
LIGHTHOUSE FOR THE BLIND AND VISUALLY IMPAIRED

CONFLICT OF INTEREST POLICY

Article I:  Purpose

This conflict of interest policy is designed to foster public confidence in the integrity of LightHouse and to protect LightHouse’s interest when it is contemplating a transaction or arrangement that might benefit the private interest of an officer, director, substantial donor, or other person who has substantial influence over LightHouse.  (As defined in Article II below, this Policy refers to such persons as Insiders.)

Conflicts of interest can occur not only when LightHouse is the counterparty to a transaction with an Insider.  A conflict of interest can also arise when an Insider stands to benefit from an arrangement or even a proposed arrangement between LightHouse and a third party.  Exhibit A to this Policy lists some examples of situations involving a conflict of interest.

Because LightHouse is a charity and relies on the goodwill of the community for support, we must protect its public image by avoiding even the appearance of a conflict of interest.  Following this Policy can help anticipate situations in which, although an actual conflict of interest does not yet exist, the appearance of a conflict of interest and its attendant public and private perceptions could occur. 

Of course, there are many possible scenarios in which a conflict-of-interest transaction might benefit LightHouse—for example, when an Insider offers professional services for much less than the market rate.  On the other hand, it is often difficult to weigh potential benefits against risks until an objective panel has had the opportunity to examine all the relevant evidence.  What an Insider perceives as an unqualified “good deal” for LightHouse may, on objective examination, raise significant questions.  Accordingly, it is crucial that LightHouse follow the procedures outlined in this Policy even when it appears at first glance that a transaction with an Insider would clearly benefit LightHouse.  LightHouse should also be alert to situations that, while technically falling outside this Policy, could nevertheless place the public image of LightHouse at risk.
Article II:  Definitions

Insider means a person with substantial influence over LightHouse.  The following persons are deemed to have substantial influence over LightHouse, and therefore are considered “Insiders” for the purposes of this policy:

1. Each member of the Board of Directors. 

2. The chair, president, each vice president, secretary, treasurer, executive director, chief executive officer, chief operating officer, chief financial officer and chief development officer, or any person with the responsibilities of any of these positions (whether or not the person is an officer of LightHouse under LightHouse’s Bylaws and the California Corporations Code).  
3. Such persons’ spouses, ancestors, children, grandchildren, great-grandchildren, brothers, sisters, and the spouses of their children, grandchildren, great-grandchildren, brothers, and sisters.

4. Any entity in which a person listed above holds more than 35 percent of the control.  

5. Any other person whom the Board, based on the facts and circumstances, determines to have substantial influence over LightHouse.  Such persons may include a substantial contributor to LightHouse, a person with managerial authority over LightHouse, or a person with control over a significant portion of LightHouse’s budget.  

6. Any person who met one of the above definitions at any time during the five years before the proposed transaction.

Interest means an interest, whether financial or not, that may influence a person’s judgment.  An objective test is applied to determine whether an interest is present: whether the stake of the person in the transaction is such that it reduces the likelihood that the person can render an impartial decision in the best interests of LightHouse.  Any person with an interest may be referred to as “interested”.  Financial interests include, but are not limited to, situations where the person has, directly or indirectly, through business, investment, or family:

1. An ownership or investment interest in any entity with which LightHouse has, or proposes to enter into, a transaction or arrangement; or

2. A compensation arrangement with any person or entity with which LightHouse has, or proposes to enter into, a transaction or arrangement; or

3. A potential ownership or investment interest in, or compensation arrangement with, any entity or individual with which LightHouse has, or proposes to enter into, a transaction or arrangement.

Person means any individual, trust, estate, partnership, association, company, or corporation.

Article III:  Procedures
1.
Duty to Disclose

a.  Upon learning of a proposed transaction.  Promptly upon learning of a proposed transaction being considered by LightHouse in which an Insider or employee has a stake, the Insider or employee shall disclose to the Chair all material facts regarding his or her interest (including relevant affiliations) in the proposed transaction. 
b.   Proposing a transaction.  If an Insider or employee himself or herself wishes to propose a transaction with LightHouse, he or she must first approach the Chair with all material facts regarding his or her interest (including relevant affiliations) in the transaction he or she is proposing. 
c.  In either case.  If there is a question as to whether at least one person involved in the proposed transaction is an Insider, the Chair shall present this issue to the Executive Committee, and the Executive Committee shall resolve the matter.

If the Chair himself or herself anticipates being a party to a conflicted transaction, he or she shall promptly present the issue and all material facts regarding his or her interest (including relevant affiliations) to the Board directly.  Whether a conflict of interest exists, and if so, whether the transaction should nevertheless be approved, shall be the decision of the Board as provided below in Article IV. 
2.
Determining Whether a Conflict of Interest Exists

With regard to an employee who is not an Insider, the Chair shall determine whether a conflict of interest exists. 

With regard to an Insider, after receiving initial disclosure, the Chair shall promptly call an Executive Committee meeting to allow the Insider to disclose to the Executive Committee all material facts regarding his or her interest (including relevant affiliations) in the transaction, and to answer any questions from the Executive Committee.  The Executive Committee shall determine if a conflict of interest exists.  If the Insider is a member of the Executive Committee, he or she shall not be present during the Executive Committee’s discussion or determination of whether a conflict of interest exists.

With regard to both Insiders and employees who are not Insiders, the Chair, or, as the case may be, the Executive Committee, shall also consider whether a proposed transaction or arrangement would harm the public image of LightHouse, even if an actual conflict does not exist.  In such a situation, the Chair, or the Executive Committee, shall take such action as he, she or they deem appropriate under the circumstances, including but not limited to rejection of the proposed transaction or arrangement. 
3.
Procedures for Addressing a Conflict of Interest

If the Chair determines a conflict of interest exists, with regard to an employee who is not an Insider, the Chair shall ascertain that all material facts regarding the transaction and the employee’s conflict of interest have been disclosed, and decide the appropriate response by LightHouse.    

If the Executive Committee determines that a conflict of interest exists with regard to an Insider, the Board shall follow the procedures set forth in Article IV in order to decide whether to enter into the transaction and, if so, to ensure that the terms of the transaction are reasonable.  
Article IV:  Review by the Board

The Board shall deliberate on the transaction in the absence of the interested person.  A director shall not vote on any transaction in which he or she has an interest, and shall not be present during the Board’s discussions or determination, other than to answer any questions the Board may have.
If appropriate, and either prior to or after the Board’s initial deliberation on the transaction, as fits the circumstances, the Executive Committee shall appoint a disinterested person or committee to investigate alternatives to the proposed transaction or arrangement, and to compile data regarding comparable transactions and arrangements.

The Board shall ascertain that all material facts regarding the transaction and the Insider’s conflict of interest have been disclosed to the Board, and shall review appropriate data to ascertain whether the proposed transaction is fair and reasonable to LightHouse.  
After the exercise of this due diligence, the Board shall determine whether LightHouse can obtain with reasonable efforts a more advantageous transaction or arrangement from a person or entity that would not give rise to a conflict of interest.  If a more advantageous transaction or arrangement is not reasonably possible under circumstances not producing a conflict of interest, the Board shall determine whether the transaction or arrangement is in LightHouse’s best interest, for its own benefit, and whether it is fair and reasonable to LightHouse.  The Board shall make these findings without the vote of any interested directors.

If the Board finds that LightHouse cannot obtain with reasonable efforts a more advantageous transaction or arrangement from a person or entity that would not give rise to a conflict of interest, and also finds that the transaction or arrangement is in LightHouse’s best interest, for its own benefit, and fair and reasonable to LightHouse, then the majority of disinterested directors then in office may approve the transaction.  If the transaction does not involve an interested director, the transaction can also be approved by the Board or Executive Committee by majority vote. 

Notwithstanding the approval of a transaction or arrangement pursuant to the above procedures, LightHouse shall not enter into any transaction in which a sum of more than $50,000 would be paid to any Insider or employee in any calendar year.    The $50,000 per calendar year limit described in this paragraph shall not apply to the reasonable compensation of a LightHouse employee for services as an employee.
Article V:  Records of Proceedings

The minutes of any meeting of the Board and the Executive Committee pursuant to this policy shall contain the name of each director or other Insider who disclosed or was otherwise determined to have an interest in a proposed transaction or arrangement, and the nature of the interest; the members of the Board or Executive Committee who were present during the debate on the transaction, those who voted on it, and to what extent interested directors were excluded from the deliberations; the comparability data obtained and relied upon by the Board and how the data was obtained; and the result of the vote, including, if applicable, the terms of the transaction that was approved and the date it was approved.  The records must be prepared by the later of the next meeting of the Board or 60 days after the final action of the Board with respect to the transaction, and must be approved by the Board or Executive Committee within a reasonable time afterwards.  

Article VI:  Certifications
Each director, officer, and employee shall annually sign a certification in the form of Exhibit B hereto. 
All such certifications shall be filed with the minutes of the meetings of the Board of Directors.

Article VII:  Violations


 
If the Chair has reasonable cause to believe that an employee who is not an Insider of LightHouse has failed to disclose actual or possible conflicts of interest, he or she shall inform such employee of the basis for this belief and afford the employee an opportunity to explain the alleged failure to disclose.  If, after hearing the employee’s response and making further investigation as warranted by the circumstances, the Chair determines that the employee has failed to disclose an actual or possible conflict of interest, the Chair shall take appropriate disciplinary and corrective action.  

 
If either the Executive Committee or the Board has reasonable cause to believe that an Insider of LightHouse has failed to disclose actual or possible conflicts of interest, it shall inform such Insider of the basis for this belief and afford the Insider an opportunity to explain the alleged failure to disclose.  If, after hearing the Insider’s response and making further investigation as warranted by the circumstances, the Board or Executive Committee, as applicable, determines that the Insider has failed to disclose an actual or possible conflict of interest, the Board or Executive Committee, as applicable, shall take appropriate disciplinary and corrective action.  

Article VIII:  Annual Reviews
To ensure that LightHouse operates in a manner consistent with its charitable purposes and its status as an organization exempt from federal income tax, the Board shall authorize and oversee an annual review of the administration of this conflict of interest policy.  The review may be written or oral.  The review shall consider the level of compliance with the policy, the continuing suitability of the policy, and whether the policy should be modified and improved. 

Article IX:  Legal Standards

LightHouse and its directors and officers shall adhere to fiduciary duty and conflict of interest rules imposed by law, including those contained in the Internal Revenue Code and the California Nonprofit Public Benefit Corporation Law.  

EXHIBIT A

Examples of situations involving a conflict of interest
Situation 1:  Direct personal conflict; $50,000 threshold
A Board member owns a commercial facility and is interested in selling it to LightHouse for a price 50 percent below its fair market value.  The proposed transaction involves a conflict of interest and must be approved by the rest of the Board, despite the apparently clear benefits to LightHouse.  However, if the transaction requires that LightHouse pay the Board member more than $50,000 in a calendar year, LightHouse cannot enter into the transaction at all.
Situation 2: Conflict due to personal interest in possible transaction
LightHouse has never engaged management consultants, but a director, who is a management consultant and believes they greatly benefit nonprofits, thinks that LightHouse should.  The director attempts to persuade the Board that LightHouse should consider hiring a management consultant.
This situation has serious potential to lead to a future conflict of interest, because if the Board or Executive Committee agrees to hire a management consultant, the proposing director is a possible candidate for the job.  Even though no current conflict of interest exists, in the interests of maintaining the highest standards of integrity, the consultant director should follow this Policy and first approach the Chair with his or her opinion, even though there is no specific contract involved and LightHouse has not yet determined whether it should hire a consultant.  
Note that if the issue of hiring a management consultant were to be raised by someone other than the consultant director, there would be no need to first approach the Chair.  Nevertheless, due to the potential conflict, the consultant director should disclose the potential conflict when he or she becomes aware of the proposal.

Situation 3: Conflict due to a family member

LightHouse is seeking to retain an attorney to represent it in a labor dispute. An officer’s son is a partner in a local law firm, and the officer presses LightHouse to engage the services of the firm.  Even though the officer herself will not have a direct pecuniary interest in the arrangement, a conflict nevertheless exists between the officer’s family interests and her duty of undivided loyalty to LightHouse.  LightHouse should follow the procedures in this Policy.  Pursuant to this Policy, LightHouse should also not engage the law firm if it appears likely that such engagement would increase the firm’s compensation to the officer’s son by $50,000 in a calendar year.
Situation 4:  Conflict involving overlapping boards
LightHouse is seeking to enter into a contract with another charity, on whose Board a LightHouse director also sits.  Even though the overlapping director’s roles on both Boards involve no pecuniary gain to him, there is the potential for a conflict of interest.  The arrangement should be subject to this Policy.
Situation 5:  Transaction involving a substantial donor 
A substantial donor owns a technology company that sells devices useful to the community that LightHouse serves.  The donor approaches LightHouse to try to persuade LightHouse that it should consider recommending these devices to LightHouse’s clients.  Under the circumstances, there is a conflict of interest, because the donor’s contributions to LightHouse may present the appearance of undue influence over the organization’s endorsement decisions.  The arrangement must be cleared in accordance with this Policy.  
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