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In my December 2018 column I stated that TANGO’s support for the nonprofi t sector and its organizations 
is strong but not unconditional; and, importantly, I added that any critique of the sector or its organizations 
we offer will always be reasoned and principled. In this month’s issue I will discuss one of the principles we 
have in mind, as follows:

 Nonprofi t governing boards have a duty to develop a set of measures and metrics to gauge 
both internal operating functions and the social impact of their
organizations. The applicable measures and metrics should be
prepared in conformance with…fi duciary standards…..  
consistent with applicable benchmarks, data, and known industry 

 standards. 

Let me start by parsing the terms used in this principle and then see how it 
might apply in practice.

First, the claim that boards have a duty to develop a set of measures and metrics is a bold assertion of a 
very high-level standard, so high in fact, that many lawyers, commentators and consultants might not agree 
with me. I’ll come back to this point in a minute. 

Second, we also assert that the “measures and metrics” should gauge both “internal operating functions” 
and the “social impact” of the organization. So, for this to make sense, we must defi ne “measures and 
metrics” as to both “internal operating functions” and as to “social impact.” I’ll come back to this too.

Third, the statement that the measures and metrics should be prepared in conformance with applicable 
fi duciary standards means that they must be prepared seriously and carefully in the context of the mission 
(art museum versus a homeless shelter, for example), and the statement “consistent with applicable 
benchmarks, data, and known industry standards” is there is establish a baseline against which to 
measure – to see how you’re doing relative to your peers and competitors.  Again, I’ll come back to this 
below. 

Having said this, let’s dissect each of the three above assertions.

The fi duciary duty to develop a system of metrics

The claim that directors have a duty to develop metrics may sound surprising to readers. To my knowledge 
(after scouring the literature) the suggestion that there is a fi duciary duty to develop a system of this type is 
not at the top of most nonprofi t consulting and educational checklists or curricula - even though there is an 
abundance of literature in the market about the precise types of metrics that make sense (see below).    

Our argument is founded upon the standard statutory/legal articulation of the powers and responsibilities of 
boards of directors under the nonprofi t corporation law in all fi fty states.  
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The law states clearly that the board has responsibility for all activities, property, and affairs of the 
organization it serves, such that it is a reasonable (if not necessary) to infer the existence of a duty to 
develop metrics: how can you have governance responsibility for an organization without having some 
system in place to determine how it is doing?  (We discuss these aspects of the board of directors in Part 
One of Chapter Three and Chapter Five of our textbook -- The TANGO Nonprofi t Method).

Here is another way to make the same point (but by analogy to the business world): in the business world it 
is axiomatic that the board of directors is responsible for measuring performance – it’s just that it’s easier to 
do so in the business world because the metrics ultimately take the form of numbers assembled in accor-
dance with fi xed auditing/accounting profession standards -- profi tability and the price per share price. (We 
discuss the role of the Independent Auditor in Chapter 11 of The TANGO Nonprofi t Method).

However, the fact that metrics are intuitive and easier to develop in the for-profi t world does not mean 
metrics do not have a place in the nonprofi t world – it just means that it takes more work and analysis to 
develop them.

Two classes of metrics:  internal operations and social impact.

We use the term internal operations to mean the entirety of administrative expenses and overhead costs 
incurred to keep the doors open -- payroll, capital expenses, depreciation, human relations, insurance, 
maintenance, rent, debt service, inventory (if applicable), and the like. The collection of this data is an 
accounting function, but the data can and should be used to quantify (measure) mission deliverables: such 
as the cost per meal at a homeless shelter, the ratio of employees to clients served, and so on. This effort 
requires not only accurate data collection practices, but careful selection of the measurements (ratios) that 
matter (which vary by organization – see below). 

For example, a drug and alcohol treatment nonprofi t may fi nd it relatively easy to measure how many 
people leave the program clean (and the per patient costs of getting them to the exit), but diffi cult to 
measure how many of these clients turned their lives around permanently without relapse (the optimum 
outcome) without bearing the costs of long-term longitudinal studies with former clients to assess long term 
results. This type of metric is possible, but it takes time and resources.

When it comes to the more general “social impact” measures, things are more diffi cult and in some cases 
may not be measurable even though they have important real-world value. 

Using the same alcohol and drug treatment nonprofi t as an example, if a client stays clean presumably his 
or her parents, spouse and children may be able to live better lives, but as real as this benefi t may be to 
them measuring it in anything other than an anecdotal way may not be possible.  

Metrics that make sense for the organization in question.
 
The purpose of this essay is to make the case that directors have a fi duciary duty to pay attention to the 
performance of the organization they serve, and that to that end they must develop a system of metrics 
suitable to the mission of the organization they serve.

While, as stated above, the proposition that the directors have this duty may be new, there is no shortage of 
thought on the desirability (necessity) of metrics, the types of measures that some organizations use, or on 
the best way to way to develop metrics for your organization.

 



    
Having said this, I recommend that readers interested in this topic go to the Website of the National 
Association of Nonprofi t Organizations and Executives (NANOE). In particular, look up NANOE’s “New 
Guidelines for Nonprofi ts.”  Guideline # 5 is entitled “Evaluate Impact: Before, During and After Strategic 
Growth Actions.”  

Guideline # 5 includes an exhaustive analysis of the topic with many suggestion and examples.  It is well 
worth the time and will provide considerable food for thought for any readers interested in learning more about 
this important topic.
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