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I

f nothing else, social media has
given us the ability to endlessly scroll
through the profile pages and activity
feeds of our family, friends, colleagues,
and loose acquaintances. We read their

status updates and look at their pictures to
acquaint ourselves with their accomplishments,
adventures, disappointments, and struggles.
Unavoidably, due to competitiveness, curiosity, or
insecurity, we compare their experiences to our
own, thus resulting in feelings of dissatisfaction
with our own lives or perhaps the feeling that
we have fallen short in some ways. This sort of
personal benchmarking has its advantages and
pitfalls. Identifying a new trendy restaurant or a
fun activity to do with the family this weekend can
be contrasted with feelings of dissatisfaction or a
fear of missing out. Benchmarking has a place in
business as well and can provide useful insights to
business owners and executives.
In business, benchmarking is a process of
comparing aspects of your business to a standard
set by the achievements of similar organizations.
This comparison can tell you if you are performing
at, above, or below your peer group, and help you
focus on where you are falling short. Best of all,
benchmarking can provide context for validating

or disproving pre-existing thoughts on how you
are doing, drive strategy, and put you on a path to
improvement.
It is important to decide as an organization what
you are going to benchmark: what are the key
performance indicators (KPIs) for your mission and
sector? These will vary among organizations, but
there are common KPIs to consider. While most
are quantitative in nature, nonfinancial data can be
equally or more valuable.

Benchmarking is a process of comparing
aspects of your business to a standard
set by the achievements of similar
organizations.
Strategic planning
Programming: Particularly in this current
pandemic climate, financial constraints and
logistical issues have impacted the delivery
method and the ability to conduct programs.
Having insight into other organizations’ plans to
introduce new programs or eliminate others can
be valuable.
Mergers and acquisitions: While uncommon,
having a pulse on your sector’s openness for
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mergers or strategic partnerships could guide
your long-term strategy.

Operations
Revenue trend: Revenue variability
is a constant challenge for nonprofits.
Understanding directionally how your
revenues fluctuate compared to your peers
can give you insight on whether your revenues
are more or less stable, which can impact
many decisions.
Liquidity: As a measure of assets that are
readily available to meet current obligations,
liquidity is particularly important during a
financial crisis. There is no bright-line metric
for nonprofits, but generally it is advisable
to have assets to cover at least six months
of operating costs. Studies indicate that a
majority of nonprofits do not meet this goal.
For this particular benchmark, it is important
to determine the appropriate measure of liquid
assets for your organization and to understand
what the benchmark data represents. Some
studies or organizations only consider
unrestricted cash and investments as liquid.
Others take the position that receivables are
also available to the organization to meet
short-term obligations. Your organization’s
circumstances will dictate your determination,
however it is important to be aware of donor
restrictions on your assets and ensure you are
not overstating them.

Funding sources: In order to respond in a
timely manner to unforeseen disruptions, it is
advisable to have a variety of funding sources
as opposed to depending on a few. Identifying
your concentrations and the untapped
sources that your sector is benefitting from
can steer your strategy for growing funding.
Funding sources for nonprofits can include:
Fee for service
Foundation grants
Government grants
Special events
Corporate contributions
Individual contributions
Conferences
Publications
Membership dues

Investment income
Investment performance: Many nonprofits
rely on the steady stream of investment
income from endowments or reserve funds to
fund their operations. Nonprofits should strive
to determine the appropriate investment mix
to weather the inevitable volatility. Ideally, your
organization’s board or investment committee
employs the expertise of a qualified
investment manager. If not, comparing your
investment returns, the percentage of those
returns to your annual expenditures, and
investment type allocations is a worthwhile
exercise if you hold significant investments.
Expenses: The most common benchmarking
of nonprofits by the public is looking at the
relationship of program expenses versus
total expenses. They want to know how
much funding goes toward the mission
versus management, general expenses, and
fundraising activities. It’s a simple metric to
review to determine at a high level whether
your costs are reasonably in line with other

organizations. Expenses should be subject
to efficient cost management practices and
proper cost allocation.
Program service revenue reliance: This
ratio shows how well an organization can pay
its expenses solely from program revenues.
It tells an organization how dependent it is on
contributions to meet its financial obligations.
Contributions from the public are less reliable
than program revenues so this metric gives a
clear picture of how stable an organization’s
revenue streams are, which could impact future
decision-making and the importance of timely
oversight by management and governance.
Other financial ratios: There are many
financial ratios that are relevant to nonprofits,
the key ones being current ratio, operating
margin, receivable days, fundraising efficiency,
and employee productivity. A simple internet
search or discussion with your accountant can
help you understand these ratios along with
others commonly utilized—how to calculate
them and what they mean.

Workplace environment
Employee compensation: it goes without
saying that your people are your greatest asset
and ensuring their satisfaction is a priority.
One aspect of satisfaction is compensation.
Benchmarking compensative trends in
your sector can help you retain and attract
employees.
Executive compensation: Benchmarking
executive compensation will help you ensure
that you are not paying executives too
much at the sake of your other employees
or the mission itself. It also provides insight
into how competitive your compensation
package is compared to other local
nonprofit organizations. And it protects your
organization from unwelcome scrutiny by
the public and the Internal Revenue Service.
Paying unreasonably high compensation can

Benchmarking executive compensation protects your organization from
unwelcome scrutiny by the public and the Internal Revenue Service.
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In the pandemic and post-pandemic climate, the shift to remote work could be a significant differentiator for your
organization’s operations and financial results, thus improving your ability to attract talent across a wider geographic
spectrum and reducing your occupancy costs.
be considered an excess benefit transaction
that subjects the recipient to various penalties.
The organization also may risk losing its taxexempt status. It is extremely important to
have proper policies and procedures in place
to determine and document the amount and
reasonableness of each item in an executive’s
total compensation package.

externally. Comparing your board membership
to that of other organizations, identifying those
with expertise in leadership and management,
financial management and accounting,
legal and fundraising, will help ensure the
organization is well prepared to pursue its
mission.

Work from home: In the pandemic and postpandemic climate, the shift to remote work
could be a significant differentiator for your
organization’s operations and financial results.
It could improve your ability to attract talent
across a wider geographic spectrum as well as
reduce your occupancy costs. Benchmarking
this factor could identify your organization as a
trendsetter or a lagger in this developing trend.

Policies: The publicly available Form 990
identifies what policies your organization has
or has not implemented, including policies over
conflicts of interest, whistleblowers, document
retention, and compensation setting. The lack
of any of these policies may be perceived
negatively by a public that expects a prudently
managed organization to have the specified
policies, as do the organizations you compete
with for support.

Governance

Getting the data

Board size and expertise: Your organization’s
board should be comprised of members who
provide a variety of expertise and skills to
navigate the key issues you face internally and

Now that you’ve identified what you want to
benchmark, you must gather the required
information. The data you use needs to be
accurate, timely, and relevant. Publicly available

sources such as Form 990, annual reports,
and direct responses to inquiries from other
organizations are the best sources for accurate
information. Try to get your data from a
sufficiently large peer group. Your data should
be from the current or most recent completed
fiscal year. And finally, your data needs to be
from organizations that are comparable to
yours in terms of geography, size, and mission.
As previously mentioned, publicly available
Form 990 is an excellent source of information
and anyone can obtain that data through
various online resources. In addition, your
accountant often has access to a wide
range of data that could be provided in a
confidential manner. Industry associations,
business development centers and chambers
of commerce, and third-party analytic service
providers can be key sources of information.
And because the nonprofit community is
characteristically collaborative, you should also
be able to share information directly with
your peers.
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TA X

Common Issues on a Nonprofit’s
Annual Information Return
By Amy Dalen, JD
PRINCIPAL | CHAIR, HBK TAX ADVISORY GROUP
CO-NATIONAL DIRECTOR, NONPROFIT SOLUTIONS

N

onprofit organizations are
required to file an “information
return” with the Internal Revenue
Service (IRS) on an annual basis. Which

information return gets filed—Form 990, 990EZ, or 990-N—generally depends on the level
of revenue and assets which the organization
receives and holds during the year. We help
nonprofit organizations prepare and file these
forms, and over the years, we have identified
a number of issues that consistently come up
and that all nonprofit organizations should be
aware of.
Some of the more common issues we see
when preparing Form 990 or Form 990-EZ
include:

Developing complete and informative
descriptions
Form 990 and Form 990-EZ each request
descriptions of the organization’s mission or
primary exempt purpose and the program
services that the organization performs.
Because these information returns are available
for public inspection for three years, it is
imperative that nonprofit organizations spend
time to properly develop these descriptions.
Many potential donors will investigate a
nonprofit organization prior to making a
donation, and these descriptions are often
looked at as part of their due diligence.
Consider the following when developing these
descriptions:
• Grammar and spelling are important. We
generally recommend that full sentences be
used that will adequately explain what the
organization is trying to accomplish. Spelling
mistakes, poor grammar, and disjointed
sentences could negatively impact a donor’s
view of the organization.

• Pay attention to length. To the extent that a
description will not completely fit in the space
allotted on the return, organizations must
use Schedule O to continue the description.
Dividing the description makes reading it
more difficult, and it may disrupt the message
the organization is trying to convey. Long
descriptions also risk losing the reader’s
attention. If the length needed to adequately
describe a mission or purpose exceeds
the space allotted, consider referring to
Schedule O in that space and including the full
description on Schedule O.
• Consider highlighting key
accomplishments. A donor wants to
understand what an organization is doing, or
will do, with their contribution. Many donors
only contribute to organizations that are truly
making a difference or having an impact on
the community they serve. An organization
should take the time to properly highlight these

contributions to demonstrate their overall
effectiveness.
Organizations should also be aware that Form
990 and Form 990-EZ require explanations
when certain questions are answered “yes” or
“no.” These explanations are also important to
donors—and to the IRS—because they provide
additional information on the activities of the
organization. If explanations and descriptions
are not provided when requested, or if all of the
information requested is not provided, the IRS
may be more likely to initiate an examination
of the organization. The instructions to Form
990 and Form 990-EZ are available on the IRS
website and provide detailed guidance on each
question, explanation, and description needed.
They should be consulted when preparing and/
or reviewing each form.

The importance of board independence

n organization whose exempt purpose is to operate an animal shelter

and a veterinary clinic for animals adopted from the animal shelter will have
revenue from those operations that is considered related to the exempt purpose.
If the veterinary clinic then chooses to provide services to the general public, the
revenue related to that activity will no longer be considered related or exemptfunction revenue because the activity does not further the exempt purpose of
providing veterinary services to animals adopted from the animal shelter.

W

hile real property rental
income is generally excluded

from unrelated business revenue, a
portion of the revenue may be subject
to the unrelated business income
tax if there is a mortgage held on
the rental property. This will change
the characterization of the income
to “debt-financed income,” which is
included in unrelated business revenue.

• Did not receive compensation as an
employee and/or an officer of the
organization or a related organization;
• Did not receive compensation or other
payments exceeding $10,000 as an
independent contractor from the
organization or a related organization; and
• Was not involved in (or have any family
members or entities in which the board
member owned a 35 percent or more stake
in involved in) any transactions between the
organization or a related organization that
would be reportable on Schedule L.

The effectiveness of the board in
carrying out its duties relies heavily
on its ability to be independent.

An organization’s board has a number of roles

Proper Classification of Revenue

A

and responsibilities, including the development
of goals and strategies that are in line with the
organization’s mission, hiring and appointing
officers, and defining the policies and
procedures that will guide the organization.
The effectiveness of the board in carrying
out these duties relies heavily on its ability to
be independent. Independence is generally
defined as a board member who:

The Internal Revenue Code (IRC) and
state laws and regulations impose various
restrictions on organizations, prohibiting
private benefits and private inurement. The IRS
and state attorneys general regularly monitor
independence, and take the position that it is
difficult for an organization to avoid violating
these restrictions if there are not enough
independent board members. One method of
monitoring independence is by reviewing the
organization’s annual information return. The
organization is required to indicate the number
of independent voting board members on
Form 990. While organizations that file Form
990-EZ do not have to specify the number of
independent board members, the information
requested on the return is generally sufficient
for the IRS and/or state attorneys general to

make the determination on their own.
Because the IRS and state attorneys general
rely on the annual information report for the
number of independent board members,
it is critical that the information regarding
independence be properly reported on Form
990 or Form 990-EZ. This means that an
organization must pay careful attention to
the number of voting board members who
are independent, the level of compensation
each board member is paid (if board members
receive payment), and any transactions that the
organization may have with board members.
Organizations should also adopt a Conflict
of Interest Policy that follows state law and
provides clear definitions of when a conflict
may arise. Having a comprehensive policy will
help the board maintain independence when
dealing with specific transactions, and will help
prevent the appearance of private benefit or
private inurement. An annual questionnaire for
board members may also help identify when
conflicts exist and independence issues arise.

Proper classification of revenue
An organization must properly account for the
type of revenue it receives on an annual basis.
Both Form 990 and Form 990-EZ require an
income statement to be completed, which

shows a breakdown of the type of revenue
(e.g. contributions, program-service revenue,
investment income, etc.), as well as whether
the revenue is exempt-function revenue,
unrelated business revenue, or revenue that
is excluded from unrelated business revenue.
In order to properly complete the income
statement, organizations must understand
these key classifications. In many instances, the
classification of revenue is dependent on the
facts and circumstances of the source of the
revenue.
• Related or exempt-function revenue is
generally defined as revenue that is associated
with the organization’s exempt purpose.
Therefore, in order to properly classify
revenue as related or exempt, a thorough
understanding of the organization’s exempt
purpose as defined in the organization’s
exemption application is necessary. An
organization’s governing documents should
also be consulted, as well as any additional
correspondence with the IRS if an exempt
purpose was adjusted or changed over the
years. When determining whether revenue is
related to the exempt purpose, the organization
must look to the source of the revenue,
not to how the revenue is used within the
organization.

Insights // Spring 2021 6

HBK Nonprofit Solutions

Many donors will review an organization’s revenue
stream, so proper classification of revenue related
to the organization’s exempt purpose is critical to
demonstrate the organization’s public benefits.
Likewise, full and accurate disclosure of income
classified as exempt is necessary to start the threeyear statute of limitations on the assessment of
unrelated business income tax.
• Unrelated business revenue is revenue generated
from a trade or business that is regularly carried
on and does not have a substantial and causal
relationship to the organization’s exempt purpose.
In order to fall under this category, all of these
requirements must be met, and the revenue must
not otherwise be excluded from the definition of
unrelated business revenue. Organizations often
fail to recognize revenue that may be considered
unrelated business revenue, which may lead to
interest and penalties if the IRS later determines
that the income should have been reported and tax
was owed.
Unrelated business revenue is reported as part of
the income statement, and specifically identified as
unrelated on Form 990. In addition, it needs to be
reported on Form 990-T to the extent that the level of
revenue meets the Form 990-T reporting thresholds.
For a more in-depth discussion of unrelated business
revenue and its taxation, see the article titled
“Unrelated Trades or Businesses: How Tax-Exempt
Organizations Pay Tax,” published on the HBK website
and dated January 4, 2021.
• Revenue excluded from unrelated business
revenue generally includes interest, dividends, gains
and losses, real property rental income, and royalties.
In addition, revenue that is generated from an
unrelated trade or business that is regularly carried on
is excluded from the definition of unrelated business
revenue where the activity is performed by volunteers,
or involves the sale of donated merchandise. IRC
§§ 512 through 514 contain the rules related to
unrelated business revenue, and provide the statutory
exceptions. Organizations must understand these
rules in order to properly comply with their reporting
requirements.

Conclusion
Properly reporting a nonprofit organization’s activities
on Form 990 or Form 990-EZ can be complicated,
especially if you are unfamiliar with the rules.
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Nonprofit organizations are held to a higher standard
when completing their annual returns due to the
public nature of the return. If an organization does not
spend the time and expense to ensure that a return is
properly prepared, it may negatively impact a donor’s
willingness to contribute to the organization, or may
even result in an examination by either the IRS or the
state attorney general. The HBK Nonprofit Solutions
Group can help guide your organization to ensure that
these forms are prepared properly and any potential
issues are addressed.
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Amy specializes in estate, gift, trust, individual,
and nonprofit taxation. She is skilled at researching
complicated tax issues, consulting on complex
estate plans, and providing guidance to nonprofits
to ensure compliance with their tax filing
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Amy’s industry experience is broad. She has
worked with nonprofit clients since beginning
her public accounting career in 2008, including
reviewing more than 1,500 nonprofit tax returns
for compliance since 2016. As a nonprofit
specialist, she advises HBK estate planning clients
on philanthropic giving. Her involvement with
nonprofits dates back to her childhood: Volunteer,
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Volunteer, Animal Refuge League of Greater
Portland, Maine.
For more information, contact Amy at 239-263-2111
or adalen@hbkcpa.com.
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“If I Knew Then What I Know Now”

By Kathleen Clayton, CPA

Making a Career in a Nonprofit, Featuring HBK Client/CEO Perspectives

PRINCIPAL AND CO-NATIONAL DIRECTOR,
HBK NONPROFIT SOLUTIONS GROUP

N

onprofits as a group are not
an industry, like construction
or manufacturing, but they employ
the third-largest workforce of any U.S.

business sector. More than 1.57 million exempt
organizations employ about 10 percent of the
U.S. workforce, which is about 11.4 million jobs
(plus 63 million volunteers). The largest share of
private nonprofit employment is in education,
healthcare, associations, social assistance, arts
and recreation.
The COVID-19 pandemic has caused many U.S.
workers to re-evaluate their career choices,
to turn to nonprofit work, some because their
jobs have been eliminated and others because
they have developed a new or renewed sense
of responsibility to “make a difference” in their
communities.
The corporate employee and the nonprofit
employee have much in common, but also differ
in many ways, particularly in the leadership roles.
And while some skills sharpened in corporate
America may translate into the nonprofit sector,
others may not.

According to one CEO and HBK client, “What
surprised me most was the length of time it
took for me to really understand the dynamics
of the organization that I was now managing
and the nuances of the community in which
I was working. My initial thoughts were that
I would get settled in and hit my stride as
executive director and be able to put my mark
after 18-24 months of being in the position (if I
were to survive that long). But I have found that
even after that time, there was still a lot I was
learning about the position and how to best
move the organization forward. Working in the
nonprofit field is an incredibly complicated and
demanding endeavor, and you have to accept
that no matter how long you are in a position
of leadership or how much you planned ahead
and prepared, you’re always coming across new
situations and having to react and respond. Just
accept it and don’t be too hard on yourself when
nothing goes according to plan.”
If you are considering jumping into a nonprofit
leadership position, consider the pros and cons
of that decision.

The cons
• Leaders have less control over their
environment since much of it is based in
the community and not within the walls
of the nonprofit. As well, there is a certain
bureaucracy to working for a nonprofit,
as leaders often report to a hierarchy of
committees and boards before they can
implement major changes.

“I think many nonprofit board
members fall into one of two
categories: eager to become
inappropriately involved in day-today operations, or not involved in
oversight enough.”
As one CEO noted, “I quickly realized that the
organization’s ability to thrive was dependent
on the strength of its board, making it the
lifeline of the organization no matter the
organization’s history or staff composition.”

Insights // Spring 2021 8

HBK Nonprofit Solutions

Nonprofit successes—and government policies—have attracted for-profit companies into nonprofit fields, leading to a
decline in nonprofit market shares in fields as diverse as social assistance, nursing homes, and hospital care.
And another: “What surprised me, and
continues to surprise me is that board of
directors hire a professional to run the
organization, yet they are so sure they know
better how things should be done than the
experienced professional they hired.”
And yet another: “I wish I had been more
knowledgeable about board development
and training. I think many nonprofit board
members fall into one of two categories: eager
to become inappropriately involved in day-today operations, or not involved in oversight
enough—not fully understanding their own
liability for fiduciary responsibility. “
• Many nonprofits operate with limited or
erratic revenue streams and many with limited
reserves. Many have to compete with for-profit
corporate entities that have more reliable
revenues and reserve balances. Nonprofit
successes—and government policies—have
attracted for-profit firms into nonprofit fields,
leading to a decline in nonprofit market shares
in fields as diverse as social assistance, nursing
homes, and hospital care.

• Nonprofit employees, and their leaders in
particular, find themselves wearing many
hats. Juggling skills is a must and burnout
happens often.
One CEO noted, “I would have prioritized
balancing work and life better, leaning on
having much more time with family and friends.
I would have left more time to take care of
myself physically.”
Typically, there is not a linear career path in the
nonprofit sector. A program manager might get
promoted to a program director or even a COO
but not typically to a top-level CEO position. And
woe is the poor CFO who almost always gets
passed over for consideration for openings as
COO and CEO. A change to another nonprofit
might be necessary to move upward.
You may face obstacles every day you go
to work. During this pandemic, think of the
workers at our hospitals and our food banks,
to name just two. Staying home was not an
option. You may face political enemies. Think
of those who work for organizations such as
Planned Parenthood or Right to Life.

• While almost no one works 9:00 to 5:00
anymore, the work-life of a nonprofit leader
is always filled with morning, evening, and
weekend commitments. “Nine to five” can be
the slowest part of the day.
One CEO told us: “I took over as acting ED a
long time ago and what comes to mind is that
my predecessor had hired a CFO who was in
way over her head and wouldn’t admit it. She
thought she had leverage on me because she
was computer and Excel savvy back when
computers were a relatively new addition. I
had to get her to leave and learn Excel after
work hours. Not easy for a person trained as a
counselor but I forced myself to do it.”
• One “con” often disputed is that there is pay
inequity in nonprofits. Contrary to popular
belief, average weekly wages per employee
are nearly equal to those paid by for-profits
overall—and in many key nonprofit fields are
actually higher than for-profit wages. The data
is mixed; it depends on the position and the
organization.
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If I knew then …
The required core competencies include financial
management, fundraising, human resourcing, program
knowledge, governance, planning, community relations
and communications.
As one CEO put it, “If I knew then, what I know now, I
would not have missed these clues:
“I replaced a CEO who suddenly ‘retired’ in the midst
of a new construction project. First missed clue:
What CEO retires in the middle of a famed project?
During this first year of indoctrination, the long-time
bookkeeper handled the finances and administrative
paperwork seemingly effortlessly. Second missed clue:
Coordinating loans and finances during a major project
is complicated.
“After one year, the bookkeeper goes out on disability, so
I am now getting the calls and communications. Third
missed clue: Not enough division of duties.
“One day, there is a call from the mortgage lender with
bad news. Help was needed. Fourth missed clue: There
was no active finance committee for oversight and
checks and balances.
“Today, we operate fiscally responsibly with a solid
budget and cash reserves. There is an active finance

committee providing fiscal oversight to the staff and
board, a contracted bookkeeper, a more experienced
CEO, and a responsible audit firm. If I knew then, what I
know now…”
The Third Sector Company, which provides transitional
leadership to nonprofits, put it best: “There is a social
value to our work that cannot be calculated using any
financial equations. The nonprofit leader is challenged to
provide a social return on investment as opposed to or in
addition to the financial return on investment.”

HBK consults
HBK is often called to assist our nonprofit clients with
identifying new, talented team members. Some of our
recent consults have included:
• Writing executive job descriptions
• Placing ads
• Reviewing and screening resumes
•R
 esearching current industry-specific compensation
and benefit data
•O
 nboarding new team members, including training in
areas such as accounting and board management.
Please reach out to a Nonprofit Solutions team member.
We’re here to help.

• And finally, you will feel an overwhelming
sense of responsibility to the mission.
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The pro
For many, this long list of “cons” is negated
by one intrinsic value, the ability to make a
difference in one’s community. So, if you are still
interested in this career, read on.

Principal
Co-National Director, Nonprofit Solutions

In an article for Mission Box, Dorothy Guerrero
at Texas Exes outlines the virtues of a nonprofit
leader:

K

• T hey make big waves with limited resources.
• T hey stand up in times of crisis.

• T hey listen.
• T hey make the right calls.

For more information, contact Kathleen at 732-453-6528 or kclayton@hbkcpa.com.

• T hey attract people to the mission.

T

financial management, fundraising, human
resourcing, program knowledge, governance, planning,
community relations and communications.

athleen has over 35 years of experience providing auditing, accounting, tax and consulting services
to privately held businesses and not-for-profit organizations. She specializes in preparing tax-exempt
status applications, consulting on charitable regulations, and providing outsourced management and
accounting services. She routinely consults with organizations that receive federal and state funding.
Kathleen as worked with a wide variety of nonprofit organizations, including membership organizations,
public charities, private foundations, and special improvement districts. She frequently addresses
conferences and meetings, and business and governmental organizations on nonprofit-related issues.
Her community service includes positions on several boards, including currently as vice-chair of the
Union County Education Services Foundation and previously the Two Hundred Club of Union County and
the United Way of Union County.

• T hey back up knowledge with experience.

he required core competencies include

Kathleen Clayton, CPA, PSA, MBA

• T hey understand people.

• T hey break down walls and barriers.
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There was never a question of folding up. We had to be there and make it happen. The kitchen, maintenance, and pantry crews
were willing to come in when everything around us was shutting down—even though they were putting themselves at risk.
didn’t have on hand. The people who came to
the pantry used to bring their own boxes and
bags, but now we had to buy bags in bulk for
our volunteers to load them and put them in
people’s cars. We also bought shopping carts
for walk-ups so they could get their food home.
And we added an awning out back to keep our
volunteers and clients dry at a cost of $6,000.

C L I E N T S P OT L I G H T

Lunch Break:
Helping
Community
Members
in Need
A Q&A with Lunch Break
Executive Director, Gwendolyn
Love and Manager of
Development and Marketing,
Jill Gwydir-Govel
For nearly four decades, Lunch Break has been
helping community members in need. Over
the years, through the support of individual
donors, foundations, corporate and business
communities, and a network of more than
2,000 volunteers, the Monmouth County, New
Jersey nonprofit has expanded its feeding,
clothing, outreach, mentoring, and social
service programs. Today, with a full-time staff
of 23, and a similarly deep board and advisory

council, Lunch Break oversees a nearly $5
million budget, including donated food and
other items.
The year 2020 was unlike any other for most
organizations. For Lunch Break, the pandemic
meant more services were needed more
urgently by more people. In the face of COVID19-related restrictions, Lunch Break’s leadership
and staff had to rethink and restructure their
operations on the go. HBK Nonprofit Solutions
principal Kathleen Clayton talked with Lunch
Break executive director Gwendolyn Love and
Jill Gwydir Govel, manager, Development and
Marketing, about the challenges they faced
and will face as they prepare to celebrate the
nonprofit’s 38th anniversary.

toys at Christmas and baskets at Easter for
children. Other services evolved from that.
We’ve done programs over the years to help
people move on with their lives and move up,
which led us to a second capital campaign in
2015 to expand the facility to accommodate
a client choice pantry, additional offices and
the clothing closet. We’ve seen enormous
growth, including in 2020. There have been a
lot of new faces with the pandemic, and we are
now in the midst of our third capital campaign
to double the size of our building. We’ll bring
our Life Skills Program into our main building
and build a warehouse, which will alleviate the
inefficiencies of constantly moving food from
the pods that we have been using.

HBK. Give us a little background on
Lunch Break.

HBK. The year 2020 was unlike any other.
How have you coped with the pandemic?

Love. Lunch Break started in the basement of
a local church in 1983. They were all volunteers
feeding hot meals to people who were going
hungry, mainly in the area around the Red Bank
train station. Soon, they expanded their help to
provide clothes, and then established a food
pantry for people who needed food but had
a place to cook it themselves. Our first capital
campaign allowed us to move into our own
building, where we added other services, like

Love. No one was prepared for 2020. We had to
completely change how we provide services.
Some services were suspended for a time, but
we never stopped giving out food. We had to
transition over a weekend from serving meals
in our building and allowing people into our
client-choice pantry to bagging the food and
delivering it out the front and back doors.
Our supplies expenses soared: bags, plastic
knives and forks, a lot of products that we

Gwydir-Govel. We got into our new routine
quickly, but there were many unanticipated
expenses. Everything had to go virtual. We
had to buy laptops and printers for our office
staff, our financial development and program
teams, so they could work from home. We
blew through our office supplies in a couple
of months. We couldn’t do live events with
our donors, so we wrote letters, and our
postage budget went through the roof. Our
older volunteers couldn’t come into the office,
though we created a bubble for a small number
of younger volunteers. But we still had to
outsource some work to sustain our operation.
Love. There was never a question of folding
up. We had to be there so we had to make it
happen. The kitchen, maintenance, and pantry
crews were willing to come in when everything
around us was shutting down—even though
they were putting themselves at risk.

HBK. How did your board respond to what
you were facing?

light and everyone was helping each other in so
many ways.

Love. Our board was supportive of all the
changes we had to make. We blew through
certain budgetary items and they were
understanding of what we had to do, including
hiring part-time people. One of my goals was
to keep our staff employed. I didn’t want to
have to lay anyone off. The board understood
that everyone was serving a purpose and
was needed. And in the midst of it all, we
started a capital campaign. We’d started the
conversation before COVID, but made the
decision to go forward during the year and the
board supported it. We also worked with our
community partners. We’ve been getting food,
other resources, and grants, and we have been
able to subsidize some of the things that other
community groups are doing. When we were
worried about access to food, a former board
member who owns a grocery chain assured us
that we’d have food, gave us priority status—
and when we had a scare at the office and
couldn’t get into our building, he took care of
getting the food out to the community. Those
relationships all came to

HBK. What do the coming months and
year look like in terms of operating and
fundraising?
Love. People were very generous during
the pandemic, more than ever. Our biggest
vulnerability as well as our strength is that the
majority of our funds come from individuals.
That’s good but it makes us vulnerable because
we rely on so many individuals.
Our staff and volunteers will be vaccinated by
the end of March. We’ve also been working with
the local clinic to get our clients vaccinated.
We’ll turn now to how we can
open up safely. Our dining
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Outside the Lines
room is set up like a restaurant, so we’ll adhere to the governor’s
rules for how many people can be in that room at any one time. And
we’ll need to be sensitive to the comfort levels of our staff
and volunteers.
Gwydir-Govel. In 2020 we received more donations online than
ever before. That forced us to think about our donation process. But
there are also people who still want the letter in their hands and to
write a check. We’re still going to do virtual events, like an online art
auction in April. We hope to have our gala in October, though will
likely have to modify how many people we can have on-site. We’ll
broadcast it so people can purchase a ticket to watch it. There are
a lot of grant opportunities coming up as well. And the American
Rescue Plan Act of 2021 includes funding for nonprofits.
At shutdown, we knew it was going to be difficult financially for
people, but the community stepped up instantly with donations. As
things improve, people might not think we need as much support.
But in New Jersey, food insecurity was up 56 percent in 2020. Our
area was hit really hard because we are a service industry, the shore
hotels and restaurants. Those folks were just getting by before the
pandemic, then lost their jobs with no safety net and no savings.
Those industries are going to come back slowly, we’ve heard maybe
not until 2024.
HBK. We’ve been honored to be involved with Lunch Break,
providing audit and tax services and mentoring to your
accounting staff, but also using our resources to support Lunch
Break, for example, connecting you to a nonprofit insurance
specialist and providing guidance with donation compliance
issues. When did you decide to bring on a CPA firm that
specialized in working with nonprofits?
Love. When we reached an amount of donations that required a fullblown audit, we established an auditing committee and hired a firm.
Then after a few years, we realized that we needed more expertise
and sent out an RFP. That’s when we met you, Kathy, and your firm.
We were impressed by your presentation and decided to make
the change.
Ever since, the audits have gone smoothly and the committee has
been very pleased. You and your HBK team always make a great
presentation to the committee. Having that level of professional
expertise as you grow is absolutely necessary. There are so many
types of funding, and we’re not going to have in-house personnel
with the knowledge that requires. There are always questions of
what language to use, how to report this or that. HBK has made sure
that we’re compliant with what we’re telling our donors. And there
are questions that come up with a new campaign. We want the
donors to be able to see that the organization is operating ethically.
We’ve always had a great level of confidence that HBK is taking care
of those things, that we can tend to our business and not worry
about any of that.

HBK Nonprofit Solutions Contacts
Kathleen Clayton, CPA, PSA, MBA
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T (732) 453-6528
E KClayton@hbkcpa.com
Melissa Crowley, CPA
Principal | Youngstown, Ohio
T (330) 758-8613
E MCrowley@hbkcpa.com
Amy Dalen, JD
Co-National Director, Nonprofit Solutions
Principal | Naples, Fla.
T (239) 263-2111
E ADalen@hbkcpa.com
Jeremy Hartzell, JD, MBA
Principal-In-Charge | Pittsburgh
T (724) 934-5300
E JHartzell@hbkcpa.com
Sean Kocan, CPA, CFE
Principal | Pittsburgh
T (724) 934-5300
E SKocan@hbkcpa.com
Dominic Mastropietro, III, CPA, MBA
Principal | Hermitage, Pa.
T (724) 981-7550
E DMastropietro@hbkcpa.com
Ashlynn Reeder, CPA, MST
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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.

Fiduciary:
Your Role as Retirement
Plan Sponsor
And 10 Ways to Fulfill It
By R. Dean Piccirillo, MSFS, CFP®, CRPS®, AIFA®
PRINCIPAL, SENIOR FINANCIAL ADVISOR | HBKS WEALTH ADVISORS

T

Income Security Act of 1974 (ERISA).

corporations and municipalities. We see many of the same opportunities
to improve overall plan design, operation and administration. Many
opportunities are comparatively easy for a plan sponsor to identify and
implement. Others require professional guidance.

Plan fiduciaries are personally responsible and liable for the management
of their plans in accordance with ERISA. There is no corporate veil with
respect to the management of retirement plan assets. Entity structure
does not protect executives responsible for retirement plan assets if they
act imprudently and not in the best interest of their plans’ participants.

Most fundamentally, sponsors of qualified retirement plans, such as
403(b)s or 401(k)s, must recognize that they are fiduciaries. Fiduciaries
are subject to the highest standard of care under the law, obligations
that plan sponsors must meet for their retirement plans, participants,
and participants’ beneficiaries as outlined in the Employee Retirement

The issues outlined below are important to plan sponsors who want
to operate an effective plan that is going to help their participants
accomplish a secure retirement as well as live up to their responsibilities
as fiduciaries.

he HBKS Retirement Plan Services Group advises
many sponsors of retirement plans for nonprofits, for-profit

1

Consider an open
architecture platform.

Engage a recordkeeping
solution that provides access to
most publicly traded mutual funds.
The record keeper provides you
and your participants access to
the investment marketplace as
well as online access to plan-level
reporting, maintains the plan
website, and generates quarterly
statements. Where appropriate,
no-load and institutionally priced
funds should be made available.
Avoid packaged platforms built
by product providers. Restricted
access, in particular a lot of the
funds with the same brand name,

is a warning sign of a pay-to-play
solution where fund companies
pay to be on the plan investment
menu. As a fiduciary, you want
a wide selection of investment
options in order to develop a bestin-class menu for your participants.

2

Examine plan fees.

Fees for investment
management,
recordkeeping, administrative
services, and other plan services
impact performance and
ultimately a participant’s ability
to be successful in retirement.
Regulators require fees to be
“reasonable,” though they do
not provide a definition of

reasonable. Much of the litigation
against employers related to
their retirement plans is over
excessive fees. Consider using
a benchmarking study based
on plan assets or number of
participants to determine if
your fees are reasonable. Many
professional advisors can provide
a benchmarking study comparing
your retirement plan’s fees to the
fees of other plans of a similar
size on a national basis. This is a
best practice for being able to
document that you are paying
attention to this issue as a plan
sponsor. Aim for your fees to be in
the 50 percentile or below in your
benchmark study.

3

Monitor your plan
investment options.

You are obligated as a
sponsor to monitor the investments
in your plan and to make sure that
they are meeting a reasonable
fiduciary standard of care. We feel
that it is a best practice to have a
defined process with which you
are going to select and monitor
investment options. This process
is often defined in an investment
policy statement. Your investment
policy statement details the
benchmarks that the plan sponsor
is using and also details the
roles and responsibilities of the
sponsoring company, its officers,
and other service providers.
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Make sure you are regularly challenging your consultants regarding your retirement plan
design and that it is meeting your objectives as a sponsor.
After defining your process, you
need not only implement it but
document that you have followed
it. As investment advisors to over
150 retirement plans, we assist
our clients with the development
of their investment policy
statements, then help them with
execution and documentation.
We want to assure plan sponsors
of two things: one, that they have
a competitive mix of designated
investment alternatives that their
participants can choose from, and
two, that if they are challenged,
they can document that they
have demonstrated procedural
prudence as fiduciaries.

4

 rack timeliness of
T
participant deferrals and
deposits.

When you withhold money
from a participant’s paycheck
you must deposit those dollars
into their 401(k) or 403(b)
participant accounts as soon as
administratively possible. There
is a misconception, based on a
previous Department of Labor safe
harbor rule, that retirement plan
sponsors have 15 days to make their
401(k) deposits. Your regulators
will request your payroll records
to see when money was withheld,
then when it was deposited and
invested. Delays could trigger a
Department of Labor investigation
of company payroll records,
401(k) trust accounting records,
and participant statements. Once
you’ve demonstrated an ability
to make contributions in three
days, for example, if you make
them in five days or more, they are
considered late and you may be
responsible for lost earnings on
these late contributions.

The general rule of thumb is that
these payroll deposits should
be made absolutely as soon as
administratively possible and
once you have demonstrated an
ability to do so, you must then
continue to make these deposits
consistently over time. Otherwise,
plan sponsors run the risk of being
responsible for a participant’s lost
earnings.

5

Review your plan design
periodically.

Challenge your plan
provider to review its design
as to how it is meeting your
objectives. Consider opportunities
that will allow participants to
maximize their contributions. As
your company and employee
base change, you might want to
modify your retirement plan to
accommodate your changing
environment.
For example, there are different
methods to implement a profitsharing allocation other than tying
it to a participant’s compensation
relative to the total payroll. You
could allocate profit-sharing
on an age basis or based on
employment classification.
The bottom line is, make sure
you are regularly challenging
your consultants regarding your
retirement plan design and that it
is meeting your objectives as
a sponsor.

6

Consider pairing your
401(k) plan with a cash
balance retirement plan
to accelerate tax-advantaged
contributions.
A cash balance plan has
characteristics of both defined
contribution and defined benefit

plans and can provide substantial
tax savings. These types of
plans can be used to increase
contributions for older employees
or more highly compensated
employees. It is another way to
maximize contributions to the
most valuable people in your
business.

7

Consider outsourcing
fiduciary liability.

Challenge your investment
consultants and advisors on
the fiduciary responsibility
they are accepting. They could
be willing to act as a fiduciary
on a non-discretionary basis
or with discretion. On a nondiscretionary basis, they share
responsibility with you as
fiduciaries. By accepting that role
and acknowledging it, they go a
long way toward addressing your
responsibilities. As a discretionary
investment manager, under ERISA
3(38), they can manage the plan
on your behalf, including choosing
the investments. By delegating
authority to them for investmentrelated decisions, they relieve you
as the plan sponsor of liability
related to investment decisions for
your plan. It is important to know
in which capacity your advisor is
acting. Further, some third-party
administrators take responsibility
for other plan responsibilities such
as updating the plan document,
distributing required notices,
approving loans, and providing
hardship withdrawals.
It is important to make certain
that you are periodically
challenging your plans’ advisors
and consultants regarding the
level of fiduciary responsibility
they are accepting. It is not at all

uncommon for plan sponsors to
pose this question and learn that
their advisors are not accepting
any fiduciary responsibility.

8

Confirm that you have an
adequate ERISA bond.

ERISA generally requires that
every fiduciary of an employee
benefit plan who handles funds
or other property be bonded. The
purpose of the bond is to protect
employee benefit plans from
the risk of loss due to fraud or
dishonesty on the part of persons
who handle plan funds. Generally,
each person must be bonded in
an amount equal to at least 10
percent of the amount of funds he
or she handled the preceding year.

9

Consider voluntary
compliance with
Regulation 404(c).

You are responsible for your
employees’ investment decisions
if you haven’t voluntarily complied
with Regulation 404(c)—including
when employees make no
investment choices. Compliance
is voluntary, but if you do, you
gain protection from liability from
plan participants’ poor investment
decisions. Complying includes
having at least three diversified
investment alternatives and
providing certain disclosures,
including letting plan participants
know that you are complying with
404(c).

10

Use a Qualified Default
Investment Alternative
(QDIA).

A QDIA is used when participants
haven’t made an active investment
election. When money is
contributed to the plan, it is
automatically invested in the QDIA
that was selected by the plan
fiduciary. When a 401(k) plan has a
QDIA that meets the Department
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of Labor’s rules, the plan fiduciary is not liable for the
QDIA’s investment performance. Without a QDIA,
the plan fiduciary is liable for investment losses
when participants don’t actively direct their plan
investments.

Compliance with Regulation 404(c) is voluntary, but
if you do comply, you gain protection from liability
from plan participants’ poor investment decisions.

As a plan sponsor, you have fiduciary responsibilities.
But you also have many options to enhance your
retirement program, contribute to a successful
retirement for your participants and yourself, and
protect yourself from lawsuits and regulatory actions
resulting from compliance violations.
Much more information about these particular
opportunities to improve your retirement plan design
can be found on this HBKS webpage. As well, click
here to review our recent webinar on the subject led
by the HBKS Retirement Plan Services Group.
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