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Overview


Experienced field leaders know that running a Navy League council is very similar to running a small business, but often with less support!  Council Boards of Directors have a duty to their members to operate their council within the terms of their charter and in compliance with the legal requirements of the federal, state & local communities in which they operate!  To remain in good standing, a council must:

· Maintain 25 members in the council;

· Submit an Annual Report to HQ and copies to the Region and Area President;

· Conduct an Annual Meeting of Members to elect officers, directors and to conduct other business (e.g. approve Council Bylaws changes);

· Conduct at least four board meetings annually;

· Conduct at least three meetings or events annually;

· Participate in Navy League’s General Comprehensive Liability Insurance Program (or equivalent);

· Comply with all federal, state and local statutes governing the operation of non-profit organizations; and
· Adhere to the policies and support the programs of the Navy League, as approved by the National Board of Directors.

This guide, together with the NLUS Operations Manual, provides Council Board of Directors information to assist in conducting research on and overseeing compliance with applicable laws and policies affecting the council.  
For additional help contact:

Manager of Field Services, National Headquarters

800-356-5760

OR

Senior Director of Membership, National Headquarters

800-356-5760

services@navyleague.org 

Council Compliance Requirements

The Internal Revenue Service (IRS) Requirements
The Internal Revenue Service (IRS) has been increasing oversight of non-profit governance since 2006.  Some of the actions initiated by Congress in 2006, as implemented by the IRS, include: 
· Initiated a requirement that all non-profits file a tax return beginning in the 2007 tax year.  The report is due on May 15 each year.  In June, 2011, the IRS revoked the tax exemptions of approximately 275,000 non-profit organizations for failure to file a tax return for three successive years (tax years 2007, 2008 and 2009).  The IRS is updating this list quarterly (September, December, March and June).  No councils have been suspended since 2011.
· Initiated a simplified, online tax return, IRS Form 990N (e-Postcard), that can be filed by small non-profits with less than $50,000 annual gross revenue.  Non-profits with more than $50,000 gross revenue annually must file IRS Form 990EZ (up to $200,000 gross receipts and assets less than $500,000) or IRS Form 990.
· Initiated governance oversight through the IRS Form 990EZ and IRS Form 990 in the following areas, which are required schedules on the tax return if the non-profit has activities in each area:
· Political Campaign and Lobbying Activities (Schedule C);
· Activities Outside the United States (Schedule F);

· Fundraising or Gaming Activities (Schedule G);

· Supplemental Information on Grants and Other Assistance (Schedule I);

· Compensation Information (Schedule J);

· Supplemental Information on Tax-Exempt Bonds (Schedule K);

· Transactions with Interested Persons (Schedule L);

· Non-Cash Contributions (Schedule M);

· Liquidation, Termination, Dissolution, or Significant Disposition of Assets (Schedule N); and

· Related Organizations and Unrelated Partnerships (Schedule R).
· Increased documentation requirements by requiring a receipt for any donation to the council, including cash, in-kind services and property.  Individuals and organizational entities CANNOT claim a charitable deduction without a receipt for each donation OR a “donation letter” listing the donations..
The IRS has other requirements, including:
· IRS Form 990T – Any council with unrelated business income of $1000 or more must file an IRS Form 990T and pay taxes as required by May 15.  Unrelated business income is revenue from running a business, usually defined as paying someone to run the business.

· IRS Form 941 – Any council with salaried employees must quarterly withhold and deposit (pay) all employment taxes, including federal and state income taxes, social security and Medicare taxes.  Taxes deposited (using IRS Form 941) include the employer contribution.

· IRS Form 1099-MISC – Independent contractors receiving $600 or more in any year must receive an IRS Form 1099-MISC.
· Complete and submit IRS Form W2 (Wage and Tax Statement) by January 31 annually for each employee.

· Complete and retain IRS Form I9 (Employment Eligibility Verification) and W4 (Employee Withholding Allowance Certificate) for each employee.

· Notify the IRS of a change in council name, Articles & Bylaws, council purpose and/or mailing address.  Councils covered by the NLUS Group exemption must submit these changes to the Sr. Director of Finance, who files a consolidated report for all councils in the group.
Other Federal Requirements
There are other federal agencies that may impact council operations.  Here are the major regulators from which a council might receive inquiries and should respond.  
1. Equal Employment Opportunity Commission (EEOC), http://www.eeoc.gov/laws/statutes.  The EEOC is directed by Congress to enforce the following workplace regulations:
· Title VII of the Civil Rights Act of 1964 (Title VII) – This statute makes it illegal to discriminate against someone on the basis of race, color, religion, national origin, or sex; this act applies to employees AND members..  
· Equal Pay Act of 1963 (EPA) – This statute requires that equal wages be paid to anyone performing a specific task.
· Age Discrimination in Employment Act of 1967 (ADEA) – This statute prohibits discrimination against people 40 years of age or over.
· Title I of the Americans with Disabilities Act of 1990 (ADA) – This statute prohibits discrimination against qualified persons with a disability AND requires accommodation to allow disabled persons to participate in the work force unless it creates and undue burden on the employer.

· The Genetic Information Nondiscrimination Act of 2008 (GINA) – This statute makes it illegal to discriminate based upon genetic information (e.g. DNA).

· Many of these statutes have been amended to include public employees (federal, state, and local). 
· All of these statutes also prohibit retribution against anyone filing a complaint under each statute.  Whistleblowers are also protected.
Council Action: Your council leaders may say “So what?  We don’t have employees”.  Unfortunately, numerous lawsuits have been applied to use these laws in any public activity, including your council’s events!  A word to the wise: Be sensitive to these statutes in your operations!
2. Environmental Protection Agency (EPA), http://www.epa.gov/lawsregs/laws. 
The EPA administers and regulates all environmental statutes passed by Congress and Executive Orders (EOs) issued by the President.  There currently are over 50 statutes and EOs that regulate air, water, chemicals, endangered species, the oceans, noise, nuclear materials, occupational health and safety, oil pollution and resource conservation. 
What should council leaders do to ensure compliance?  Here are some areas for council action:
· Conserve resources – If your community promotes recycling, participate!

· Proper disposal of contaminants - Dispose of chemicals and toxic materials in the approved manner according to local statutes (don’t throw these items in the garbage).
· Compact Fluorescent Light Bulbs (CFL) contain mercury and thus must be disposed of as a toxic contaminant.


Council Action:  Follow the example of the Sea Services – Our military services are good stewards of the environment, perhaps the best!  When in doubt, don’t throw it out!  Dispose of it properly.

3. The Privacy Act of 1974, http://usgovinfo.about.com/library/weekly/aa121299a.htm..  The Privacy Act of 1974 regulates what personal information the Federal Government can collect about private individuals and how that information can be used.

Under the Privacy Act you have the right to:

· See the information the Government has about you, subject to the Act's exemptions. 

· Change or delete any information that is incorrect, irrelevant, untimely, or incomplete. 

· Sue the Government for violations of the Act, including allowing others unauthorized access to your personal information.

Much like the Freedom of Information Act, the Privacy Act provides a legal process for accessing personal information.

Council Action:  Your council is a public entity, but is subject to the Privacy Act of 1974.  Do not release information about your members to anyone unless necessary for the individual to perform their council duties, or you have an opinion from an attorney that the release is legal.  Individuals may authorize the release of their private information, but an authorization form should be kept in the council records.

4.  Sarbanes-Oxley Act 0f 2002, http://www.sec.gov/about/laws/soa2002.pdf..

 The Sarbanes-Oxley Act of 2002 (SARBOX) was passed by Congress to regulate accounting practices in business; it is mandatory.  The focus of this statute is Transparency, Governance and Accountability (see NLUS Council Board Member Guide for additional clarification and guidance on these terms).  As a non-profit entity, councils are not directly affected by SARBOX, but there have been proposals to extend it to non-profits.  

There are, however, two provisions that apply to non-profits currently:

· “Whistleblower” Protections.  SARBOX makes it a federal crime to retaliate against anyone reporting suspected fraudulent financial or accounting activities for any entity, public or private, including non-profit organizations.  The act also requires that the Audit Committee establish procedures for reporting such suspected activities (only for publically traded companies).

· Document Destruction Policy.  SARBOX also makes it a federal crime to alter or destroy documents in order to prevent their use in an official proceeding (investigation, lawsuit, etc.).  This provision applies to all organizations.  Creating written document retention and destruction procedures is not mandatory, but highly recommended using IRS requirements to create the procedure.

II.
State Compliance Requirements

There is no central registry of State requirements for non-profits, so each council must research their state requirements.  Consultation with leaders of other councils in the state or area and region leaders may be helpful to ensure all requirements are identified. 

Agencies that should be checked in each state include (most have websites):

•
The Attorney General;

•
The Secretary of State;

•
State Revenue Board, or equivalent; 

•
State  Consumer Protection Agency; 

•
Agencies regulating fundraising; and

•
The State Tax Board (to determine filing requirements and eligibility for sales tax exemption).

The State of California requires non-profits to report annually to four different agencies, so be careful that your discovery of a requirement by one agency doesn’t dissuade you from checking the remaining agencies.  

Remember: the IRS and state taxing agencies are comparing records, so if you report to one, make sure you report to the other if required!

III.
Local Compliance Requirements

When you check with state agencies, you may also inquire about local requirements (county, city, town, etc.).  Council leaders should check tax collectors, business regulatory agencies, licensing boards and the offices of local government leaders (county or city commission, for example).  Typical local regulations require permits for events (parades, picnics, festivals, etc.).

State and local agencies may compare records, so council leaders should check local agencies or offices of the state agencies listed above.

IV. Council Compliance Checklist – use this list to evaluate your compliance…AND RISK!

I. Navy League Requirements

_____ Maintain 25 members

_____ Submit Annual Reports

Last Annual Report submitted (year) _______________________

_____ Conduct Annual Meeting of Members

Last Annual Meeting of Members conducted (date) ____________________________

_____ Conduct at least four Board of Director meetings annually

Dates of last four Council BOD meetings _____, _____, _____, _____

_____ Conduct at least three events annually

Dates and purpose of last three council events:

_____
__________________________________________________

_____
__________________________________________________

_____
__________________________________________________

_____ Comply with local, state and federal legal requirements (see below)

_____ Comply with Navy League Policies

_____ No political activity or lobbying (Legislative Affairs presentations are NOT lobbying). 

_____ Operate council on a calendar year basis

II. Federal Requirements

A. Internal Revenue Service

_____ File IRS Form 990 annually – 990N (<50K), 990EZ ($50 to <200K), 990 ($200K up or assets of $500K or more). Report is due by May 15 annually. 

_____ File IRS Form 990T, for unrelated business income, by May 15 annually.

_____ File IRS Form 941 for employees quarterly and pay the Social Security and Medicare taxes – Calendar Year quarters ending are March, June, October and December.

_____ Issue W2 annually by Jan 31.

_____ Require completion and retention of IRS Form I9 & W4 for employees.

_____ File IRS Form 1099-MISC for payment over $600 for services to individuals.

_____ Practice “Good Governance” 

___ Conflict of Interest & Disclosure policies adopted 

___ Harassment and discrimination policy adopted

___ Transparency (public records inspection per IRS Publication 557)

___ Employee procedures in compliance

___ Fiduciary duties understood by Board of Directors

___ Whistleblower protection adopted

_____ Provide receipts for all donations (both money and property) AND issue donor letters for all cumulative donations over $250 (see Appendix for a sample donor letter).

_____ Excess benefits transactions prohibited.

_____ Notify IRS of any changes in the purpose, character or method of operation of your non-profit (for Group participants, notify Sr. Director of Finance, NLUS).

_____ Notify IRS (or Sr. Director) of changes to Articles and/or Bylaws.

_____ Notify IRS (or Sr. Director) of changes to council name and/or mailing address.

_____ Council Board members trained in Board accountability requirements.

_____ Nonprofit accounting principles implemented.

_____ Annual audits performed.

B. Equal Employment Opportunity Commission (EEOC)

_____ No discrimination in employment or council activities, including by race, 

 color, creed, age or sex.

_____ Harrassment in any form is prohibited, policed and if found, corrected.

C. Environmental Protection Agency (EPA)

_____ Council practices resource conservation.

_____ Recycling program in place.

_____ Hazardous waste and chemicals disposed of in an approved manner.

D. The Privacy Act of 1974

_____ Council member records protected from unauthorized access.

_____ Council member data released only to those with a “need to know” to

 perform their duties.

_____ Council member records destroyed __ years after member has left.

_____ Public disclosure files identified and marked.

E. Sarbanes-Oxley Act of 2002

_____ Whistleblower protection policy approved by Board of Directors.

_____ Document destruction policy established to comply with IRS requirements.

III. State Requirements

The following state agencies have been contacted to determine registration and filing requirements for nonprofit entities in the state:

_____ Attorney General

_____ Secretary of State

_____ Tax Board

_____ Revenue Board

_____ Consumer Protection Agency

_____ Agencies that regulate fundraising (list _____________________________)

IV. Local Requirements

Local regulations vary significantly.  Confirm whether the following are requirements in your community (county, city, etc.):

_____ Register as a non-profit

_____ Pay local property taxes

_____ Business license for unrelated business income activities

_____ Fundraising permits

Appendix

Sample Council Donor Letter
DATE

«Primary_Addressee»

«Organization_Name»

«Preferred_Address_Line_1»

«Preferred_City», «Preferred_State» «Preferred_ZIP»

Dear «Primary_Salutation»,

On behalf of the Navy League of the United States, I would like to personally thank you for your generous gift of «Gift_Amount» to the «Council_ID».  Thank you for answering the call to support the men and women of the sea services.  It is the strength of the Navy League membership and your generous support that will help our organization continue its important mission.  

We know that a strong national defense is essential to realizing a lasting peace, at home and around the world.  Your participation is sincerely appreciated, and gives us the opportunity to speak out effectively about the importance of maintaining a strong maritime component of our national defense.  That means a strong Navy; a strong Marine Corps; a strong Coast Guard and a strong US – flagged Merchant Marine force.

To claim deductions from income tax for a gift valued at $250 or more, donors must substantiate the gift with a receipt from the tax-exempt organization.  For tax purposes, please note that the federal tax number for the Navy League of the United States Council is <<Council Tax number from Determination Letter>>.  The IRS requires that we state in writing that you did not receive any tangible benefits in exchange for your gift:  <<List tangible benefit or declare NONE>>.

Please retain this letter for your records. 

As the Navy League continues its second century of service to America, we hope we can continue to count on the support of those who, like you, understand the sacrifices our men and women in uniform are making every day.  Please feel free to call me at 

<<council telephone or phone number of the signer>>, if I can be of service to you in any way.

Respectfully,

XXXXX
Council President (or Council Treasurer…list as appropriate)
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