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10 Steps to Finalizing Your 2016 Budget

No organization has an infinite supply of resources. An 
effective budget will assist your organization in using the 
resources you do have in a way that accomplishes your 
goals and furthers your mission. 

The IRS Takes These Board Financial 
Responsibilities Seriously - Do You?

If you serve on the board of an organization, you’ve 
probably heard the term “fiduciary responsibility” and 
know that it applies to your role as a board member.

Capital Plans 101: What They Are and 
Why You Need One

“We’re an old church; we just replace things when they 
break.” This is the common response when church leaders 
throughout the nation are asked about their long-term 
capital planning strategy.

New Employee Benefit Plan Service 
Helps Nonprofits Assess Compliance 

Unless a retirement plan is already required to have an 
independent audit, most organizations are unaware of 
the high standard of fiduciary responsibility the IRS and 
Department of Labor place on plan sponsors.

Read More

Read More
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Connect With Us Upcoming Events 

We have many educational 
events planned for the coming 
months. 

New Website 

Visit our new website  for nonprofit 
news, resources, events, webcasts, 
and more! 
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Newsbits

Department of Labor (DOL) issues guidance on 
independent contractors, proposed DOL overtime rules 
could hike employee costs, IRS to release electronic Forms 
990, and more.

Read More

Capital Campaigns Call for Serious 
Advance Planning

Does your nonprofit have a big expenditure on its mind? 

http://www.capincrouse.com/events/
http://www.capincrouse.com
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10 Steps to Finalizing Your 2016 Budget

No organization has an infinite supply of resources. An 
effective budget will assist your organization in using the 
resources you do have in a way that accomplishes your 
goals and furthers your mission.
 
Whether you’re wrapping up your 2016 budget or in the 
midst of the process, the following steps will help you 
create a realistic and effective budget for the coming year.

1. Know what you want to accomplish before you 
even think about a budget. Ideally, you will have 
adopted a well-considered strategic plan, and you 
will have a clearly defined annual operating plan that 
advances the strategic goals. Even if you don’t have 
a long-term strategic plan, you should be clear about 
what you want to accomplish in the coming year.

Be certain your budget allocates resources for your 
top priorities. Ask:

• What is the overreaching, driving goal for the 
organization?

• What are the five main objectives for the 
organization, in order of priority?

• What are the short-term and long-term goals for 
the individual ministries?

• How will these goals be accomplished? How will 
progress be monitored?

 
2. Invite participation to promote ownership. While 

it is faster and easier to simply have the senior 
leaders determine a budget and inform the rest 
of the organization, that approach doesn’t lead 
to ownership of the budget. Take the time and 
effort to involve the ministry leaders and get them 
to prepare the “first cut” of the budget, carefully 
linking objectives with the resources necessary to 
achieve the objectives. Invest in their training and 
understanding. It will pay huge dividends in return. 

3. Ensure you understand your organization’s 
financial strengths and weaknesses. Consider 
financial indicators, such as cash reserves, previous 
financial performance, liquidity ratios, and how 
much cash needs to be set aside for restricted 
purposes. How have these measures changed over 
the past few years? 

4. Think long-term. What factors might affect your 
organization over the next five years, such as 
changing demographics or economic trends? What 
goals and programs might be needed? What income 
sources do you anticipate meeting these needs? 

5. Combine the preliminary budgets into the overall 
budget and identify possible cuts. Are there items 

that fulfill the same purpose? How do the proposed 
ministry budgets fit with the overall objectives 
identified in Step 1? It’s important to consider 
activities and their results, rather than just focusing 
on costs. This will help you prioritize what is spent 
compared to the outcomes (and overall value) the 
activity or item brings. It also might help you identify 
excessive costs that can be mitigated through 
alternatives such as outsourcing, partnering with 
another organization, or having different ministries 
within your organization work together. 

6. Consider preparing contingency budgets. Funding 
changes can occur. If you prepare a contingency 
budget that is a certain percentage higher than 
the primary budget and one that is a certain 
percentage lower, you’ll be prepared to make 
rational, carefully considered decisions when faced 
with a shortfall or surplus. 

7. Present a draft of the primary and contingency 
budgets to the finance committee for review and 
approval. 

8. Present an updated draft to the full governing 
board for approval. 

9. Communicate the final budget to all stakeholders.
 
10. Monitor the budget quarterly to identify and 

respond to potential shortages. The budget may 
be finalized, but it’s important for leadership and 
the board to monitor it continually and address any 
issues. Even though something is in the budget, 
the cash may not be in the bank at the time the 
expenditure is planned.

Creating the annual budget doesn’t have to be a painful 
process. With careful consideration and planning, 
you can develop a budget that truly supports your 
organization’s mission and objectives.

The IRS Takes These Board Financial 
Responsibilities Seriously - Do You?

If you serve on the board of an organization, you’ve 
probably heard the term “fiduciary responsibility” and 
know that it applies to your role as a board member. Yet 
you may not be aware of exactly what that involves for 
board members of not-for-profit organizations.

“Fiduciary responsibility” is a legal responsibility that 
includes the duties of care, loyalty, and obedience. 
Essentially this responsibility goes to stewardship, 
including financial responsibility that involves board 
oversight and monitoring. 
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Below, we discuss four key areas of financial responsibility 
not-for-profit board members need to be aware of and 
understand. While this is not all there is, it is meant to 
serve as a starting point and can help protect both you 
and your organization.

Review and approve your organization’s financial 
statements. 
Since you as a board member are responsible, it’s 
important to read and understand the organization’s 
financial statements before you approve them. While 
nonprofit financial statements have different names than 
statements used by for-profit businesses, they are similar 
in purpose:

• A statement of financial position is a balance sheet, 
and shows the financial position of your organization 
at a specific point in time. The components of this 
statement include assets, liabilities, and net assets.

• A statement of activities is an income statement, 
and shows income and expenses over a specific 
period of time.

• A statement of cash flows connects the balance 
sheet to the income statement. It explains where 
cash came from and where and how it was used. 
This includes net cash from operating, investing, and 
financing activities.

• A statement of functional expenses shows expenses 
classified by function and type. (Not required of all 
non-profits.) 

It is also essential to review and understand the monthly 
budget to actual interim financial reports. It’s vital for 
board members to understand financial trends and gain 
the insight needed to make informed strategic decisions, 
so don’t hesitate to ask your organization’s management 
or CPA to provide more information or training on 
understanding financial statements.
 
Make sure you understand the information on IRS Form 
990 before you sign it. 
While the IRS does not require a board review of Form 
990, Return of Organization Exempt From Income Tax, the 
IRS encourages it, and it’s a great best practice. 

When prepared correctly, Form 990 can help board 
members understand the organization’s activities and the 
applicable tax laws, both of which are key to fulfilling your 
fiduciary duties. Every board member should be informed 
enough to answer these 15 questions.

The IRS also wants to know if the organization has the 
following four policies. If your organization does not, 
another best practice is to develop these policies and 
adopt them at your next board meeting.

1. Does your organization have a written conflict of 
interest policy wherein officers, directors or trustees, 

and key employees are required to annually disclose 
interests that could give rise to conflicts? If so, is your 
conflict of interest policy regularly and consistently 
monitored and enforced in a manner that ensures 
compliance with the policy?

2. Does your organization have a written whistleblower 
policy?

3. Does your organization have a written document 
retention and destruction policy?

4. Does the organization have a gift acceptance 
policy that requires the review of any non-standard 
contributions?

Board members don’t need to be experts on nonprofit 
taxes, but you do need to have enough training to 
understand your responsibility. If you have any questions, 
ask your CPA to help you understand your responsibilities 
and the disclosures you are approving.

Ensure you understand the organization’s internal 
controls environment. 
Proper internal controls help provide confidence in the 
reports you are approving. It’s important to ensure that:

• You are in compliance with the organization’s policies 
and procedures, such as having more than one person 
processing donations, keeping undeposited funds in a 
locked location, performing monthly reconciliation of 
accounts, and following purchasing authority policies

• The board has segregated management duties 
and responsibilities to protect the integrity of your 
employees as well as to reduce the risk of fraud

• The board is properly reviewing and approving 
executive expense reports and credit card 
expenditures

Align your organization’s resources to fulfill your mission. 
The board should establish key metrics and measurements 
to ensure the organization is on track to reach its 
objectives and mission.

The following questions will help you identify and 
establish these metrics. Ask: 

• How does the budget compare to actual income 
and expenses? (Make sure you are satisfied with the 
explanation for significant variances.)

• What is the most important activity in accomplishing 
the organization’s mission? Are we allocating the 
proper resources to this activity?

• Is that activity a priority and does it really lead to the 
results that we want to see as an organization?

• Are we accurately measuring the results of key 
activities that lead to mission accomplishment?

Ensuring that you fully understand and fulfill your fiduciary 
responsibilities will help you act effectively as a board 

http://capincrouse.com/15-questions-nonprofit-board-members-should-be-able-to-answer/
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member, and make informed strategic decisions that help 
the organization accomplish its mission.

If you have any questions or would like to discuss your 
organization’s specific needs or how to develop effective 
key metrics, please contact us or your engagement team. 

Capital Plans 101: What They Are and 
Why You Need One 

“We’re an old church; we just replace things when they 
break.” This is the common response when church leaders 
throughout the nation are asked about their long-term 
capital planning strategy. While this statement might 
be true for many worship facilities, for many years, that 
doesn’t mean it is the wisest form of stewardship for a 
church’s physical assets.

Reactive or Proactive?
At a glance, waiting for building components such as 
roofs and asphalt to fail may seem like a sound strategy. 
Financial resources are devoted to ministry while physical 
assets simply sit in the background and fulfill their 
intended purposes.

It is only when building failures start to occur that the 
issue comes to light. These failures often come as a 
surprise, despite the fact that the remaining useful life 
and replacement costs of the major components can be 
predicted with great reliability.

It’s certainly true that capital assets are easy to forget 
about. Depending on the type of construction, a new roof 
can last 15, 20, or even more than 30 years. AC units and 
boilers run on thermostats and normally require little 
attention. Vehicles can be driven over asphalt parking lots 
for many years without a second thought.

However, the reactive approach typically equates 
to expensive deferred maintenance -- leaky roofs 
causing mold and interior damage, AC systems failing 
catastrophically in the summer heat, boilers needing 
hard-to-find replacement parts in the dead of winter, and 
parking lots riddled with potholes and trip-and-fall hazards.

Imagine a church with a 30-year-old roof in late 
December. Inevitably, it seems, that roof will leak right 
before the Christmas Eve service. The result is an 
unnecessary waste of time, talent, and treasure.

Capital planning means:

• Knowing when the roof will reach the end of its 
useful life, and

• Setting aside the right amount of money to offset the 
accumulated roof deterioration

The reward for being proactive is being in a position to 
replace the roof before it fails. 

What Exactly is a Capital Plan?
A capital plan is a vital tool that will improve stewardship 
of your church’s physical assets. A professionally prepared 
capital plan will be customized to your facility and contain 
three key results.

1. Component List
The component list serves as the foundation of every 
capital plan. It outlines the scope and schedule of 
all major repair and replacement projects over a 
30-year period. Some of the most influential items 
might include roofing, painting, asphalt, flooring, HVAC 
systems, and restrooms.

 
2. Reserve Fund Strength

The reserve fund strength is a calculation that 
compares how much money has already been set 
aside “in reserve” to the capital asset deterioration 
that has already occurred. 

Capital asset deterioration can be expressed in the 
form of currency by factoring in the remaining useful 
lives and replacement costs of all the components on 
the component list.

 
% Funded = Reserves ($)  
  
  Accumulated Capital  
  Asset Deterioration ($)

http://capincrouse.com/who-we-are/contact-us/
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In the equation, % Funded provides a clear and 
scalable indicator of how financially prepared your 
church is to make necessary repairs to its buildings, 
where 100% funded is ideal.

 
3. Funding Plan

The final result -- the funding plan -- identifies how 
much money needs to be set aside “in reserve” 
each year.

Since most organizations start off at less than the 
ideal 100% funded, the funding plan might require 
stable monthly contributions to reserves large 
enough to avoid last-minute fundraising campaigns. 
The goal over time is to move the church in the 
direction of being more than 70% funded. 

 

Is it Possible to Be Wise Stewards Without a Capital 
Plan and Reserve Fund? 
A capital plan reveals the true cost of properly 
maintaining the buildings that have been entrusted to 
church leadership. Knowing the truth (and responding 
to it) is a foundational concept of the Christian faith. It’s 
wise to apply that same approach to the stewardship of a 
church’s physical assets.
 
Since the remaining useful life and replacement costs of 
the church’s major components are all reliably predictable, 
it would be foolish to characterize most building failures 
as “surprises.”
 
Establishing a strong reserve fund takes time and fiscal 
discipline. The benefit of creating a capital plan is that 
your church has a sound evaluation of both its physical 
and financial condition, as well as a prudent course to 
properly care for and maintain the property.
 
In the long run, your church will be rewarded with 
efficient use of time -- and stewardship dollars -- so 
the focus can be on the true mission of the church: 
preaching the Good News!

Author Matthew Swain is a certified Reserve Specialist at 
Association Reserves, Inc. and has been preparing capital 
plans for nonprofit organizations across the country 
for over a decade. He currently serves as the national 
representative for AR Capital Plan’s Worship Facility clients.

Capital Campaigns Call for Serious 
Advance Planning

Does your nonprofit have a big expenditure on its mind? 
For example, do you see a need in your organization’s 
future for a new building or large-scale renovation of 
your current headquarters? Funds for big-ticket projects 
generally don’t come from routine income sources. 
Depending on the goal, a capital campaign may fit the bill.
 
Planning It Out
Committing to a capital campaign isn’t easy. The fear that 
people won’t donate in an uncertain economy can cause 
hesitation to ask for more funds. But when a dedicated 
group within your organization grabs onto this opportunity 
to expand and grow, it’s time to start planning.
 
It’s no surprise that a massive effort to raise money for a 
new building, costly equipment, or an endowment is called 
a “campaign.” Like a succession of military attacks designed 
to produce a particular result, a capital campaign is a 
series of efforts aimed at a specific end. And like a wartime 
campaign, a capital campaign calls for strategic preparation 
and skillful execution.
 
The campaign might span three or more years. Campaign 
workers typically raise funds through direct mail, email, 
direct solicitations, special events, and other traditional and 
creative maneuvers.
 
Finding a Leader
You’ll need a leader to head the campaign and direct the 
troops into battle. Look to your current and past board 
members and the greater community to find someone with 
the right qualifications. You want to find someone who 
has a fundraising track record and knows your geographic 
area and local issues. Additionally, you’ll want to choose an 
individual who’ll be fully committed to the cause and can 
motivate others.
 
Lining Up Manpower
Volunteers play a major role in capital campaigns. Look 
to your current and past board members, project leaders, 
and rank-and-file volunteers. Also be prepared to draw 
from staff, knowing that you can’t rely on volunteers to do 
all the work.
 
As you assess your manpower, you might see a need to 
hire additional staff, such as a professional fundraiser 
and administrative personnel. Seek a mix of talents and 
personal qualities among your volunteers, board members, 
staff, and new hires. Include energetic individuals with 
strong people skills in the mix.
 
Targeting Donors
To ensure your staff and volunteers are focusing on the 
most promising donors, start by identifying a large group 
to solicit for donations. Draw your list from past donors, 

http://www.arcapitalplans.com/
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area business owners, board members, volunteers, and any 
other likely prospects. Then narrow that list to those with 
potential for the largest gifts and talk to them first. Secure 
the large gifts before pursuing anything under $1,000.
 
Most people don’t like asking other people for money. It 
will be necessary to train team members on how to tell 
your story and solicit funds.
 
Creating Consistent Messages
Make sure your key constituents are on the same page 
about the vision for the campaign and the primary 
strategies for getting there. Break down your overall 
goal into smaller objectives and celebrate reaching them. 
Regularly report gifts, track your progress toward reaching 
each goal, and measure the effectiveness of your activities.
 
Craft your campaign message carefully. Here’s where 
a professional fundraiser, experienced with capital 
campaigns, might come into play. Potential donors 
must see your organization as capable and strong, but 
also as the same group they’ve championed for years. 
Additionally, instead of focusing on what donations will do 
for your not-for-profit, show potential donors the impact 
on the community.
 
Choosing the Launch Time
Fundraising wisdom holds that you shouldn’t go public with 
your campaign until you’ve secured a significant amount 
of “lead gifts” from major donors. The recommended 
percentage varies, with organizations commonly waiting 
until 50% to 60% of their fundraising goal is reached before 
announcing the campaign. As the campaign progresses, 
publicly recognize your donors.
 
3 Years or More
Capital campaigns often stretch over three years or more. 
Making sure your capital campaign plan has the legs to 
survive the long haul will help you reach your goal.

New Employee Benefit Plan Service 
Helps Nonprofits Assess Compliance

Many nonprofit organizations provide a retirement 
plan for their employees. But unless the plan is 
already required to have an independent audit, most 
organizations are unaware of the high standard of 
fiduciary responsibility the IRS and Department of Labor 
place on plan sponsors to oversee their benefit plans and 
operate them in accordance with regulations.
 
Under the Employee Retirement Income Security 
Act (ERISA), many plans are required to have an 
independent audit when the plan sponsor has 100 
employees eligible to participate in the plan, even if 
the eligible employees are not currently participating. 
CapinCrouse performs more than 60 audits of employee 

benefit plans for our nonprofit clients and we find a 
number of common errors and areas of noncompliance, 
particularly in the first year a plan is audited. In some 
cases, the corrections related to these issues have led to 
hundreds or thousands of dollars in penalties and fees. 
In the worst cases, these errors could jeopardize the tax-
exempt status of the plan. 
 
As a result, CapinCrouse has launched a consulting service 
designed to provide organizations with an assessment of 
their employee benefit plans and their compliance with 
IRS and Department of Labor requirements, as applicable. 
The new Employee Benefit Plan Compliance Assessment 
is designed for plans that are not yet required to have 
an audit but, due to growth in the number of employees, 
will need an audit in the near future. The service includes 
an assessment of the plan’s operations, processes, 
structure, and documentation. We will identify any needed 
corrections prior to the plan’s first required audit, helping 
you avoid any costly mistakes.
 
Even if your employee benefit plan is a church plan 
(also called a 403(b)(9) plan) not subject to ERISA, 
or doesn’t yet have 100 eligible employees, it is still 
subject to IRS regulations, which are very similar to 
ERISA regulations. We have noted that government 
agencies have been placing a special emphasis on 403(b) 
plan audits in recent years.
 
As the plan sponsor, you have certain fiduciary 
responsibilities, and are required to operate the plan in 
accordance with applicable regulations. You cannot rely 
on the plan’s custodian or recordkeeper to do this for 
you. An assessment of your employee benefit plan will 
help you ensure your employees’ retirement benefits are 
being safeguarded and maximized.
 
Please contact us or your engagement team if you’d like 
to learn more about the new Employee Benefit Plan 
Compliance Assessment Service.

Newsbits

DOL issues guidance on independent contractors
New U.S. Department of Labor (DOL) guidance addresses 
the standard for determining whether an employee is 
misclassified as an independent contractor under the Fair 
Labor Standards Act (FLSA). The guidance incorporates 
the “economic realities” test and provides broader FLSA 
coverage than the common law control test, which 
focuses on the employer’s control over the worker.
 
Under the six-factor test, the ultimate inquiry is whether 
a worker is economically dependent on the employer or 
in business for him- or herself. The guidance explicitly 
states that “most workers are employees under the 
FLSA.” The IRS subsequently released Fact Sheet 2015-21 

http://capincrouse.com/how-we-serve/nonprofit-consulting-services/employee-benefit-plan-compliance-assessment/
http://capincrouse.com/who-we-are/contact-us/
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on determining employee status for purposes of federal 
employment taxes. The IRS test places more emphasis on 
the employer’s control.
 
Proposed DOL overtime rules could hike employee costs
The DOL has proposed regulations “defining and 
delimiting” the exemptions for executive, administrative, 
professional, outside sales, and computer employees 
(“white-collar” exemptions) from the FLSA’s minimum wage 
and overtime requirements. If approved, the regulations 
would change the determination of which workers are 
entitled to overtime pay and make it more difficult for 
organizations to classify employees as exempt.
 
Most notably, the rules would increase the salary 
threshold for exempt workers from $455 per week or 
$23,660 annually to $970 per week or $50,440 per year. 
Thus, any employee who earns less than these amounts 
would automatically be nonexempt. As of this writing, the 
proposed regulations have yet to be finalized.
 
IRS to release electronic Forms 990
The IRS has announced that “substantial progress” has 
been made in developing a technology solution that will 
allow the agency to provide data from electronically filed 
Forms 990 in a machine-readable format. According to the 
agency, its solution will ensure that sensitive or personally 
identifiable information continues to be protected from 
public distribution. It expects the new practice to be in 
place in early 2016.
 

Nonprofits more prone to accounting errors
Researchers at the University of Notre Dame have found 
that public charities have accounting errors in their 
audited financial statements at a 60% higher rate than 
do publicly traded corporations. Charities also report 
errors almost twice as often as similar-size corporations. 
Mistakes are usually errors of omission: for example, 
failing to recognize a liability on financial statements.
 
The error rate is strongly associated with internal 
control deficiencies and the size of the audit firm. But 
the researchers discovered no significant association 
between error rate and organization size/type or 
administrative activities expenses. They theorize that 
the low administrative costs many not-for-profits cite 
to attract donors might contribute to the high rate of 
accounting errors.

http://www.capincrouse.com

