
The CARES Act, passed in March 2020, 
included the Employee Retention 

Credit (ERC) and Paycheck Protection 
Program (PPP) both intended to support 
employers with payroll expenses during the 
COVID-19 Pandemic. Initially, businesses were 
forced to choose between the two programs, as 
they could only use one.  However, when Congress 
passed the Consolidated Appropriations Act (CAA) 
in December 2020, eligible organizations were 
offered more support as they could benefit from 
both programs, even retroactively.  

Paycheck Protection Program: first and 
second draw loans
With the enactment of the CAA and American 
Rescue Plan Act (ARPA), eligibility was expanded to 
allow certain previously excluded nonprofit entities 
to apply for a first-draw PPP loan while others 
who received the first-draw loan could apply for a 
second-draw loan. This expansion provided many 
nonprofit organizations additional relief from the 
COVID-19 pandemic.  

The program was scheduled to close on March 
31; then Congress extended the deadline to 
May 31. However, on May 5, the Small Business 
Administration (SBA) announced that lender 

funding was depleted, closing the application 
opportunity for most organizations.  

PPP forgiveness update
Borrowers should be aware that any “excess loan 
amount” received will not be entitled to forgiveness. 
An excess loan amount is defined as a “borrower 
or lender error made in good faith that caused a 
borrower to receive a PPP loan amount that exceeds 
the borrower’s correct maximum loan amount 
under the CARES Act and the Economic Aid Act.”  
Excess loan amounts do not include a knowing 
misstatement, which could result in fraud charges.   

The CAA made several changes to PPP loan 
forgiveness, including making additional non-
payroll costs—certain supplier costs, worker 
protection expenditures, operations costs, and 
property damage costs—eligible for forgiveness; 
permitting borrowers with loans under $150,000 to 
use a simplified forgiveness application, and giving 
all borrowers the option to choose a covered 
period of between 8 and 24 weeks.   
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Borrowers who have not applied for 
forgiveness for the first-draw PPP loans may 
want to prepare to apply.  The SBA states 
that “If the borrower does not apply for loan 
forgiveness within ten months after the last 
day of the maximum covered period of 24 
weeks, or if SBA determines that the loan is 
not eligible for forgiveness (in whole or in 
part), the PPP loan is no longer deferred and 
the borrower must begin paying principal and 
interest.”  Borrowers should review guidance 
and forgiveness instructions carefully before 
beginning the application process. They 
should also consider benefits applied for and 
received from other COVID-19 relief programs, 
such as the Employee Retention Credit (ERC) 
and Families First Coronavirus Response Act 
(FFCRA) COVID-19 sick and expanded family 
leave, to ensure programs are used properly in 
relationship to one another.  

2020 Employee Retention Credit
The ERC is a 50 percent refundable payroll tax 
credit for eligible employers on up to $10,000 
of qualified wages paid to employees between 
March 12 and December 31, 2020. The credit 
can be broken into two steps:

•  Determining Eligible Employers: Eligible 
employers are certain organizations that 
experienced either of the following during a 
calendar quarter of 2020 :

-  The organization’s operations were fully or 
partially suspended during the calendar 
quarter due to orders from an appropriate 
governmental authority limiting commerce, 
travel, or group meetings for commercial, 
social, religious, or other purposes due to 
COVID-19

-  A significant decline in gross receipts 
during a calendar quarter as compared 
to the same quarter of 2019. The first 
eligible quarter is the quarter in which 
gross receipts are less than 50 percent of 
the gross receipts for the same quarter in 
the prior year. Each succeeding quarter 
is eligible until the following quarter, in 

which gross receipts exceed 80 percent 
of the gross receipts for the same quarter 
in the prior year. For nonprofit employers, 
the definition of gross receipts has been 
modified solely for purposes of the ERC to 
include all operations, investment income, 
rents, royalties, gross amounts received 
as contributions, gifts, grants, and similar 
amounts.

•  Determining Qualified Wages: Qualifying 
wages are wages and allocable healthcare 
costs. For employers eligible under the first 
scenario above, only wages paid during the 
period in which operations were suspended 
qualify. For employers eligible under the 
second scenario, all wages paid during the 
quarter fall within the qualifying period. 
Employers that did not pay wages but 
covered healthcare costs are eligible for  
a credit. 

Qualified wages are further distinguished 
based on the number of full-time equivalent 
employees (FTE) during 2019:

-  For employers with more than 100 
FTEs, qualified wages are wages paid to 
employees not providing services during 
the qualifying period. 

-  For employers with 100 FTEs or fewer, 
qualified wages are any wages paid to 
employees during the qualifying period. 

Claiming both ERC and PPP loan 
forgiveness
PPP loan borrowers should understand how the 
PPP interacts with the ERC. The CAA explains:

•  Wages and health care costs used to 
substantiate the ERC cannot be used for PPP 
loan forgiveness (no double-dipping).

• Wages must be used first to claim the ERC.

•  Employers can elect not to include 
certain wage and healthcare costs in the 
computation of the ERC, to maximize PPP 
forgiveness.

•  Eligible employers may recalculate the ERC 
in the event the PPP loan is not forgiven. 

In Notice 2021-20, the IRS provided updated 
guidance and examples of maximizing the 
ERC while satisfying PPP loan forgiveness. 
Generally, the guidance allows taxpayers to 
take the minimal amount of wages required to 
satisfy PPP loan forgiveness while potentially 
increasing their ERC.

To claim the ERC for the 2020 tax year, the 
taxpayer will need to amend their quarterly 
payroll tax form 941 by filing form 941X for the 
applicable quarters. If a shutdown impacted 
the eligible organization in the first quarter of 
2020, claim the credit by filing a 941X for the 
second quarter.

2021 Employee Retention Credit
In addition to permitting organizations that 
received PPP loans to be eligible for the ERC, 
the CAA enhanced the ERC through the first 
two quarters of 2021 as follows:

•  The credit was increased from 50 to 70 
percent of qualified wages.

•  Qualifying wages were increased from 
$10,000 per employee per year to $10,000 
per employee per quarter.

•  The “significant decline” in gross receipts 
was changed from 50 to 80 percent for 
either quarter as compared to 2019. 

•  Employers can elect to use the immediately 
preceding quarter and the matching quarter 
from the prior year to satisfy the gross 
receipts test.

•  The number of FTEs was increased from 100 
to 500 for determining qualified wages.

•  The cap on qualified wages using the 
equivalent duration during the 30-day period 
immediately before the eligible quarter in 
which wages were paid was removed.

• Businesses can receive the credit in advance.

American Rescue Plan Act (ARPA)
On March 11, 2021, ARPA became law, creating 
additional modifications to the ERC for 2021:

•  Extends the availability of the credit through 
December 31, 2021.

The ERC and PPP have been modified with multiple changes since their introduction. Employers should consider their 
options and the relationship between COVID-19 relief programs to maximize their benefits. 

•  Removes the alternative method allowing 
employers to use the immediately preceding 
quarter and the matching quarter from the 
prior year to satisfy the gross receipts test.

•  Adds Recovery Startup Businesses (RSB) to 
the list of eligible employers. To qualify as an 
RSB, the business must have been started 
after February 15, 2020; have less than $1 
million in gross receipts; not be subject to a 
shutdown order, and not have a significant 
decrease in gross receipts. RSBs are eligible 
for and limited to a $50,000 credit for the 
ERC in the third and fourth quarters of 2021. 

•  Allows “severely financially distressed” 
employers, those whose quarterly gross 
receipts declined 90 percent or more 
compared to the same calendar quarter in 

2019, to treat all wages (up to the $10,000 
limitation) paid during those quarters 
as qualified wages. The rule allows an 
employer with over 500 employees under 
severe financial distress to treat those 
wages as qualified wages whether or not its 
employees actually provide services for the 
third and fourth quarter of 2021.

Eligible employers have three options for 
claiming the ERC for the 2021 tax year:

•  Report the ERC on quarterly Form 941, and 
request a refund or apply it as a credit to the 
following quarter. 

•  Reduce federal employment tax deposits 
based on the anticipation of the ERC for  
the quarter. 

•  File Form 7200 to request the refund in 
advance based on a projected credit 
amount that exceeds the amounts that can 
be withheld from federal employment tax 
deposits.  Use Form 941 to reconcile the 
actual amount of the credit to the projected 
amount to correct any balance due or 
overpayment. 

The ERC and PPP have been modified with 
multiple changes since their introduction. 
Employers should consider their options 
and the relationship between COVID-19 relief 
programs to maximize their benefits. 

We’re here to help. Please reach out to HBK to 
discuss your situation.  
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Organizations that register for 
tax-exempt status as a 501(c)

(3) will be classified as a “private 
foundation” unless they meet the 
requirements for a “public charity.” The 
distinction is that a public charity receives 
income from multiple sources and uses it 
to pursue its exempt purpose by operating 
charitable programs, while a private foundation 
generally has one primary source of income 
or funding and typically gives grants to more 
than one cause. Regardless of an organization’s 
classification, both private foundations and 
public charities need to be mindful of “private 
inurement” and “private benefit.” 

Private inurement 
In order to qualify and remain qualified, as 
a tax-exempt 501(c)(3) public charitable 
organization, the entity must comply with two 
main rules: it must be organized and operated 
exclusively for an exempt purpose as outlined 

in code section 501(c)(3), and no part of the 
organization’s earnings inure—that is, are 
used for an insider’s private purposes—to a 
private shareholder or individual. Although, on 
the surface, these seem straightforward and 
obvious rules for nonprofits to live by, the rules 
and regulations surrounding them are often 
misunderstood and misapplied.

The rule against private inurement was 
originally put into place to differentiate 
between for-profit and not-for-profit entities 
as they are defined within the code. For-profit 
entities inure earnings to private shareholders 
and individuals, typically through dividends 

and other distributions, whereas not-for-
profit entities do not. Over time, and with the 
help of court cases, the intent of the Internal 
Revenue Service has become more evident: 
private inurement as it applies to tax-exempt 
organizations is much broader than those 
typical direct payments of earnings to 
individuals and shareholders paid in for-profit 
entities. Although over the years, the Service 
has brought cases against not-for-profit 
entities that have blatantly engaged in private 
inurement, inurement can also result from 
transactions that appear above-board. 

Private inurement can only result from 
transactions with private shareholders and 
individuals, who are considered to have the 
authority to control the use of income and 
resources of an organization for their own 
personal, private benefit. Examples include 
members of the board of directors, senior 
executives, management, and organization 
employees. 

   T A X
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One common transaction with the potential 
for causing private inurement is compensation 
arrangements. Charitable organizations 
can provide reasonable compensation to 
their employees for the work performed 
for the organization without jeopardizing 
their tax-exempt status. However, how that 
compensation is determined is important. It 
must be negotiated at arms-length, reasonable 
for the services performed, and not structured 
as a mechanism for distributing profits. 
Organizations often satisfy these requirements 
by having a dedicated compensation 
committee composed of directors who are not 
also officers. Industry data and salary surveys 
can and should be considered, whether there 
is a compensation committee or not, to ensure 
wages paid to employees in positions with 
similar job duties are comparable. The process 
for determining reasonable compensation 
for officers and key employees must be 
disclosed on Form 990, as is the amount 
of compensation paid to those individuals. 
Depending on the level of compensation 
paid to employees, further disclosure may be 
required on Schedule J of Form 990.

Other examples of arrangements that will result 
in the inurement of earnings are:

•   Loans or extensions of credit at below-
market rates or with no interest

•   Sales or leases of property to (or by) an 
organization at prices in excess of (or below) 
fair market value

•   Use of an organization’s property 
for personal use without adequate 
compensation or without a compensatory 
purpose

•   The intermingling of personal and exempt 
organization assets

•   Outright distributions of assets to individuals 
without adequate consideration and not in 
furtherance of an exempt purpose

The prohibition of private inurement shouldn’t 
be interpreted to mean that no transactions 
should occur between a tax-exempt 
organization and a private shareholder 
or individual. As long as these types of 
transactions are structured so that neither the 

organization nor the individual is receiving 
undue benefits and are entered into and carried 
out in a prudent business-like manner, then the 
likelihood of the transaction being considered 
private inurement is greatly reduced or 
eliminated.

With the exception of compensation paid 
to employees, transactions between an 
organization and its private shareholders and 
individuals are required to be disclosed on 
Schedule L of Form 990.

If the IRS finds occurrences of private 
inurement, it has the right to revoke an 
organization’s tax-exempt status and/or impose 
a hefty tax on the excess benefits received. 

Private benefit 
Private benefit encompasses private inurement 
and includes any individual or entity that 
receives a substantial benefit from an 
organization. It occurs when an organization 
serves a private interest rather than one that is 
public. Private benefit is broader than private 
inurement and is not limited to individuals 
with considerable authority and influence at 
the organization. Private benefit can include 
anyone or any other organization that receives 
an unfair advantage from an organization’s 

services. Unlike private inurement, the private 
benefit is not completely barred. 

An organization can lose its exempt status 
if a small number of beneficiaries, which 
could be people or organizations outside the 
organization, benefit from their charitable 
programs. Organizations are formed to operate 
a charitable program that furthers its exempt 
purpose and helps members of a charitable 
class. If a charitable organization inadvertently 
is not helping the charitable class it was 
formed to help; it can lose its tax-exempt 
status due to a private benefit being received 
by a small number of beneficiaries. As such, 
the ways in which an organization determines 
what members will benefit from its charitable 
programs is essential to determine whether a 
private versus public benefit is being served. 
If any individual or other organization obtains 
an advantage that reaps the benefit of an 
organization’s exempt purpose, the IRS could 
deem that a private benefit. 

A private benefit can occur even when 
an organization is helping a member of a 
charitable class. For example, an organization 
is formed to help children with a specific type 
of cancer. Private inurement would occur if 
parents of a child with that specific type of 
cancer set up an organization to specifically 
help their child with this cancer. In contrast, a 
private benefit would occur if that organization 
decided to help only a few children with that 
specific type of cancer and chose not to help 
more children with that cancer if they were 
able to. Additionally, even if the cancer patient 
and family are not related to any members 
of the organization in any way and have no 
significant influence or control over the way 
the organization operates, the preferential 
treatment of one member of a charitable 
class over all the others could be considered a 
private benefit in facts and circumstances, as 
the organization would be helping a “group” of 
beneficiaries that is too small.

How does an organization avoid private 
benefits? By pursuing its charitable mission in 
ways that are as unbiased as possible. Even 
though people are inherently biased, there are 
actionable items nonprofits can follow to make 

For-profit entities inure earnings to 
private shareholders and individuals, 
typically through dividends and other 
distributions, whereas not-for-profit 
entities do not.

An entity must be organized and 
operated exclusively for an exempt 
purpose as outlined in code section 
501(c)(3), and no part of the 
organization’s earnings inure—that 
is, are used for an insider’s private 
purposes—to a private shareholder 
or individual.
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sure they are in check with regard to private 
benefit. The IRS looks at both qualitative and 
quantitative factors when trying to determine 
if a private benefit has occurred. A qualitative 
determination is concluded when the IRS 
decides that the organization did not confer a 
private benefit upon a beneficiary if the benefit 
is a product of the organization pursuing its 
exempt mission for the good of the public. A 
quantitative determination is decided when 
the IRS determines the private benefit is less 
than the public benefit. These are not definitive 
rules or thresholds to determine when a private 
benefit explicitly occurs, only general guidelines 
on how the IRS concludes whether or not a 

beneficiary has received a private benefit. 

The following are some additional items to 
consider to avoid private benefit: 

•   An organization should not be formed 
to help one beneficiary but to pursue 
an exempt purpose regardless of who 
specifically is benefitting, as long as that 
beneficiary fits into the charitable class 
defined by the organization. 

•   The class of recipients the organization 
works to benefit should be as inclusive  
and well-defined as possible. 

•   The organization should go above and 
beyond to avoid conflicts of interest. 

If a conflict of interest does occur, the 
organization should have a well-defined, 
transparent conflict-of-interest policy  
in place. 

•   Suppose an exempt organization decides 
it wants to allow the sale of goods or 
services to benefit specific individuals. 
In that case, the organization must 
ensure the activity is insignificant to 
the whole mission, and the sale and 
any subsequent financial benefits are 
inconsequential. 

Becoming familiar with the guidance that 
surrounds publicly supported tax-exempt 
organizations and their business dealings is 
key to navigating the business aspect of not-
for-profit entities without compromising their 
tax-exempt status.

If you have questions, please reach out to a 
member of HBK Nonprofit Solutions. 

Not all nonprofit organizations are 
structured the same. We count 

27 different types of organizations to 
choose from to structure and operate as a 
nonprofit. If you are looking to form a nonprofit 
or expand your current nonprofit, will you be 
able to do so under your current structure? Or 
will you need to look at forming a new entity 
to best accomplish your intended goals? Let’s 
explore a few of the most common types of 
nonprofits.

501(c)(3) organizations
A 501(c)(3) is the most widely used 
organizational structure, constituting about 
75 percent of the nonprofit world. A 501(c)
(3) is organized and operated exclusively 
for religious, charitable, scientific, literary, 
or educational purposes, to foster amateur 
sports competitions, or for such purposes 
as preventing cruelty to children or animals. 
Examples include charitable hospitals, boys’ 
and girls’ clubs, churches, nonprofit retirement 
homes or elderly homes, and parent-teacher 
associations.

To be tax-exempt, the IRS requires a 501(c)(3) 
to be organized and operated exclusively 
for exempted purposes. It also requires that 
none of its earnings may inure to any private 
individual—that is, the organization’s assets 
are not held to benefit a person, but for the 
community at large or for its stated exempt 
purpose.

Like many of the entities that organize under 
the 501(c) tax code, a 501(c)(3) is exempt 
from most federal taxes. However, there 
are exceptions to the income earned by the 

organization that could give rise to Unrelated 
Business Taxable Income (UBTI), income that 
is not related to its exempt purpose. Each 
organization must evaluate this on an entity-by-
entity basis as one entity’s income may be UBTI, 
and the other’s is not. 

Contributions to a 501(c)(3) entity are generally 
tax-deductible and are not subject to federal 
gift and estate taxes. The most common form 
of contribution is cash, but other forms include 
stocks, bonds, exchange-traded funds (ETFs), 
clothing and household goods (new and used), 
food, vehicles, boats, and so on. Depending on 
its specific charitable purpose, an organization 
may keep a donated vehicle or boat when it 
is needed to execute its mission; others must 
convert the item to cash to support their 
charitable purposes.

A 501(c)(3) can be organized as a corporation, 
foundation, or community chest but must 
follow state regulations pertaining to these 
types of organizations. The requirement flows 
from the fact that the entity is started on the 
state level, and the incorporation documents 

A 501(c)(3) is organized and operated 
exclusively for religious, charitable, 
scientific, literary, or educational 
purposes, to foster amateur sports 
competitions, or for such purposes 
as preventing cruelty to children or 
animals.

501(c)s: Comparing Organizational Structures
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The preferential treatment of one member of a charitable class over all the 
others could be considered a private benefit in facts and circumstances, as the 
organization would be helping a “group” of beneficiaries that is too small.
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must contain two distinct paragraphs before 
requesting the federal election as a nonprofit 
organization: one stating that the entity is 
organized and operated exclusively for one 
of the qualifying exempt purposes; a second 
stating that if the organization shuts down, or 
discontinues operations, any remaining assets 
will be contributed to another 501(c)(3) entity.

After applying at the state level, the nonprofit 
can apply for exempt status on the federal level 
using Form 1023, Application for Recognition 
of Exemption Under Section 501(c)(3) of the 
Internal Revenue Code. The application is lengthy, 
28 pages, and requires significant time to 
prepare. In addition, answers to the questions 

on the form will likely result in more than the 28 
pages required by the IRS. However, suppose 
the organization does not expect to collect more 
than $50,000 in its first three years of operation. 
In that case, it can file Form 1023-EZ, Streamlined 
Application for Recognition of Exemption Under 
Section 501(c)(3) of the Internal Revenue Code. 
Form 1023-EZ requires answers to only two-and-
a-half pages of questions.

A 501(c)(3) must file a tax return annually, a Form 
990, Form 990-EZ, or 990-N, depending on the 
entity. If the entity does not file on time, which 
is either the original filing date or the extension 
date, it could incur fines of up to $250,000. If no 
filing occurs in three years, the IRS could revoke 
the entity’s tax-exempt status. 

Finally, a 501(c)(3) entity is prohibited from 
engaging in any partisan political activities but 
may conduct nonpartisan voter engagement 
activities. Lobbying cannot be a substantial part 
of the entity’s activities; it’s best to avoid them 
entirely. If an IRS review reveals such activities 
and determines a violation, it can revoke the 
501(c)(3) tax-exempt status.

501(c)(4) organizations
A 501(c)(4) must be organized as a nonprofit and 
operated exclusively to promote social welfare, 
that is, the common good and general welfare 
of the people in its community. Examples 
include a Lion’s Club, a civic organization, a 
neighborhood association, a volunteer fire 
department, veteran’s organizations, and 
homeowners and tenants associations.

Unlike a 501(c)(3) entity, a 501(c)(4) may inform 
the public about controversial subjects and 
attempt to influence legislation relevant to its 
programs or activities. It can also participate 
in political campaigns and elections—if the 
primary focus is on the community’s social 
welfare and related to the organization’s 
purpose. However, the entity must register with 
the respective state or federal government 
related to such activities.

In general, contributions to a 501(c)(4) 
organization are non-deductible unless they are 
to entities such as a volunteer fire department 
or a veteran’s organization. Contributions could 
also be subject to federal gift taxes. As well, like 
501(c)(3) entities, some 501(c)(4) income could 
be subject to taxation as UBTI.

A 501(c)(4) can be organized in various ways 
and does not have the same limitations as 

A 501(c)(4) must be organized as a nonprofit and operated exclusively to promote social welfare, that is, the common good 
and general welfare of the people in its community.
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a 501(c)(3). The main stipulation is that the 
organization is not established to create  
profit and only uses the funds it receives for 
social welfare or promoting the community’s 
common good.

For exemption under the Internal Revenue Code, 
a 501(c)(4) files a Form 1024, Application for 
Recognition of Exemption under Section 510(a). 
The form is completely different from Form 1023, 
and there is no simplified or 1024 EZ-form. It is 
20 pages long and requires the filer to answer 
questions in essay form. It will take substantial 
time to complete; a completed form will consist 
of more than the original 20 pages.

Like 501(c)(3) entities, 501(c)(4)s are required  
to file one of the 990 forms and are subject to 
the same penalty provisions for not filing on  
time or not filing for three years as 501(c)(3s. 
Also, like 501(c)(3)s, 501(c)(4) funds cannot 
benefit a private individual and must go to  
fulfill its purpose.

501(c)(6) Organizations
A 501(c)(6) organization is an association of 
persons with a common business interest that 
promotes the interest but does not conduct a 
regular trade or business for profit. Examples 
include chambers of commerce, economic 
development corporations, real estate boards, 
trade boards, and professional football leagues, 
including the National Football League.

Contributions are not tax-deductible as this 
entity is not organized for “charitable” purposes 
like a 501(c)(3) entity. A 501(c)(6) is normally 
a membership organization, and dues may 
be deductible as a business expense. The 
organization must track its lobbying and political 
activity expenditures and report annually to 
members the percentage of members’ dues 
that are non-deductible due to the organization’s 
lobbying and political activities.

IRS rules for 501(c)(6) entities are less stringent 
than for 501(c)(3) and 501(c)(4) entities.  
However, they must file Form 1024s to obtain  
tax-exempt status.

As with the other forms of 501(c) entities, 501(c)
(6)s are subject to UBTI and must file one of the 
990 forms. They are also subject to significant 
penalties for not filing, and no earnings may 
benefit private individuals and benefit the 
organization’s common interest as a whole.

These three types of nonprofit entities make up 
more than 80 percent of U.S. nonprofits. Another 
24 entities make up the remaining 20 percent. 
There are some similarities in filing, penalties, and 
benefiting the community or common good of 
the organization. Organizers of nonprofits need 
to thoroughly review the different types of 501(c) 
entities and once they choose an organizational 
structure, follow the guidelines for filing for 
exemptions at both federal and state levels. 

Normally a membership 
organization, a 501(c)(6) 
must track its lobbying and 
political activity expenditures 
and report annually to 
members the percentage 
of members’ dues that are 
non-deductible due to the 
organization’s lobbying and 
political activities.

The three types of nonprofit entities covered in this article make up 
more than 80 percent of U.S. nonprofits. Another 24 entities make 

up the remaining 20 percent. 
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A nonprofit might use various business applications but haven’t yet implemented the capability for these systems to talk to 
each other or exchange data.

Embracing 
Digital 
Transformation 
By Thomas M. Angelo, CPA, CITP
HBK PRINCIPAL

The pandemic of the past year and 
its impact on our health, economies, 

and mental well-being have led to 
wholesale changes in our day-to-day 
activities. The nonprofit community was faced 
with extreme disruption, both internally from 
organizational disruption and in its role as a 
solution to many societal challenges.

As the markets grew more uncertain, demand 
for nonprofit services increased. Many 
nonprofits had to pursue their missions with 
fewer financial resources; many more had 
to send their teams home to work, for which 
few were prepared from a technological 
perspective. Years of using every penny to 
execute their missions left these organizations 
with outdated technology that would not 
support remote operations, not to mention the 

need to respond to calls for more services with 
less revenue.

Data breaches, email phishing campaigns, 
and ransomware have created additional 
challenges for nonprofits. There is a real risk to 
organizations’ data security as well as those of 
their donors and the people they serve.

While most nonprofit organizations want to 
invest in technology, recent events have made 
that a priority. Organizations have realized that 
adding technology creates efficiencies in how 
they deliver services and allows them to serve 
more constituents with the same staff.

Using technology to drive an organization’s 
strategy and impact its mission requires several 
considerations from the management team.

Digital transformation planning
Digital transformation involves integrating 
digital technology into all areas of an 
organization, fundamentally changing  
how it operates and delivers value to  
donors, constituents, patients, and other 
stakeholders. It requires a cultural change  
to continually challenge the status quo  
and get uncomfortable before getting  
comfortable again.

The organization needs to assess where it 
currently stands, not only in relation to its data, 
processes, and workflows but to on-premises 
and cloud technology and the organization’s 
temperature for enterprise-wide change.

Assessment
Digital transformation starts with an 
assessment to identify technology and 
workflow gaps. The assessment includes 
reviewing each area of the business to 
determine what workflow and business 
processes and applications are being used 
and a clear understanding of both hardware 
and software applications and the business 
processes each address. The assessment 
should involve not only management but the 
day-to-day line employees who carry out these 
functions and who often can provide the most 
relevant input.

Outsource or in-source
The organization must also decide whether to 
outsource its technology needs, both day-to-
day and strategic applications or hire staff. 
Outsourcing is typically the more efficient 
choice for organizations with fewer than a 
hundred employees as they usually cannot hire 

the right combination of team members at a 
reasonable cost. Managed IT providers offer 
fractional outsourced technology, including 
such services as strategic direction, a help 
desk, project services, and cybersecurity and 
data protection, for a monthly fee.

When an organization has more than a hundred 
employees or has many complex applications 
or business units, it can likely justify the 
expense of an internal team. Larger nonprofits 
often have a chief information officer to drive 
the strategy and execution of their technology 
plan. The team might include one or more 
system engineers, network administrators, or 
application specialists. These organizations 
may also use outsourced providers to 
supplement their internal teams’ skill sets; even 
large organizations cannot always manage all 
the complex technical issues that arise.

On-premises or in the cloud
One of the bigger decisions organizations are 
grappling with post-pandemic is how much of 
their technology stack should be on-premises 
versus in the cloud. On-premises technology 
includes local servers in the building that 
require maintenance, upgrade, backup, data, 
and security protection.  

Often, the software selections an organization 
makes determine whether it can be entirely in 
the cloud for its technology needs or require 
some hybrid approach. A hybrid approach may 
include a local file server and web-based cloud 
software. Almost all nonprofit organizations 
have chosen to have their email systems in the 
cloud with either Google or Microsoft, each of 
which offers significant pricing discounts for 
tax-exempt entities.  

Security
Security around an organization’s 
infrastructure, data, and communications are 
of utmost importance and often insufficiently 
addressed by nonprofit organizations. No 
longer can an organization depend on anti-
virus software and firewall protection. Modern 
cyber attacks include attacking on-premises 
data using ransomware and often encrypting 

both the original data and backups. Phishing 
campaigns with simulated emails misleading 
employees into initiating improper wire 
transfers have become commonplace. 

Many organizations are employing 
additional security measures, including:

•  Two-factor authentication for out-of- 
office access

• Security awareness training

• Compliance management

•  Encrypted off-site data backup and  
disaster recovery

• Email encryption

• Vulnerability scans

• Dark web monitoring

Application Integration
Nonprofit organizations have often 
failed to integrate their various business 
applications. For example, a nonprofit might 
use a donor management database to 
track its development activities, a program 
management application to track attendance 
at various events, and an accounting or ERP 
application to manage finances but haven’t 
implemented the capability for these systems 
to talk to each other or exchange data. This 
leads to inaccurate and duplicate data across 
disparate systems and a lack of controls from 
an audit perspective. It also most likely leads to 
duplicate work among team members and the 
related inefficiencies and wasted resources.

Solutions include implementing software 
applications that are part of a “suite,” that is, 

all from the same vendor and that seamlessly 
integrate, or “best-in-class” applications from 
various vendors that integrate out of the box or 
with some additional software.  

Often the assessment will determine which 
software is needed and where it needs to 
integrate. The goal is to enter data once and 
then share it across the organization and its 
other applications.

Business Analytics
An organization may “track a lot of data” 
but have no easy way to get the information 
into easily read reports and dashboards that 
management can use in a timely manner. 
Cumbersome manual spreadsheets are often 
created from various reports and require hours 
or even days of man-hours to complete.

A more effective solution is using a business 
analytic tool, such as Microsoft Power BI to 
pull and aggregate data from various systems 
into easy-to-read dashboards. Such tools 
allow the organization to retrieve financial 
information from the general ledger and 
member demographics or donor information 
from one easy-to-read report for dynamic 
scenario-building.  Some modern ERP software 
platforms also allow reports and dashboards 
that combine financial and non-financial 
statistics to be built within the system, allowing 
the CEO, CFO, and other key management 
team members to manage the organization 
with the most timely and accurate information.

Communication and Collaboration
The pandemic taught us that effective remote 
communication and collaboration are vital to 
maintaining operations, holding onto company 
culture, and enabling teams to communicate 
without travel.

An organization needs to reconsider not only its 
phone, email, and instant messaging platforms 
but its video conferencing, website, and 
intranet. It should allow many of its applications 
to share information, secure them from 
hackers, and train team members on their use 
and protection. 

In each issue of Insights, we will feature an HBK service line leader who will provide practical 
information and thought-provoking tips and ideas about their financial discipline.

Outside the Lines

Insights   //  Summer 2021    10

While most nonprofit organizations 
want to invest in technology, recent 
events have made that a priority.
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In today’s workplace, where a hybrid environment of the office 
and remote workers will likely continue, nonprofits need to replace 
antiquated analog and digital technologies with cloud-based phone 
systems and messaging platforms. 

Moving forward
The most successful nonprofit organizations will come through 
the pandemic with a renewed respect for and sense of prioritizing 
technology. Adopting more cloud-based technology, including 
accounting and donor management software, implementing 
enterprise-level cybersecurity protections, and outsourcing many 
day-to-day technology tasks are all part of moving the mission 
forward most efficiently. These organizations will realize that 
equipping their teams with up-to-date tools and technologies will 
increase retention, reduce headcount, and streamline operations.  
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Note: As a Client Accounting 
and Advisory Service (CAAS) 
practice focusing on Nonprofits, 
HBK professionals use cloud-
based financial technology 
and are always looking for 
available efficiencies, which 
typically come from building 
our tech stack. Cloud-based 
technologies allow our financial 
professionals to provide a 
high-level value of fiscal insight, 
guidance, and planning and 
to meet basic requirements, 
such as delivering financial 
documents and data for various 
types of reporting. 

Online technology 
can be an excellent 

enabler for nonprofit 
organizations; how it is 
leveraged varies depending 
on several factors. As CAAS 
professionals, we want to help 
the organizations we work with 
achieve efficiencies and adopt 
best practices in accounting, 
finance, and governance. 
Technology and its users play 
an integral role in this effort, 
and management accountants 
can help ensure that nonprofit 
organizations use these tools 
properly and follow established 
best practices. Having a better 
understanding of how nonprofits 
use available technologies will help 
that effort.

Cloud-based financial 
technology for 501(c)(3)s
The annual Blackbaud State of 
the Nonprofit Industry Survey 

asked nonprofits around the 
world about their technology and 
Internet usage. More than 2,000 
nonprofit organizations from 10 
countries responded. In all the 
countries surveyed, the study 
found that small nonprofits—
revenues between $250,000 and 
$2.4 million—use online tools 

for advocacy, e-mail, and social 
networking at a higher rate than 
larger nonprofits. Measuring those 
efforts against their finances is 
a logical next step. Cloud-based 
financial technology makes it 
possible to integrate different 
data sets and quantify powerful 
scorecard metrics, which are 
essential tools for demonstrating 
accountability and transparency. 

Scorecard metrics can be used to 
measure financial or non-financial 
criteria that reflect the efficacy of 
an organization’s programs and 
initiatives. Without cloud-based 
financial tech, it can be challenging 
and laborious to start to analyze 
scorecard metrics. When you focus 
on what and how to measure, 

you inform other aspects of your 
strategic planning, strengthen your 
stewardship and performance, and 
increase your mission impact.

Some scorecard metrics that many 
organizations have found helpful 
include:

•  Program efficiency = total 
program services expenses 
÷ total expenses: This metric 
may be the most important for 

In each issue of Insights, we will feature an HBK service line leader who will provide practical 
information and thought-provoking tips and ideas about their financial discipline.
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A 2020 study found that small nonprofits use online tools for 
advocacy, e-mail, and social networking at a higher rate than 
larger nonprofits.
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many charity evaluators, board 
members, and donors because 
it shows how funds are used 
for overhead or for making 
progress. 

•  Revenue per member = member 
revenue ÷ member count: 
Many membership-based 
organizations rely heavily on 
membership dues and program 
fees. How much revenue are 
you generating from your 
membership?

•  Fundraising efficiency = 
unrestricted fundraising 
expenses ÷ total unrestricted 
contributions: How much do 
you spend to raise a dollar? This 
metric shows how efficiently 
your organization raises funds.

Cloud-based financial 
technology for government 
entities
Government accounting needs 
differ from those of private 
organizations. Government 

accounting requires specialized 
software for better compliance 
and financial transparency for 
the Government Accounting 
Standards Boards (GASB) and 
to help manage a municipality’s 
many budgets. Well-designed 
accounting software reduces 
municipalities’ stress related 
to adhering to government 
regulations, audits, and data 
reporting. Government agencies 
are also under the scrutiny of 
the public, specifically on how 
those agencies spend taxpayers’ 
funding.

While outsourcing the accounting 
functions for a government 
agency may seem feasible at first, 
it takes a dedicated, experienced 
vendor who works specifically 
in government accounting to 
check all of the boxes required for 
government agency accounting. 
Those specialists are expensive, 
and taxpayers don’t like to see 
their funds spent on expensive 

outside services. 

Cloud-based financial technology 
can solve the dilemma. After a 
decade of outsourcing all city 
accounting, one municipality 
successfully implemented an 
easy-to-use and well-supported 
cloud-based accounting system. 
They were able to reduce 
costs and reliance on outside 
accounting professionals and 
have improved data integration 
and reporting flexibility. 

Processes to Upgrade to 
Cloud-Based Financial 
Technology
A common hurdle to using any 
technology is the anxiety of 
implementation. New technology 
means learning the intricacies 
of a new system, possibly new 
hardware challenges accessing 
legacy data, and perhaps, 
the fear of automation and 
efficiency coming at the expense 
of someone’s job. In reality, 

technology is for the betterment 
of the organization, its mission, 
and its people. 

Let’s explore the three Es for 
the best implementation of 
financial technology: evaluation, 
education, and execution. 

•  Evaluating technology 
options should be a team 
effort that includes the 
finance department’s analysis 
of the present process and 
possible future applications 
and efficiencies and executive 
leadership’s desired outputs. 
It is essential that the day-to-
day users of cloud technology 
be involved in the evaluation. 
Choosing software that best 
addresses the goals of the 
finance department and the 
entire organization should 
include considerations such as 
transferability of data into the 
cloud, ease of use, cost, support, 
and others’ reviews of the 
software.

One of the many benefits 
of evaluating cloud-based 
technology is having access to 
demonstration files. Ask your 
potential vendors for demo files 
to use for a period of time to 
explore the technology at your 
leisure. 

•  Once leadership has decided 
on financial technology, daily 
users of the software need to 
be educated, typically through 
structured training by the 
provider, on how to become 
power users and get the most 
value out of their decision. 
Education should involve the 
constant sharing of information 
about how cloud technology is 
used. That education can come 
externally from the service 

While outsourcing the accounting functions for a government agency may seem feasible 
at first, it takes a dedicated, experienced vendor who works specifically in government 
accounting to check all of the boxes required for government agency accounting. 
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provider or other organizations 
and internally among the staff 
members using it.

Some helpful training tips:

-  Never assume that what you 
hear is understood as intended. 
Explain to your instructor how 
you interpreted their direction. 

-  Request group training sessions. 

-  Ask your instructor to avoid 
abbreviations and “tech speak.”

•  When executing the 
implementation of new, cloud-
based technology, it is essential 
to plan, plan, plan—and do 
so in a timely manner. Follow 
that implementation plan and 
be ready for a few possible 
changes, of course, along the 
way, as no transition is perfect. 
Recommendations for executing a 
smooth implementation:

-  Run the legacy system parallel 
with the new system, instead of 
setting a hard stop/start date. 
The period should be relatively 
short to prevent an unreasonable 
amount of redundancy.

-  Designate a staff member to be 
the in-house “pro” to lead, train, 
and dedicate additional time to 
learning the new system.

-  Make sure the legacy system 
is backed up or that the data is 
migrated to a separate cloud 
storage facility for access if 
needed in the future.

Once your cloud-based financial 
technology system is in place, 
you should revisit the three Es 
frequently. Evaluate if your system 
is still the best option, educate your 
organization periodically to stay up 
to date on upgrades, and execute 
any improvements and upgrades 
available for your system.

Real-time, cloud-based financial 
management enables nonprofits 
to take advantage of the same 
functionality, performance, security, 
and infrastructure that major 
corporations use. Modern fund 
cloud-based software can easily 
track and tag your expenses and 
revenue to specific funds and 
automatically calculate and report 
on these and many other scorecard 
metrics, giving you instant visibility 
and insights so you can proactively 
manage locations, programs, 
members, and funds.

Best of all, because cloud-based 
financial systems are typically open-
source and can pull information 
from other cloud-based sources 
of data, you can automatically 
integrate non-financial data with 
financial data without manual input. 

The right financial management 
system, such as Sage Intacct,

 

along with the right team of 
financial professionals, like HBK’s 
CAAS office, can provide access  
to statistical data that enables  
you to automatically calculate 
scorecard metrics such as  
financial (revenue), statistical 
(membership), or a combination 
(donations per attendee). And it 
can offer the visibility, automation, 
access, and adaptability you need 
to grow your organization and 
succeed. From the benefits of fast 
and easy reporting to automated 
processes that yield greater 
efficiencies, you will be a better 
steward of your funds.  

Mike Liuzzi
Manager, HBK Client Accounting & Advisory Services

Because cloud-based financial systems are typically 
open-source and can pull information from other 
cloud-based sources of data, you can automatically 
integrate non-financial data with financial data 
without manual input. 

It is essential that the day-to-day 
users of cloud technology be 
involved in the evaluation of options.
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