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I am the Managing Partner of SeaChange Capital Partners, a nonprofit headquartered 

here in New York. SeaChange’s mission is to serve nonprofits by helping them work 

through complex financial and organizational challenges. We do this through grants, 

loans, analysis, and advice. Though our work, we have first-hand experience with 

organizations that have had issues of fraud, corruption or financial distress including 

The Hale House Center, FEGs and the Healing Arts Initiative.  

I am here today to offer some suggestions with regards to Int 0301 and the Establishment 

of standards and procedures to determine the existence of conflicts of interest and other 

misconduct concerning city contracts. I would like to suggest that nonprofits are 

different and should be treated differently. One main distinguishing feature of 

nonprofits – and the one that many scholars believe make them ideal partners to 

government in the delivery of social service – is that there are no shareholders who might 

have an interest in profits over quality of service. Similarly, there is legal prohibition on 

what the IRS call “private inurement” – i.e. getting a personal, financial benefit from a 

nonprofit’s activities. 



It seems obvious that related party transactions – which I am defining as a situation 

where the nonprofit does business with any for-profit company in which the leadership 

or board members have any economic interest – runs counter to the spirit – if not letter 

– of these rules and in fact reduces one of the primary advantages of contracting with 

nonprofits over their profit seeking brethren. 

Furthermore, while very few nonprofits actually contract with related for-profit entities, 

those that do usually buy things for which there are multiple arms-length providers. 

Things like security, food or real estate, are all of which are commoditized and 

competitive. The notion that a nonprofit cannot secure these services from unrelated 

third parties is preposterous and an obvious opportunity for self-dealing. 

Finally, I would suggest ongoing purchases of services differ from the purchase of one-

off purchase of goods in that it is close to impossible to know whether the price being 

paid is fair. There is a price for pencils and gas but things like security it is not a question 

of whether the price is “fair” but also whether the ongoing relationship is truly arms-

length. In fact, in a competitive market if no one will willing to match the price offered 

by a related-party this alone suggests self-dealing since the market is suggesting that the 

service cannot actually be provided at the price (so it probably won’t be).  

So, I would suggest s blanket prohibition – perhaps phased in over time – on contracting 

with nonprofits that employ related for-profit companies in which the leadership – board 

or staff – have any economic interest. 



Let me say one other thing. The government agencies that often contract with nonprofits 

are also surprisingly unable to spot problems. Why? Because the procurement, 

contracting and reporting processes typically focus on contracts without any real 

understanding of the values, governance and financial position of a nonprofit 

organization as a whole. Fraud and corruption are not-contract level issues – they are 

organizational issues. For example, while Children’s Community Services raised obvious 

organizational red flags, its contract-level paperwork may well have been impeccable 

and it likely offered the lowest price for the particular contacts it received. 

I would offer two other suggestions: 

First, designate the 50 nonprofits with the greatest volume of city contracts as 

“systemically important nonprofit partners” and appoint an ex officio observer on the 

board to the board of every one of these organizations. This is not a novel idea, as the 

federal government already designates some Systemically Important Financial 

Institutions and the New York City Department of Cultural Affairs appoints ex officio 

observers to boards of certain institutions. At the same time, organizations so designated 

should have fewer hoops to the jump through at the level of individual contracts which 

is, as I said, seldom where the action is. 

Second, rebid contracts that fail to attract any experienced organizations. If the city 

offers a large contract and not a single experienced nonprofit responds, this is strong 

evidence that no organization can actually deliver the service on the terms indicated. 



Whether this is intentional fraud or mere lack of knowledge is irrelevant – the contract 

should be redesigned.  

Thank you for your time. 






