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Windes Nonprofit Advisor 

The Windes Nonprofit Advisor is a periodic technical publication                          

focusing on the tax, regulatory, and accounting issues confronting                 

nonprofit organizations.  

The Windes Nonprofit Group possesses extensive experience in                            

preparing and reviewing more than 150 Forms 990, 990-T, 990-PF,                       

and state tax-exempt forms, in addition to having experience in the                            

preparation and filing of both federal and state tax exemption applications 

for public charities, private foundations, and other exempt organizations. 

Furthermore, we can assist in providing valuable guidance (governance / reasonable compensation                      

documentation / public support test / special events / lobbying / transactions with related parties) to                     

nonprofit organizations.  

The Windes Nonprofit Group prepares audited financial statements and ERISA audits for more than 125   

nonprofit organizations. For retirement plans, Windes has experts on staff for 403(b) plan administration   

and compliance, including plan document issues, Form 5500 preparation and filing, non-discrimination     

testing, and government compliance programs.  

Our Nonprofit Group is composed of the following individuals who are dedicated to providing nonprofit   

organizations with high-level tax, regulatory and accounting consulting, tax compliance services, and    

financial statement audit and assurance services: 
  

   Michael Barloewen, CPA, CGMA Audit Partner - Chair, Nonprofit Practice Leader 

   Lance Adams, CPA    Audit Partner  

   Tom Huey, CPA    Audit Partner  

   Kelly Buck, CPA, MAcct  Audit Senior Manager 

   Jessica Kober, CPA, CFE  Audit Senior Manager 

   Ben McKinney, CPA   Audit Senior Manager 

   Therese Cheevers, APA, ERPA Employee Benefit Services Partner 

   Connie Lee, CPC, QPA, QKA Employee Benefit Services Senior Manager  

   Donita Joseph, CPA, MBT   Tax Partner  

   Jim Wilde, CPA, MST   Tax Senior Manager 

   Chérie Williams, CPA, MPA  Tax Manager  
 

Please do not hesitate to contact any member of the Windes Nonprofit Group toll free at 844.4WINDES 

(844.494.6337) or via email at nonprofit@windes.com. 
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Employee Retention Credit: Possible “Cashback” 
Refunds – For Nonprofits Too! 

Congress signed the Consolidated Appropriations Act of 

2021 on December 27, 2020. This act changed the                                        

employee retention tax credit that was originally introduced 

by the CARES Act in March 2020. The employee retention 

tax credit is a refundable payroll tax credit that incentivizes 

qualified employers to continue paying their employees.  

The following are key changes to the credit: 

 

Eligibility 
 

CARES Act: To qualify for the credit, businesses (including 

nonprofit organizations) needed to meet one of the following 

requirements: 
 

1. Had operations that were fully or partially suspended due to a COVID-19 government order. 
 

2. Had a decrease in gross receipts that were less than 50% of gross receipts in the same                             

quarter of 2019 (example: a business with $100,000 gross receipts in quarter 2 of 2019                                   

and $49,000 gross receipts in quarter 2 of 2020 would be eligible) 
 

Previously, businesses that received a Paycheck Protection Program (PPP) loan were not eligible to                    

claim the credit. 

 

Consolidated Appropriations Act (CAA):  Businesses (including nonprofits) are eligible for the credit if 

they 
 

1. suffered from operations that were fully or partially suspended due to a COVID-19                                      

government order (no change from the CARES Act); or 
 

2. suffered from a decrease in gross receipts that were less than 80% of gross receipts                                        

in the same quarter of 2019 (example: a business with $100,000 gross receipts in                                      

quarter 2 of 2019 and $79,000 gross receipts in quarter 2 of 2021 would be eligible). 

 

Businesses that received a PPP loan are now eligible to claim the credit under the CAA. Please note that 

the credit cannot be claimed on the wages that are used for the PPP loan forgiveness. Under the CAA,                 

formerly ineligible businesses can retroactively claim the credit for wages paid after March 12, 2020. The 

IRS has not yet provided guidance on how this is accomplished; however, it appears that the credit can               

be claimed either on the 2020 fourth quarter return or by filing amended employer quarterly tax returns                  

with Form 941-X (please note that the 50% decrease in gross receipts would still be a requirement for                    

any quarters ending before January 1, 2021). 

 

What are “gross receipts” for a nonprofit? 
 

Gross receipts for a tax-exempt organization, for purposes of determining eligibility for the Employee                     

Retention Credit, include gross receipts from all operations, not just from activities that constitute                               

unrelated trades or businesses.  
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Employee Retention Credit: Possible “Cashback” Refunds – For Nonprofits Too! (continued) 

For this purpose gross receipts include amounts received from total sales (net of returns and allowances)       

and all amounts received for services, whether or not those sales or services are substantially related to                

the organization’s exercise or performance of the exempt purpose or function constituting the basis for its  

exemption. Gross receipts also include investment income, including dividends, rents, and royalties, as                 

well as the gross amount received as contributions, gifts, grants, and similar amounts, and the gross                       

amount received as dues or assessments from members or affiliated organizations. 

 

Credit Calculation 
 

CARES Act: The credit was originally calculated based on 50% of qualified wages (including cost of health 

benefits) up to $10,000 per employee, annually for qualified wages paid after March 12, 2020 and before  

January 1, 2021. The total annual credit was capped at $5,000 per qualified employee ($10,000 qualified 

wages x 50%). 

 

CAA: The credit is now calculated based on 70% of qualified wages (including cost of health benefits)                    

up to $10,000 per employee, per quarter for qualified wages paid on or after January 1, 2021 and before              

July 1, 2021. The total annual credit is now capped at $14,000 per qualified employee ($10,000 qualified 

wages x 70% x 2 quarters). 

 

Eligibility of Wages 
 

CARES Act: Businesses with over 100 employees could only take the credit on wages paid to employees 

who were unable to perform any services due to suspended operations or a decline on gross receipts.                

Businesses could not take the credit on wages paid to employees who continued to provide services    

(whether in office or from home). For businesses with 100 or less employees, the wages of all                                

employees qualified. 

 

CAA: The number of employees increased to over 500, effective January 1, 2021. Businesses with over     

500 employees can only take the credit on wages paid to employees who are unable to perform any                        

services due to suspended operations or a decline on gross receipts. Businesses cannot take the credit                

on wages paid to employees who continue to provide services (whether in office or from home). For                           

businesses with 500 or less employees, the wages of all employees would qualify. 

 

If you have questions or would like more information, please contact Donita Joseph at djoseph@windes.com    

or 844.4WINDES (844.494.6337). 
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Preparing for the Audit During COVID 

Hard to believe that we are entering our second spring                    

season under the COVID-19 Pandemic. However, things   

are looking towards a brighter future as more doses of 

COVID-19 vaccinations are distributed and positive test 

rates are continuing to drop in both Los Angeles and                      

Orange Counties. Hopefully, this will lead everybody                       

to more outdoor activities and gatherings this coming                        

summer.   

 

As we talk about the pending summer season, it is not                        

unusual for non-profit organizations to associate the season 

with their annual financial statement audits. I’m sure most of 

you are thinking the same thing, “I just finished my last audit, it can’t be time again!” Time has definitely 

moved forward another year and for most organizations, their last audit was probably the most challenging 

one in a while. We all had to learn to work remotely and using new technology with most audits conducted 

virtually through video-shared screens and large file transfers. In addition, there were many new laws and 

regulations introduced as a result of COVID-19, which has challenged everybody to keep up to date on the 

changes. 

 

There is no question that the past year has disrupted operations for many non-profit organizations across 

the nation. Fortunately, many of those non-profit organizations figured out alternative ways of continuing to 

serve their mission to help those in need while remaining safe. As we approach the upcoming non-profit      

audit season, here are some helpful tips to prepare for a smooth audit.  

 

Receivables 
 

Evaluating the collectability of all types of receivables is always an area that auditors look at, but pledges              

or gift receivables should get extra scrutiny. The world has changed with COVID-19 and donors have                 

responded accordingly. Organizations should be evaluating their pledge or gift receivables for any signs             

of impairment. Things to consider would me missed scheduled payments, lack of communication from                   

the donor, or if the donor has changed the original pledge agreement. These are all indications for the                  

organization to look into the value of the pledge recorded in their financial statements. If the pledge is                   

determined to be no long viable, the organization will need to write off the entire receivable balance. If                

there is a possibility of receiving a reduced amount, the receivable will need to be written down to what                   

is expected to be collected. Documenting the analysis of collectability will help the auditors review the                   

balances recorded. 

 

Equipment Acquisition 
 

When the stay-at-home orders came down last year, most employees went home without much thoughts            

of the impact on work. After several weeks, most organizations started gearing up operations by setting up     

their employees for a remote work environment. This meant purchasing computers and other necessary     

networking equipment to make working from home like working from the office. Those purchases may                

exceed an organization’s capitalization policy, so it would be helpful to review large expenditures made                

last year to ensure they are properly capitalized and depreciated. Having the backup documentation                      

supporting those purchases readily available will make the audit process smoother. 

4 



Preparing for the Audit During COVID (continued) 

Loans 
 

There are PPP loans, EIDL Loans, and other CARES act assistance that were available to non-profit                      

organizations. Each loan is unique with different terms and rules about how to pay it back or possibly                       

have it forgiven. This also applies to how the loan funds are recognized in the financial statements.                           

Accounting guidance allows for a couple of presentation methods and it would be wise to start a discussion 

with your auditors on the different presentation methods available. For loans that can be forgiven, it’s                            

important to file the appropriate documents in a timely manner so as not to lose out on the opportunity to 

have the loan forgiven.  

 

Tax Credits 
 

The Employee Retention Credit is a tax credit created to encourage organizations to keep staff employed 

even when operations fell below normal due to COVID-19. Previously, organizations that received PPP   

loans were ineligible for this credit. In December 2020, Congress amended the eligibility requirements to          

allow organizations with PPP loans to apply for the tax credit. The credit is calculated based on qualified  

wages and can be as much as $14,000 per qualified employees. The rules can be very technical and it  

would wise to discuss with your accountants about the calculation and filing of the appropriate tax forms                  

to take advantage of the credit. 

 

Internal controls 
 

With changes to a remote working environment, organizations may have unknowingly altered the way                           

financial transactions are processed. This would be the perfect year to perform a detail walk-through                       

of the organization’s internal control processes to identify deficiencies or opportunities for improvements.                

Reviewing this in conjunction with information technology could be beneficial as security over financial                     

data is key given the amounts of data being transferred across the internet.  

 

Communication 
 

Frequent communication with the auditors has been the key to timely and efficiently conducted audits.                

The earlier the communication, the earlier each side has to prepare for the audit. Video screen sharing              

has enabled virtual meetings where documents can be discussed and issues resolved quicker. Video                        

conferencing has also enabled quick meetings to discuss pending items and issues noted during the                           

audit. The key is communicating timely and periodically so that everybody is on the same page as the                         

goal is having no surprises at the end of the audit process.  

 

Organizations may have experienced some of the helpful tips 

noted as they went through last year’s audit. However, the               

upcoming fiscal year-end will most likely be a full year of                 

operations under COVID and the remote working environment. 

Take the opportunity and prepare early for the audit utilizing      

the tips mention and hopefully the audit will turn out to be a 

timely and smooth process.   

 

If you have questions or would like more information, please 

contact Tom Huey at thuey@windes.com or 844.4WINDES 

(844.494.6337). 
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PPP Round 2: The Sequel 

In March 2020, Congress passed the Paycheck Protection 

Program (PPP) as an attempt to save jobs and see                               

organizations through the COVID-19 global pandemic.                              

The first round of PPP (PPP1) funded approximately                       

$525 billion in loans through August, when the application                             

period ended. According to the most recent data from the 

Small Business Administration (SBA), approximately 32%                 

of loans have completed the forgiveness application                                

process, with approximately 99% of those loan values                     

being forgiven. 
 

In December 2020, the Consolidated Appropriations Act, 

2021 was signed into law, which includes approximately 

$284.5 billion in new PPP funding (PPP2) and reopens the PPP for first-time borrowers. The application              

period for PPP2 funding was recently extended and will end on May 31, 2021. 
 

In general, the PPP2 loan terms are as follows: 
 

• 1% interest rate 

• 5-year maturity 

• No collateral required 

• No personal guarantees are required 
 

Who May Apply 
 

Organizations applying for a first-draw PPP loan, limited to $10 million, must have fewer than 500 employees 

(both full-time and part-time US residents may be considered). In addition, the organization must have been 

operating as of February 15, 2020. 
 

Organizations applying for a second-draw PPP loan, limited to $2 million, must have fewer than 300                             

employees, have used (or will use) the entire amount of their PPP1 loan, and have seen a decline of 25%                    

or more in gross receipts in any quarter in 2020 when compared to the same quarter of 2019. PPP loan                  

proceeds should not be included in the calculation of gross receipts. In addition, an organization applying                  

for a second draw must also certify that the loan is necessary to support ongoing operations. Organizations 

that are under common control may be considered affiliated by the SBA and may have to aggregate their                      

data when applying for PPP funding. 
 

The SBA is now only allowing community financial institutions, which include Community Development                     

Financial Institutions, Minority Deposit Institutions, and micro lenders, among others, to make PPP loans. 

These organizations have approximately $6 billion available for lending before the program ends at the                      

end of May. 
 

Funding Limits 
 

Loans under the PPP are limited to 2.5 multiplied by the organization’s average monthly payroll cost. The               

organization may use the payroll costs for 2019, 2020, or the 12 months preceding the loan application. The 

organization may use the highest average monthly payroll cost from those time periods. The organization  

must cap the annualized pay-per-employee at $100,000 for purposes of the loan application. Only the wages 

are subject to the $100,000 limit. The healthcare benefits, retirement plan contributions and employer’s state 

and local payroll taxes can be added to the wages in calculating the average monthly payroll cost. 
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PPP Round 2: The Sequel (continued) 

EIDL advances do not need to be deducted from the PPP loan forgiveness amount. 

 

Funding Uses 
 

Borrowers must use at least 60% of the PPP funding for payroll costs (salaries, healthcare benefits,                         

retirement plan contributions, and employer’s state and local payroll taxes), and the remaining 40% for                 

nonpayroll costs, such as rent, mortgage interest, utilities, operating costs, damage costs, supplier costs, 

worker protection costs, etc. The organization may choose any time period between 8 and 24 weeks for               

the covered period. 

 

Nonprofit-Specific Impact 
 

• Certain 501(c)(6) organizations are now eligible for PPP funding: 

− Business leagues 

− Chambers of commerce 

− Real estate boards 

− Boards of trade not organized for profit with no earnings inuring to any shareholder or                    

individual 

• Religious organizations are eligible for PPP loans. 

• If a nonprofit pays its employees directly, those salaries may be included in the calculation                     

of gross salaries, even if those salaries are covered by a government grant. However, if the   

government pays the staff directly, those amounts should not be included in the calculation               

of gross salaries. 

• A nonprofit organization must be careful as payroll costs paid with PPP loans or any other                

Federal CARES Act programs must not be also charged to current federal awards as it                   

would result in the federal government paying for the same expenditures twice. If possible,              

the nonprofit might attempt to defer using government grants to cover payroll during its covered 

loan period, allowing it to maximize PPP loan forgiveness. If it is not possible to defer using  

government grants to cover payroll during the covered loan period, the nonprofit must exclude 

the portion of its payroll costs that are covered by the federal grants from its loan forgiveness. 

• Many nonprofit organizations are also interested in utilizing the Employee Retention Credit 

(ERC). As there is some interplay between ERC and PPP, it is important to remember that                  

PPP borrowers are eligible to claim ERC and can apply retroactively to wages paid after 

3/12/20; however, an ERC cannot be claimed on the same wages that were used for PPP                  

loan forgiveness (no double-dipping). 

 

If your organization meets the criteria to apply for PPP    

funding, it is important to do so as it is a great tool to 

strengthen the financial health of your organization in                             

the near future. The application period was recently                                             

extended and will end on May 31, 2021.  

 

If you have any questions, or would like more information,                                                                                        

please contact Ben McKinney at bmckinney@windes.com                                                                                                              

or call 844.4WINDES (844.494.6337). 
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New DOL Guidance Regarding Missing Participants  

The Department of Labor (DOL) released three new pieces 

of guidance in January 2021 aimed at helping retirement 

plan sponsors with the challenge of missing participants.      

Under the Employee Retirement Income Security Act 

(ERISA), plan sponsors have a responsibility to make sure 

terminated participants receive their benefits that are meant 

to help fund their retirement. Many times, this does not                

happen if employers lose track of former employees                          

because of incorrect contact information. Many participants 

are simply not aware of their benefits and rights under the 

plan or do not understand their responsibility to inform their 

employer of changes to contact information. Here is a                     

summary of the new guidance. 

  

Missing Participants-Best Practices for Pension Plans released on January 12, 2021 by the DOL details    

“red flags” that indicate a retirement plan has a problem and provides a number of examples of “best                  

practices” that employers should adopt to minimize missing participants, as follows: 

  

Maintain accurate employee contact information 

•  Regularly contact participants and beneficiaries to confirm contact information is up                                        

to date for both current and former employees.  

• Include requests for contact information changes along with plan communications. 

• Flag any uncashed checks or returned/undeliverable mail. 

• Monitor online platforms for changes to contact information. 

• Regularly audit census information and correct any errors found. 

• Properly transfer all employee records in the case of a business merger or acquisition                                      

and any change of record keeper. 

  

Implement effective communication strategies 

•  Use plain language, state what the communication is about, and offer non-English                                           

language assistance if necessary. 

• Build onboarding and exit processes that encourage employees to communicate                                               

effectively about the plan and the importance of correct contact information. 

• Use missing participant searches. 

• Review all related plans and records of the employer to locate next of kin or emergency                                     

contact information. 

• Contact plan beneficiaries to locate former employees. 

• Use free online search engines, public databases, or social media. 

• Use a commercial locator service, internet search, or credit reporting agency. 

• Use death searches such as the Social Security Death index. 

• Ask colleagues or coworkers to help with the contact information. 

•  Register missing participants on public and private pension registries such as the                                          

National Registry of Unclaimed Retirement Benefits. 
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New DOL Guidance Regarding Missing Participants (continued) 

Document procedures and actions 
  

• Put the plan’s procedures in writing and make sure they are followed consistently. 

• Document the implementation of these policies. 

•  If the plan has a third-party record keeper to handle plan records and participant                                              

communications, the employer should work closely to ensure proper procedures                                                

are being followed and correct any issues. 
  

 

Compliance Assistance Release No. 2021-01, also released on January 12, 2021, announces the                               

Terminated Vested Participant Project (TVPP) to audit and improve voluntary compliance for plan                             

sponsors. The Employee Benefits Security Administration’s (EBSA) regional offices will use information                        

at their disposal, including annual Form 5500 filings and contacts from plan participants, to identify and                      

open investigations into plans that have problems with missing participants. The EBSA will send letters to 

plan sponsors if an investigation is opened. 
  

These TVPP investigations will include requesting plan information from the plan sponsor, including plan    

documents, census records, actuarial reports and employee communication records. The EBSA looks for 

systematic issues such as errors in record keeping, lack of adequate procedures and other problematic                   

practices. The goal of TVPP cases is to help plan sponsors find and fix errors and help plans with missing 

participants, not cite individual plan sponsors for specific ERISA violations. 

  

Field Assistance Bulletin No. 2021-01, the third piece of guidance released, announces that the DOL will                       

not pursue violations against responsible parties in connection with the transfer of a missing or non-

responsive participant’s or beneficiary’s account balance to the Pension Benefit Guaranty Corporation 

(PBGC) rather than to an individual retirement account or annuity (IRA), certain bank accounts, or to a                    

state unclaimed property fund, if they comply with the guidance in this memorandum and have acted in                     

good faith. 
  

The DOL provides a safe harbor which generally requires distributions from terminated and abandoned                  

individual account plans (e.g., 401(k) plans) be rolled over to an individual retirement account or annuity  

(IRA) or be deposited to certain bank accounts or to a state unclaimed property fund. If the conditions of                

the safe harbor are met, a fiduciary is deemed to have satisfied the requirements of section 404(a) of                 

ERISA with respect to distributing benefits, selecting a transferee entity, and investing funds in connection 

with the distribution.   

 

In December 2017, the Pension Benefit Guaranty Corporation (PBGC) established the PBGC Defined               

Contribution Missing Participants Program (Program) to hold retirement benefits for missing participants              

and beneficiaries in most terminated defined contribution plans and to help those participants and                             

beneficiaries receive those benefits. The PBGC cites multiple benefits of the Program, including: 
 

  

• benefits of any size can be transferred to the PBGC; 

• periodic active searches by the PBGC increases the likelihood of connecting missing 

participants with their benefits; 

• benefits are not diminished by ongoing maintenance fees or distribution charges; 

• transferred amounts grow with interest (at the applicable Federal mid-term rate); and 

• lifetime income options are available for balance transfers over $5,000. 
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The DOL intends to investigate what changes are needed to its safe harbor regulation so that transfers to              

the PBGC by terminating or abandoned individual account plans would be eligible for relief under the safe 

harbor. Pending further guidance, the DOL will not pursue violations under section 404(a) of ERISA                     

against responsible parties in connection with the transfer of a missing or non-responsive participant’s                      

or beneficiary’s account balance to the PBGC rather than to an IRA, certain bank accounts, or to a state                

unclaimed property fund, if they comply with the guidance in this memorandum and have acted in good                

faith.  
  

However, this temporary enforcement policy does not preclude the DOL from pursuing violations for a                       

failure to diligently search for participants and beneficiaries prior to the transfer of their account balances                      

to the PBGC or from pursuing violations for a failure to maintain plan and employer records.  
  

For questions or more information, please contact James Reid at jreid@windes.com or 844.4WINDES 

(844.494.6337). 
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Windes is a recognized leader in the field of accounting, assurance, tax, and business consulting       

services. Our goal is to exceed your expectations by providing timely, high-quality, and personalized 

service that is directed at improving your bottom-line results. Quality and value-added solutions from 

your accounting firm are essential steps toward success in today’s marketplace. You can depend on 

Windes to deliver exceptional client service in each engagement. Since 1926, we have gone beyond 

traditional services to provide proactive solutions and the highest level of capabilities and experience. 

 

The Windes team approach allows you to benefit from a wealth of technical expertise and extensive          

resources. We service a broad range of clients, from high-net-worth individuals and nonprofit             

organizations, to privately held businesses. We act as business advisors, working with you to set      

strategies, maximize efficiencies, minimize taxes, and elevate your business to the next level. 

Orange County Offices 

2050 Main Street 

Suite 1300 

Irvine, CA 92614 

949.852.9433 
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3780 Kilroy Airport Way 

Suite 600 

Long Beach, CA 90806 

562.435.1191 

Los Angeles Office 

515 Flower St.  

Eighteenth Floor 

Los Angeles, CA 90071  

213.239.9745 
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