NONPROFIT

GOVERNANCE

GUID

WHATEVERY

BOARDMEMIB

NEEDSTO KNOW




Hello,

Thank you for downloading our Nonprofit Governance Guide. We
believe nonprofits serve a vitalrole in our society by fulfilling the goals of
charitable causes and helping the economy through creating employment
and bettering our communities. Nonprofits are organized to serve as the
intermediary between those who can help and those who

are in need. While nonprofits strive to do good, they can Contents

face many challenges. As a Boardmember or staff
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ensure the future of the nonprofit. Whether this is your Nonprofit Guidelines for
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Executive Director for a nonprofit, we hope  RECOIAS s 8
this guide will help you in the many roles The Nonprofit Giving
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you serve. Please contact us if you have any
questions. When a Nonprofit has Profit -

How to use Surplus Cash......... 12
Sincerely,

Ernst J. Wintter, CPA




Every corporation is required to have directors and officers. This includes public benefit
corporations. Your nomination to the role of nonprofit board member is a tremendous
honor, and also a great responsibility. As a board member of a nonprofit organization, you
are subject to specific guidelines, set forth by the State of California.

The Role of Nonprofit Board Members

It is strongly recommended that in addition to a president, treasurer and secretary, any
nonprofit also have a minimum of three board members. Exactly how many members a
nonprofit board has is based on the needs and by-laws of the organization. Board members
of a nonprofit public benefit corporation are responsible for overseeing the affairs of the
organization.

Boardmembers may serve many roles, but they all should adhere to the below:

+ Actin Reasonable Care
Boardmembers act in reasonable care when they read organizational materials,
attend board meetings prepared and actively participate with questions.
+ Organization Interests Above Personal
Boardmembers are expected to put the nonprofit's interests above their own
and avoid potential conflicts of interest.
* Loyalty to the Mission
Boardmembers must believe in the mission and ensure that the nonprofit
follows allinternational, federal, state and local regulations as they may apply.
+ Fiduciary Protector
Boardmembers protect the financial viability of the nonprofit. For example,




The Nonprofit Board Member: Understand Your Responsibilities

Boardmembers are entrusted to monitor financial risk indicators and
understand the financials of the nonprofit. Furthermore, they ensure there is a
system of internal controls to protect the nonprofit, and approve a budget that
leads the nonprofit towards financial sustainability.

Although board members may delegate many of their responsibilities to other officers and
employees, board members are responsible for all corporate decisions.

California Guidelines

According to state statutes, board members may be
elected or designated by the current board members.
Also, the provisions regarding election, resignation,
terms of office, resignation and quorum must align with
state statutes and be included in the organization’s
by-laws.

Additionally, nonprofits:

must not pay excessive compensation to any employee or
member of the board of directors, and a committee that
the board authorizes must review and approve the
compensation of the president, CEO or treasurer to ensure
that it remains reasonable.

Review the Guide for Charities manual
o . published by the California Attorney
In most cases, nonprofit directors do not receive General's Office.

compensation and serve as volunteers, though some are
reimbursed for out of pocket expenses such as mileage or
meal costs.

Liability of the Board of Directors

California has a complicated set of statutes regarding the liability of a board of directors for
a nonprofit organization. It is important to note that though this is not always the case, a
member of the board of directors for a nonprofit may indeed be held personally liable and
be required to repay damages when he or she has breached the duty of care or loyalty to
the nonprofit organization. A director who acts in good faith and with reasonable care will
not be held liable to the corporation, according to state law.




The Nonprofit Board Member: Understand Your Responsibilities

Interested Persons

It can be difficult to make decisions regarding the best interest of a nonprofit organization
when your own business is involved. Therefore, there are strict guidelines regarding conflict
of interests. If a director has a material financial interest in a transaction, this could be
considered a conflict of interest. Fifty-one percent of the Board must be considered
‘disinterested,” or not asked to act in any role other than board member, according to
California law.

Before committing to a position on a board of directors, it's advisable to review the by-laws
of an organization. Serving a nonprofit organization as a director can be an extremely
rewarding experience, but also requires a strong commitment to the organization and
California law.




Developing a cost allocation plan for a nonprofit organization can be a tricky process.
Understanding how a cost allocation plan (CAP) works is critical to responsible financial
management and reporting; however, not all nonprofit organizations realize its importance.
How costs are allocated affects the public view of your nonprofit and can greatly impact
your ability to receive funding.

What is a Cost Allocation Plan?

Simply put, a cost allocation plan is the method used for allocating expenses that are not
directly tied to a particular activity. It is your plan for allocating expenses that benefit more
than one activity. When donors look at your financial reporting, they expect to see a clear
picture of how their funds are being spent. In fact, formally allocating costs is required by
governmental agencies and most major funders.

A cost allocation plan allows your nonprofit to communicate the true costs of providing
certain services. For example, when your monthly electric bill for $800 arrives, rather than
coding it simply as “utilities,” you would divide it out between the different functional areas
that actually utilized that electricity. If your administrative office was responsible for
approximately 20% of its use and your program center utilized 80%, it would be divided as
follows:




Why a Cost Allocation Plan is Important for Nonprofits

A Cost Allocation Plan will help provide a true picture of what your different
programs and activities cost.

The Importance of Cost Allocation

When done accurately and consistently, allocating costs will provide a true picture of what
your different programs and activities cost. How you allocate your costs will also determine
the percentage of management, program and fundraising costs that will be reflected on
your IRS Form 990 and other financial reports. This is important because these forms are
utilized by potential donors to ensure that your organization is using its funds wisely.
Especially when it comes to government funding, how funds are allocated will determine
what costs are reimbursable.

When a large percentage of costs are allocated to fundraising efforts, many funders will not
consider your organization's request for a donation. \Why? Donors tend to give when their
dollars go directly to mission critical programs and services.

When it comes to allocating costs, one of the largest expenses and most complicated of
those requiring allocation is payroll. Some staff positions are easily categorized, but some
positions, particularly those in the management or administrative realm can actually be
divided based on the nature of a job and how much time and effort is devoted to a
particular activity.

No matter the size or nature of your nonprofit organization, creating a cost allocation plan is
a must. By determining how your funds are utilized, you can better communicate the value
of your work, the importance of donor giving and how together you are making positive
changes in the community.




As nonprofit organizations recover from the rush of giving around the holiday season, many
are left wondering how to appropriately keep accurate fundraising records. Along with
maintaining the privacy of personal information and keeping fundraising data easy to
access, organizations must also follow certain regulations regarding the retention of
records.

Guidelines for Keeping Accurate
Fundraising Records

The IRS and the State of California publishes specific regulations when it comes to
fundraising records retention, and many nonprofit organizations follow nonprofit
best-practices along with their agency-specific guidelines when it comes to keeping and
destroying records. While it's not realistic to suggest that all records be kept indefinitely, it's
important to maintain access to records that may be subject to review by IRS request or
during the course of the audit process. As part of your 99o filing, your organization will be
asked if you have a document retention and destruction policy on file. Every California
nonprofit organization should have a specific document management policy ready to

present upon request.

Permanent Records

There are some records that apply to the governance and fundraising activities of
nonprofits that must be retained permanently. Documents including your Articles of
Incorporation, IRS Determination paperwork, insurance policies, audit reports, tax returns,
deeds and corporate resolutions should be kept on file indefinitely. Other
fundraising-related records can be moved or destroyed after a certain period of time.




Nonprofit Guidelines for Keeping Accurate Fundraising Records

Destruction of Documents

Scandals involving nonprofit organizations led to the creation of specific laws that govern
the nature of the records that agencies are required to keep. Though some records may
legally be destroyed, it may be beneficial to your organization to maintain their accessibility
for accounting purposes.

Individual nonprofits should take the time to consider which documents must be retained
and which can be destroyed or stored. Inactive records may be stored electronically,
however, they must remain easily accessible and it is important to note that electronic
records must be backed up and protected from external manipulation. As a general rule,
documents relating to fundraising and business operation should be maintained for a
minimum of 10 years.

Smaller nonprofits can utilize a simple document management policy, in order to comply
with state and federal laws. More established nonprofit organizations should regularly
review their document handling and retention policies to ensure that they remain relevant
and fall within California law. Any document policy published by a nonprofit organization
should be shared with employees and board members to prevent the inadvertent
destruction of important documents.




As the holiday season approaches, thoughts turn to gift giving. Many employers choose this
joyous season to recognize and celebrate with their employees. While sharing gifts in the
workplace is common, nonprofit leaders must take care during the holiday season to
ensure that they are following tax law and will not run into complications during an audit of
nonprofits.

The Complications of Giving Gift Cards

Gift cards that are gifted to a non-profit organization are usually used to buy food or other
supplies for a charitable purpose, however, some organizations have been known to give
these cards to employees as gifts or bonuses. What these organizations may not realize is
that gifts, including gift cards given to employees, are generally considered to be taxable
compensation.

Not all gifts are considered taxable. Birthday, sympathy and holiday gifts with a low market
value like flowers, books or food baskets are not required to be taxed. Holiday parties,
group meals or celebratory get-togethers are also excluded. Basically, any cash, even if it's
a very small amount, or cash-equivalent like a gift certificate is taxable, according to
Federal law.

Gifts to Volunteers

Further complicating the matter is the fact that many non-profit organizations also utilize
volunteers. The policies surrounding volunteers are also scrutinized closely during an audit




The Nonprofit Giving Season: How to Stay Compliant with Your Fundraising Activities

of nonprofits. Once a gift card or cash is given to a volunteer, no matter how nominal, on
behalf of the organization, they are now considered an employee or independent contractor,
with all of the requirements that employing an individual requires. This also means the
required withholding of income and Social Security taxes.

What You May Gift to Volunteers and Employees

All of these regulations may leave you saying “bah-humbug,” but it is important that you
abide by all applicable tax laws. Some benefits or gifts may be considered de minimis such
as:

Holiday gifts, other than cash or gift card equivalents, with a low fair market value.
Such as an ornament or mug, etc.

Occasional parties or picnics for staff and their guests.
Such as a holiday luncheon.

Occasional coffee, doughnuts, or soft drinks.

Flowers or fruit for special circumstances.

Occasional tickets for theater or sporting events.
Such as a discounted movie ticket as a token of appreciation.

Whether an item or service is de minimis depends on all the facts and circumstances. Itis
important to remember that a key factor in determining if a gift is de minimis is its
frequency and value. During an audit of nonprofits, compliance will be thoroughly
reviewed. Your board of directors, donors and even government entities are looking at your
nonprofit organization closely to make sure that you are compliant with State and Federal
laws and being a good steward of the funds you've received.




Balancing the budget for a nonprofit organization can be a difficult task especially since
many are under the belief that you can't have a surplus at the end of the year. The truth is
nonprofits can indeed make a profit and many do end the fiscal year with an excess in the
budget. This occurs when the revenue earned exceeds the expenses of the year and can
be very beneficial to the nonprofit.

How to Use Nonprofit Surplus Cash

The benefits of having nonprofit surplus cash at the end of the year are great as it leaves a
number of opportunities for the nonprofit to get ahead for the upcoming year. The surplus
also gives the non-profit some breathing room to help plan for times when there might be a
drop in donations, unforeseen property damages, repairs, and other expenses that may
arise.

When there is a surplus of nonprofit cash it can lead many board members and staff of the
organization to question what to do with the extra money. The money will need to be
reinvested back into the organization in a number of different ways. Below are a few
different areas where a surplus of nonprofit cash can be applied.

Incentives for employees

While the surplus cannot go directly back to the board members or faculty, nonprofits can
offer an incentive to their staff. As long as the incentives are not based on profit goals,




When a Nonprofit has Profit - How to use Surplus Cash

non-profits are allowed to provide their staff with incentives where they can earn
additional compensation.

Paying Down Debt

Non-profits can use their stronger financial positions to pay down some of the debt
they may have accrued over the years.

Direct More Money towards the Mission

This will be the first place a nonprofit will want to invest any surplus money. The extra
money will allow you to help others even further.

Building a Financial Cushion

Another option for nonprofits is to put the surplus aside as a financial reserve. Nonprofit
budgets are not only monitored by their board members but are also closely watched
by the Better Business Bureau Wise Giving Alliance who has a checks and balances
system that monitors the way charities operate. To be in compliance with the Better
Business Bureaus' Standards for Charity Accountability, a non-profit cannot accrue a
reserve totaling more than three times the annual budget.

Finishing the year with a nonprofit cash surplus is great. Ensure your nonprofit is
transparent about their budget to donors and board members alike in your annual
report.




KEY TAKEAWAYS:

Boardmembers serve an important guiding role. It is recommended to review the
California Attorney General's Guide for Charities, as well as the nonprofit's by laws.

A Cost Allocation Plan will help provide a true picture of the nonprofit's different programs
and activity costs; thereby creating greater transparency with your donors.

Established a document handling and retention policy and share with employees and
boardmembers.

During the gift giving season, it is important to determine if a gift is de minimis is its
frequency and value.

Finishing the year with a nonprofit cash surplus is great. Ensure your nonprofit is
transparent about their budget to donors and board members alike in your annual report.

ERNST WINTTER & ASSOCIATES, LLP | NONPROFIT GOVERNANCE GUIDE 14



Ernst Wintter & Associates LLP is an accounting firm with over
25 years of experience helping individuals and businesses with
their audit, tax and accounting needs. We pride ourselves on
our professionalism, integrity, and exceptional client service.

Our well-balanced team of professionals has a wealth of
experience providing a variety of services to individuals and
businesses. Our collective experience means that we can take
care of any of your tax and accounting needs quickly and
efficiently.

ERNST WINTTER & ASSOCIATES LLP

Certified Public Accountants

Contact Us Today

(925) 933-2626
info@winttercpa.com

www.winttercpa.com



