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If you sit on any nonprofit boards, better read this article.
No more
sweetheart deals

Do You SIT on the board of a tax-
exempt organization such as a chari-
ty, a college, a museum or a church?
Pay attendon.

Congress has just enacted rules:

that could cost you and your fellow
board members up to $§10,000 com-
bined if the 18s finds hanky-panky at
the nonprofit. They also might bol-
ster private lawsuits holding you
responsible for the mis-
deeds, says Harvey Berger,
a tax expert with Granc
Thornton in Washingron,
D.C

The new rules are in the

inocently labeled Tax-
payer Bill of Rights II,
signed at the end of July.
They give the IRS a tactical
weapon with which to
enforce the long-standing
tax law declaring that no
one is permitted to ger
rich off a charity. Until
now, the only way the IRS
could punish misdeeds at
charities was ro yank the
charity’s tax exemption.
But doing so punished
those the charity was sup-
posed to help more than ic
did the miscreanes.

Under the gew rules,
trouble stares if the IRS
determines that there has
been 2 misdeed with an
*excess benefit.™ It could
be a far salary, a sweet-
heart contract or an
embezzlement. If some-
one got an excess benefit,
rhe I8S can both fine the

ipient 25% of the bene-
nt and demand that the
benefit be given back to
the charicy. If the guilcy
party doesn't pay the
money back, he or she
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owes twice the cxcess benefit to
Uncle Sam.

Say a board member convinces the
president of a college to let the
school’s insurance contracts to her
firm, even though going with a rval
would save the school $150,000. In
turn, the board member is influential
in votng the president a lavish salary,
perhaps $200,000 higher than the

norm at comparablec universities. The
IRs could force the repayment of both
the $150,000 and the $200,000.
There are allegations, recently aired
at hearings conducted by New York
State aurhorities, that just such
logrolling infected the management
of Adelphi University in Garden City.
The university insists thar all the
arrangements were proper. Maybe
they were, but there’s no
question that the new
rules, had they been in
place, would have given
the board far more rea-
son to be circumspect.
What if a charity
helped out a board
member or an officer via
a fringe benecfir—for
example, by picking up
$750 of the officer’s per-
sonal parking tckers? The
1Rs could call the pay-
ment an excess benefit,
force repayment and levy
a $188 fine. {Once
aught, the charity would
not have the option of
retroactively “including
the $750 in the officer’s
salary. To protect him
from the penalyy, it
would have to have
included the reimburse-
t on his original W-
What abour directors
who sit sdll for this kind
of mischief? They can
be fined a collective
§10,000, even if they
didn't profit. “This is a
wake-up call to board
members,” says Berger.
So wake up, and make
surc your nonprofit is
behaving itself. The law is
retroactive to Sept. 13,

1995. -L.S. mm

Forbes m Serrambe- 17 1000

-

f







