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FROM:  Thomas J. Lantz, Sr., C.P.A., Chairman of Melwood Board of Directors

DATE:  January 11, 2005

RE:  Comments to the Proposed Rules Regarding the Javits-Wagner-O’Day Program

The Melwood Center, an active and proud JWOD participant, welcomes the opportunity to respond to the proposed JWOD Committee regulations on Governance and Executive Compensation. Melwood thanks the Committee and OMB for taking into consideration Melwood’s comments and recommendations.

Melwood is a nonprofit organization located in Upper Marlboro, Maryland serving individuals with developmental and other disabilities since 1963.  Melwood has been a JWOD participant since the mid nineteen seventies.  It is a large organization with a $72 million budget and approximately $40 million in JWOD contracts.  Melwood provides its consumers residential, job training, employment, personal enrichment, recreational and travel programs as well as international internships.  This year it will directly affect the lives of over 1,850 individuals.  Melwood has a local, state, national and international reputation as a model Social-Entrepreneurial organization.

The Committee’s objective to have non-profit agencies which are awarded JWOD contracts adhere to clear governance standards is one with which Melwood heartedly agrees.  Non-profit organizations must retain the public’s confidence in their integrity and in their wise use of available funds to deliver services to the needy.  Good governance and transparency are important factors in winning and sustaining such confidence and trust.
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Melwood is, however, aware of the Senate Finance Committee’s Staff Report on Governance as well as the National Panel established to develop methods of addressing the Senate’s concerns and, no doubt, achieving the same outcome as the Committee’s proposed regulation.  Melwood therefore strongly recommends that the Committee defer its proposed regulation until this Panel of distinguished national nonprofit leaders completes its work.  This would reduce the disruption that any new regulation causes on the regulated entities.

In direct response to the Committee’s proposed regulation, Melwood emphasizes its endorsement of the Committee’s efforts to make clearer the standards of good governance for non-profits that have been or wish to be awarded JWOD contracts.

The independence of a board of directors from management; a diligent audit committee; reasonable executive compensation determined by clear board decision processes; and avoidance of conflicts of interests are all essential elements of good governance.

Melwood agrees that the reasonableness of executive compensation ought to take into consideration factors that the Committee has identified: size and complexity of the organization; financial condition; geographic coverage; professional and technical qualifications; and experience demonstrating a high degree of successful performance.  In fact, all of these factors are key in setting compensation packages that will attract, retain, and motivate the talent needed for success in meeting a non-profit’s mission and in securing its vision.

We believe, however, that The Committee has erred in introducing comparisons with specific federal employees and in suggesting a presumption that the compensation of a non-profit’s chief executive officer ought not to exceed the compensation of a member of the Senior Executive Service.

The Committee seems to acknowledge the tenuousness of such a comparison by specifically excluding retention allowances and Presidential rank awards.  In addition, the Committee cites a specific annual salary ($207,000) but does not include federal retirement and health benefits in its formula, key elements of federal compensation.  At the same time, the proposed regulations specifically refer to non-profit executive compensation packages, implying the inclusion of such items.
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Also, in reviewing some of the other Committee proposals, such as: “Turns over Board, or other governing authority, on a recurring schedule”, Melwood finds itself in disagreement.  The history of the Melwood Board of Directors will document the value of allowing individuals to remain on the Board for extended periods.  While we agree to the importance of having defined Board terms, we do not agree with a regulatory imposed term limit.  In fact, a recent BoardSource publication reviewed nonprofit organizations that were exceptionally successful utilizing various “out of the box” policies.  Allowing extended Board tenure was one of the specific case studies.

In summary, Melwood endorses the efforts of the Committee to clarify acceptable governance standards for JWOD recipient non profits but feels that the proposed regulation may be premature in light of current Senate endorsed efforts addressing the same concerns.  We also would ask that if the Committee decides to proceed, that the compensation and Board term paragraphs of the proposed regulation be amended to reflect our suggestions.

Thank you for receiving and considering Melwood’s comments and recommendations.

