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ACCOUNTING SMORGASBORD

SOME USEFUL THINGS TO KNOW
FOR YOUR NPO

BOARD GOVERNANCE IRS STYLE

Governing Boards should be composed of
persons who are informed and active in
overseeing a charity’s operations and
finances.

Members should be knowledgeable in critical
areas

Appropriate size and structure

Nine recommendations

Lo NOUAWNE

BOARD GOVERNANCE IRS STYLE

MISSION STATEMENT

CODE OF ETHICS and WHISTLEBLOWER POLICY
DUE DILIGENCE

DUTY OF LOYALTY

TRANSPARENCY

FUNDRAISING POLICY

FINANCIAL AUDITS

COMPENSATION PRACTICES

DOCUMENT RETENTION POLICY

MISSION STAEMENT

WRITTEN

ARTICULATE THE ORGANIZATIONS WORK
WHY YOU EXIST

SERVES AS A GUIDE TO THE WORK

CODE OF ETHICS

WRITTEN

PUBLISH IT AND TRAIN EMPLOYEES TO
COMPLY WITH IT

INCLUDE CONFIDENTIAL REPORTING OF
SUSPECTED IRREGULARITIES

SETS THE TONE AT THE TOP
PERIODICALLY REVIEW AND UPDATE IT
HAVE EMPLOYEES ACKNOWLEDGE IT

DUE DILIGENCE

DUTY TO ACT IN GOOD FAITH
AVOID CONFLICT OF INTEREST
ACT IN CHARITY’S BEST INTEREST

DUTY TO REMAIN INFORMED ABOUT
ACTIVITY AND FINANCES

RESPONSIBILITY TO MAKE GOOD DECISIONS
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DUTY OF LOYALTY TRANSPARENCY
« WRITTEN CONFLICT OF INTEREST POLICY e MAKE FULL AND ACCURATE PUBLIC
* INCLUDE PROCEDURES FOR REVIEWING DISCLOSURE OF ACTIVITIES
RELATIONSHIPS * MAKE ANNUAL FORM 990 AVAILABLE ON
* PRESCRIBE ACTION WHEN CONFLICTS ARE WEBSITE OR UPON REQUEST AS REQUIRED BY
IDENTIFIED LAW
 ANNUAL DISCLOSURES BY BOARD MEMBERS e HAVING INDEPENDENT AUDIT (REQUIRED IN
AND FAMILY MEMBERS OF ANY INTEREST IN TENNESSEE FOR THOSE WITH REVENUE OF
ENTITIES DOING BUSINESS WITH CHARITY $500,000 OR MORE)
FUNDRAISING POLICY FINANCIAL AUDITS
» WRITTEN GUIDELINES » DIRECTORS SHOULD REGULARLY REVIEW
e ASSURE ALL FUNDRAISING MATERIALS ARE FINANICAL STATEMENTS AND FILINGS OF
ACCURATE AND TRUTHFUL FINANCIAL NATURE SUCH AS 990
e OBESERVE DONOR RESTRICTIONS * CONSIDER HAVING ANNUAL INDEPENDENT
AUDIT

SELECT PAID FUNDRAISERS CAREFULLY

KEEP EXPENSES REASONABLE * FORM AUDIT COMMITTEE TO INCLUDE

DIRECTORS WHO ARE KNOWLEDGEABLE IN
ACCOUNTING AND FINANCE

COMPENSATION PRACTICES DOCUMENT RETENTION

* WRITTEN POLICIES AND PROCEDURES FOR
SETTING EMPLOYEE COMPENSATION

CONSIDER COMPENSATION COMMITTEE FOR

WRITTEN POLICY
INCLUDE ELECTRONIC FILES
BACKUP PROCEDURES

EXECUTIVES e ARCHIVING
. Z:g;JTTABLE PRESUMPTION TEST IRC Sec. e TEST RELIABILITY

IRS PUBLICATION 4221 COMPLIANCE GUIDE
FOR 501(c)(3) TAX-EXEMPT ORGANIZATIONS

Bridge to Excellence May 18, 2010



Russ Neal, CPA Joseph Decosimo and
Company PLLC, Nashville, Tennessee
Phone (615) 277-5017

e ESTABLISH EARLY ON THAT THE AUDITOR
REPORTS TO THE BOARD.
— BOARD SHOULD APPOINT AUDITOR

AUDIT COMMITTEE

AND EXPERTISE

CHARTER

THE BOARD AND THE AUDITOR

—AUDITOR SHOULD MEET WITH BOARD OR AN

— CONSIDER  USING AN AUDIT COMMITTEE
COMPOSED OF DIRECTORS WITH KNOWLEDGE

—AUDIT COMMITTEE SHOULD HAVE WRITTEN

THE BOARD AND THE AUDITOR

* COMMUNICATE ALL CONCERNS OF THE BOARD
TO THE AUDITOR. THEY CAN'T READ YOUR
MIND.

PREPARE TIMELY AND ACCURATE MINUTES

* HAVE THE AUDITOR DELIVER THE REPORTS TO
THE BOARD OR ITS DESIGNATED COMMITTEE
AND MEET WITHOUT MANAGEMENT PRESENT

* SUPPORT THE AUDITOR IN THE EVENT OF
DISAGREEMENTS WITH MANAGEMENT

e REQUEST THAT ALL AUDIT REPORTS BE IN
WRITING TO INCLUDE
— SAS 114 REQUIRED COMMUNICATIONS
— SAS 115 INTERNAL CONTROLS

* FORMALLY VOTE TO ACCEPT THE AUDIT

THE BOARD AND THE AUDITOR

FRAUD RISK ASSESSMENT

* BOARD SHOULD ACCEPT RESPONSIBILITY TO
ASSESS FRAUD RISK

* CONSIDER OBTAINING OUTSIDE EXPERTISE

* PERFORM FORMAL ANALYSIS OF RISK — ASK
“WHAT COULD GO WRONG.”

* REQUIRE MANAGEMENT TO RESPOND TO
IDENTIFIED RISK

* ADOPT WRITTEN POLICIES AND PROCEDURES
DESIGNED TO CREATE CONTROLS TO MITIGATE
RISK

FORM 990

EXEMPT  ORGANIZATIONS  MUST
ANNUALLY WITH IRS

TO THE PUBLIC

TAXABLE INCOME (FORM 990 T)

STATUS

TAKING THE MYSTERY OUT OF

THE ANNUAL 990 MUST BE MADE AVAILABLE

THE FORM REQUIRED DEPENDS ON YOUR SIZE
YOU CAN BE EXEMPT YET STILL GENERATE

FAILURE TO FILE CAN LOSE YOUR EXEMPT
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BASIC FILING REQUIRMENT

GROSS RECEIPTS TOTAL ASSETS FILING REQUIREMENT

<=$25,000 990-N (Electronic Post
card)

>$25,000 but < $500,000 AND < $1.25 million 990-EZ or 990

>= $500,000 OR >= $1.25 million 990

Private Foundation 990-PF
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FILING FORM 9909

THE LAW PROVIDES THAT FAILURE TO FILE
FOR THREE CONSECUTIVE YEARS RESULTS IN
REVOCATION OF AN ENTITY'S EXEMPT
STATUS. THERE ARE ALSO PENALTIES FOR
LATE FILING.

DUE DATES

* FORM 990 IS DUE 15™ DAY OF THE FIFTH
MONTH AFTER FISCAL YEAR END

* AUTOMATIC 3 MONTH EXTENSION AVAILABLE
BY FILING FORM 8868

e ADDITIONAL 3 MONTH EXTENSION (NOT
AUTOMATIC) AVAILABLE — USE FORM 8868

TAXABLE INCOME FORM 990 T

* SEE IRS PUBLICATION 598

Income substantially related to the charitable,
educational or other purpose that is the basis
of the organization’s exemption is not taxed.
Example, tuition for a school.

If the organization regularly carries on a trade or
business not substantially related to its
exempt purpose, it may be subject to tax.
Example, operating a retail store selling to the
public.

Unrelated Business Income

Engaging in an activity solely as a way of
raising funds for an entity, is not grounds to
exempt the activity from unrelated business
income.

Unrelated Business Income

If unrelated business income exceeds $1,000 or
more, Form 990 T is required, generally by the
15t day of the fifth month (same as for Form
990)

The best policy is to review your activities and
sources of revenue with your tax advisor and
determine if you have any issues. There are
many exemptions and variations.
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403 (b) PLANS

See IRS Publication 571. The 403(b) Plan is a
tax deferred retirement plan available to
employees of educational institutions and
certain non-profit entities as determined by
section 501(c)3 of the Internal Revenue Code.
Like an IRA, contributions and earnings grow
tax deferred until withdrawal, at which time
they are taxed as ordinary income.
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403 (b) Plans

Advantages of the 403 (b) include higher
contribution limits than for an individual IRA.
To participate the employee enters into a
written salary reduction agreement with the
employer. The employer must “sponsor” the
plan and have a written plan document. Like
the 401(k) in the private sector, the employer
can also make contributions.

403(b) Plans

As an employer, you must have a written plan
in place and observe a number of
administrative requirements. Larger plans are
required to have an annual audit, just like
401(k) plans. In fact the operation of 403(b)
plans and 401(k) plans has become more
similar over the years. It is important to get
the assistance of expert advisors to make sure
your plan qualifies and continues to do so.

BASIC INTERNAL CONTROLS

Management and the Governing Board are
responsible for maintaining adequate internal
controls over financial reporting and the
safeguarding of assets of the exempt
organization. This responsibility cannot be
“outsourced.” Expert advisors can be used to
help Management and the Board meet their
responsibility.

FRAUD RISK

In it's 2008 report to the nation, the
Association of Certified Fraud Examiners
estimated that American businesses lose 7%
of their annual revenue to fraud. This is
approximately $994 billion annually. Not for
profit organizations are not exempt from
these losses.

DEFINITION OF INTERNAL
CONTROLS

It is a process, effected by an entity’s board of
directors, management and other personnel,
designed to provide reasonable assurance
regarding the achievement of objectives in
three categories:

1.Effectiveness and efficiency of operations
2.Reliability of financial reporting

3.Compliance with applicable laws and
regulations.
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The Five Major Components

. Control Environment — “Tone at the Top”
. Risk Assessment — Identify and analyze risk
. Control Activities — Policies and procedures

that assure management directives are
carried out

. Information and Communication
. Monitoring — Supervision activities to assure

the right people know what is happening







internal Control: A Tool for the Audit Committee

Control Environment—Tone at the Top Comments

rrrrrrrrrrrrrrrrrrrrrrrrrr - 7—Is-management-explicitly-prohibited-from--—|- =] -} | &} |- -
' overriding established controls? What
controls are in place to provide reasonable
assurance that controls are not overridden
by management? Are deviations from this
policy investigated and documented? Are
violations (if any) and the resulis of
investigations brought to the attention of
the audit committee?

8. s the organization proactive in reducing O O
fraud opportunities by (1) identifying and
measuring fraud risks, (2) taking steps to
mitigate identified risks, (3) identifying a
position within the organization to "own” the
fraud prevention program, and (4)
implementing and monitoring appropriate
preventative and detective internal controls
and other deterrent measures?

9. Does the company use an anonymous O O | O
ethics and fraud hotline and, if so, are '
procedures in place to investigate and
report results to the audit committee? (See
aiso the tool "Sample Whistleblower
Tracking Report,” in this toolkit.)

1. Are the level of competence and the NN W
requisite knowledge and skills defined for
each job in the accounting and internal
audit organizations?

2. Does management make an effort to g g
determine whether the accounting and
internal audit organizations have adequate

knowledge and skills to do their jobs?

1. Are the audit committee’s responsibilities
defined in a charter? If so, is the charter
updated annually and approved by the
board of directors? {See also the tool "Audit
Committee Charter Matrix," in this toolkit.)
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-—|-2—Are-audit committee-members-independent—-| - | -] | -3~
of the company and of management? Do
audit committee members have the
knowledge, industry experience, and

_financial expertise to serve effectively in
their role?

3. Are a sufficient number of meetings held, O g g
and are the meetings of sufficient length
and depth to cover the agenda and provide
healthy discussion of issues?

4. Does the audit committee constructively 11 OO0
challenge management’s planned
decisions, particularly in the area of
financial reporting, and probe the
evaluation of past results?

5. Are regular meetings held between the Ol Qg | O
audit committee and the CFO, the CAE :
(internal audit), other key members of the
financial management and reporting team,
and the independent auditors? Are
executive sessions conducted on a regular

- basis? (See also the tool “Conducting an

Audit Committee Executive Session:
Guidelines and Questions,” in this toolkit.)

6. Does the audit committee approveinternal | [1 | [1 | [
audit's annual audit plan?

7. Does the audit committee receive key 11O | O
information from management in sufficient
time in advance of meetings to prepare for
discussions at the meetings?

8. Does a process exist for informing audit 1 OO
committee members about significant
‘issues on a timely basis and in a manner
conducive to the audit committee having a
full understanding of the issues and their
implications? (See also the tool “issues
Report from Management,” in this toolkit.)




