FINANCIAL MANAGEMENT FOR

PACIFIC NORTHWEST ENDURANCE RIDES (“PNER”)

A 501(C)(3) NOT FOR PROFIT ORGANIZATION

I.   Financial Management – An Overview

PNER is categorized by the IRS as a 501(c)(3) Not for Profit public charity.  This means that PNER is, by definition, not a money-making venture.  Even though money isn’t the object, it is still important for PNER to follow certain guidelines concerning its financial management.  Some of these guidelines are required to protect PNER’s Not for Profit status.  In other cases, standard accounting practices dictate how PNER’s books must be kept.  Others requirements are specified by PNER’s organizing documents and/or bylaws.  Yet other guidelines are determined by the PNER Board of Directors (“BOD”).

In the past, PNER’s treasurer (“Treasurer”) has maintained the PNER books with little, if any, oversight or input from the BOD and/or PNER’s officers (“Officers”).  On several past occasions, the audit committee has made suggestions regarding, or identified problems with, PNER’s fiscal management and/or its bookkeeping.  There has been no formal system whereby these problems were resolved or the suggestions adopted and incorporated into PNER’s financial management plan.  

The PNER Audit Committee submits this Accounting Procedures Manual (“APM”) to the BOD in the hopes that it will:

· Aid the BOD, Officers and Treasurer in properly carrying out their duties on behalf of PNER;

· Assist the BOD and Officers in making fiscal decisions that will protect PNER’s Not for Profit status;

· Help assure that fiscal policies adopted by the BOD will be passed forward to each successive Treasurer so that she/he can assure that all adopted policies and procedures are followed; and

· Help assure that PNER’s fiscal practices adhere to standard accounting practices.

To be effective, the APM must be kept up-to-date and on hand throughout the lifetime of PNER.
The APM begins with a general discussion of the legal duties imposed on the BOD.  It is important to understand these duties as they go hand-in-hand with PNER’s fiscal management.

 II.   BOD/Officer Fiduciary Duties – Overview
The law imposes two general fiduciary duties on PNER’s BOD and Officers:  the duty of care and the duty of loyalty.  PNER’s BOD and Officers are required to carry out these duties in good faith – meaning they must carry out these duties honestly, openly and faithfully.  Failure to do so places the individual at legal risk.
A. Duty of Care
PNER’s BOD and Officers have a duty to use the same level of care in conducting PNER’s business as a reasonably prudent person would use when conducting their own personal affairs.  BOD members and Officers fulfill this duty by regularly attending BOD meetings, becoming knowledgeable and informed about matters before the BOD, and using independent judgment to make objective decisions in PNER’s best interest.  This duty also requires PNER Officers and BOD to monitor the performance of volunteers working on behalf of PNER as well as PNER committees especially if that committee receives PNER funds
B. Duty of Loyalty
PNER BOD/Officers must ensure that all actions taken by PNER are consistent with its articles of incorporation, bylaws, and Not for Profit status. Moreover, PNER’s BOD/Officers must act in PNER’s best interest and not for their own advantage.  This means that the BOD/Officers must put PNER’s interest in any transaction ahead of their personal interest.
For example, PNER may solicit bids for ribbons to be used for awards.  If one of the companies asked to submit a bid is owned by an Officer, that person may NOT use his/her position to gain access to information on the bids received from other companies in order to submit a lower bid.  If the Officer does use such inside information, the Officer has breached the duty of loyalty by using PNER’s private information for the Officer’s personal gain.  This breach is not cured just because the Officer ultimately submits the lowest bid.  The breach was the use of the information.  Besides, if the Officer had not used the inside information to formulate a bid, the bid from the Officer’s company may have been even lower thus benefiting PNER.

While members of the BOD and Officers should generally avoid entering into transactions with PNER when they or their family members might personally benefit, the duty of loyalty does not expressly prohibits ALL such transactions.  To be permissible, however, the transactions must be fair to PNER, the conflict must be disclosed, and all interested BOD members or Officers must refrain from participating in deliberations and votes regarding the transaction.  When disclosing conflicts of interest, it is important to remember that even a PERCEIVED conflict should be disclosed

In the above example, if the Officer who owned the company had submitted the bid without prior knowledge of the other bid amounts, had disclosed his/her interest in the company to the BOD, and had refrained from participating in any discussions or votes regarding the bid process, the acceptance of the Officer’s company's low bid by the BOD would not be a breach of the duty of loyalty.
III.   Financial Management – Use of PNER Funds

PNER’s Articles of Incorporation specifically state that PNER is organized for the purpose of education.  More specifically, PNER is organized to:

· Promote equestrian endurance events within the general geographical area of the Pacific Northwest;

· Provide for the recording and publication of scientific data relating to the condition of horses during endurance events;

· Encourage the recreational use of trails in the public lands of the region;

· Disseminate historical information relating to the  trails; and

· Cooperate with State and Federal agencies that have jurisdiction over public lands and resources.

It is duty of the BOD and PNER’s Officers to assure that the use of any PNER fund falls within one of the aforementioned Not for Profit functions.

A. Donations/Payments to Not for Profit Organizations

PNER may legally distribute funds to other Not for Profit organizations.  If it does so, PNER’s record must show that the receiving organization is also a 501(c)(3) Not for Profit organization.  This means that, PRIOR to making a donation, PNER should request and receive a copy of the organizations 501(c)(3) determination letter from the IRS.  This documentation should be maintained along with the documentation showing the PNER donation.

B. Donations/Payments to For Profit Organizations

While PNER is not prohibited from making donations to “for profit” organizations, doing so requires that PNER adhere to strict record keeping requirements.  Simply put, PNER would be required to demonstrate that the funds were actually used for a 501(c)(3) purpose even though they were given to a for profit organization.   Failure to do so would result in the loss of PNER’s Not for Profit status.  Consequently, no donations should be made to for profit organizations absent either:  (1) a legal opinion that the IRS would likely find such a donation to have been used for an appropriate 501(c)(3) purpose, and the receiving organization provides documentation demonstrating precisely where the funds were used and for what purpose, or (2) confirmation directly from the IRS that such a donation is appropriate.  

C.  Donations/Payments to Individuals 
PNER may distribute funds to individuals ONLY if doing so advances the charitable purpose for which PNER was organized.  Likewise, PNER may only use PNER funds to purchase items that further PNER’s charitable purposes.  Under no circumstances, may PNER distribute funds to an individual if those funds are going to be used “for profit.”

For example, because one of PNER’s charitable purposes is education, PNER can sponsor an endurance clinic; it can rent the facility, pay the speakers, etc.  Any monies collected to attend the clinic must, however, be returned to PNER.  In contrast, PNER cannot just give money to an individual who plans to hold a clinic when that person plans to charge AND RETAIN a fee.  In the first instance, PNER is promoting its educational Not for Profit goal.  In the second case, it is promoting a for profit venture.  
When PNER makes a distribution of funds to an individual, the IRS REQUIRES that the following records be maintained: a case history showing the recipient’s name and address, the purpose for which the funds were used, the manner the recipient was selected, and the relationship of the recipient to any officer, BOD member, or member of PNER.
C. Payment to Vendors

Whenever possible, PNER should pay all vendors directly; BOD members, Officers and volunteers should not make payment to vendors on behalf of PNER and then seek reimbursement.  In some instances, however, this will not be feasible or in PNER’s best interests.  In this case, the treasurer should not reimburse the costs unless (1) a receipt provided by the individual shows that they actually paid the expense and clearly indicates what the expenditure was for, and (2) the expenditure furthers a PNER charitable purpose.

For instance, it would be insufficient for an individual to buy 100 halters for awards and seek reimbursement with a credit card receipt that simply showed a charge to Stateline Tack for $1,000.00.  The Treasurer must also receive the receipt from Stateline Tack showing the items purchased on behalf of PNER.  Otherwise, it is impossible to verify that the expenditure was actually used for a Not for Profit purpose.  In other words, the Treasurer must receive BOTH the receipt from the company PLUS something that shows the individual paid for the items i.e., a credit card receipt or receipt showing that cash was paid.  
IV.   Audit Committee Recommendations to the Board/Treasurer
· As a general rule, PNER should not provide, nor should its BOD members and Officers accept gifts from PNER unless the value of such gifts is de minimums. To do so violates the BOD/Officer’s duty of loyalty.  The Audit Committee recommends that gifts to Officers, BOD members and volunteers should be given only to individuals who have provided extraordinary service to PNER and even then the value of the gift should not exceed $25.00.  
· PNER should not pay for PNER convention rooms, food, registration fees, etc. for any officer, BOD member or volunteer unless that person is a keynote speaker at the convention.
· All purchases in excess of $100.00 should be approved by the entire BOD unless such item was included as part of an approved budget.

· PNER funds should not be used to purchase alcohol unless such expenditure furthers a PNER purpose AND is approved by the BOD.
· Items should rarely, if ever, be categorized in the books as “miscellaneous”.  If an item cannot be placed in an existing category, the Treasurer should talk with the audit committee or the PNER financial advisor to establish an appropriate category.
· The Treasurer should put as much information as possible in the memo line when making entries.  For instance, in entries for “awards” the actual type of item of should be listed, i.e., halters, blankets, jackets, etc.

· If an item is purchased in one calendar year, but is paid for in a different calendar year, a memo should be placed on the entry indicating what year the item was actually utilized in. 

· While we understand the desire to provide flowers or memorial gifts to individuals who are suffering a personal loss, these expenditures do not comply with PNER’s not-for-profit status and should not be purchased with PNER funds.  If it is the desire of the Officers and BOD to provide a memorial, it would be appropriate to make a donation to a not-for-profit in the individual’s name and send a note to the individual’s family indicating that such a donation was made.  We caution the Officers and BOD to remember, however, that many PNER members suffer losses and it important not to appear as though PNER is favoring one member over another.
· PNER needs to be able to demonstrate how PNER funds were used when they are given for an education purpose.  In other words, PNER cannot simply give $1000 to a particular individual.  It must show how the fees were used.  For example, $100.00 to Mr. Smith, speaker on hoof care, $250.00 to rent an indoor arena, etc.  The Audit Committee recommends therefore, that an individual putting on a clinic submit a budget that is approved by the BOD (remembering that the BOD must be sure that the funds are reasonable) and have PNER pay expenses directly rather than pay the costs and then seek reimbursement from PNER.  Moreover, the Treasurer should seek written confirmation from the individual putting on the clinic that either (a) there will be no fee charged for participating in the clinic, or (2) that all monies collected will be returned to the PNER Treasurer
· We encourage the Treasurer to obtain a PNER credit card that accrues travel points so that airline tickets for PNER educational speakers could be purchased using mileage. 

· Scholarships awarded through the PNER scholarship program should be paid directly to the school – not to the individual receiving the scholarship. 
· At the close of convention each year, the Officers should locate and record in the minutes of the final BOD meeting who has and will be responsible for all PNER equipment i.e., projector, computer discs, etc.

· PNER must comply with the Federal Tax regulations that require the reporting of nonemployee compensation if such payment is made to an individual or partnership and exceeds a specific amount (as of 2012 that amount was $600.00). This means that the Treasurer must send (prior to January 31st) a 1099 to any one to whom it has made payment for services, including payment for materials used to perform a services if supplying the material was incidental to providing the service.  In other words, 1099s should be sent to speakers if they are paid over $600.00.  Likewise, if we hire an entity that is not a corporation to embroider awards, and we do not purchase the actual awards from that entity, PNER should provide a 1099 to that entity.  To send a 1099, the individual’s social security number or the entities tax id number is required.  The Treasurer is responsible for obtaining necessary tax numbers and seeing that 1099s are sent to appropriate entities.  The audit committee and Julie Barnfather can assist when determining what entities should be provided with 1099s.  
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