dissemination

To order the above book mail to fmsf@fmsfindia.org, the DD /Cheque for
the same should be in favour of Centre for Promoting Accountability
payable at NOIDA. Please include Rs. 50 per book towards shipping and
handling charges.

You can also order your copy online logon to our website www.fmsfindia.org

Published by:
FMSF (2012)

Price: Rs 1100/-

(Offer Price Rs. 800/-)

Published by:
FMSF (2012)

Price; Rs 895/-

(Offer Price
Rs.600/-)
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