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Chapter 1: Can You Pay a
Volunteer?

Homeschooling is growing and becoming more popular every year.
As homeschooling grows, so do homeschool organizations, co-ops,
and groups. Some homeschool organizations get so large that they can
no longer be run solely by volunteers. It is not uncommon to find a
homeschool group hiring teachers to run a class or paying other work-
ers. This book discusses paying workers in a homeschool organization.
Before I discuss hiring paid workers in the following chapters, let's
start by discussing paying volunteers.

CAN YOU PAY A VOLUNTEER?

Most homeschool leaders put in many hours a week, all unpaid.
That is the definition of volunteer—they are not paid. As soon as a vol-
unteer is paid, he or she is no longer a volunteer. She is (probably) an
employee. But I hear from many homeschool leaders who email me
asking,

“Can we pay our homeschool co-op director? She works so hard.”
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Yes, your homeschool organization can pay someone who works
for the organization, but the pay must be reported to the Internal Rev-
enue Service (IRS). The reporting responsibility will be on both the
homeschool organization and the worker. Additionally, the organiza-
tion will have to determine if the worker is an employee or an inde-
pendent contractor. Other chapters in this book cover the required
reporting and worker classification.

Many homeschool organizations, especially small or all-volunteer
organizations, avoid paying workers. Instead of paying a worker, they
show appreciation in a variety of ways such as:

9 Reduced fees or tuition. Reduced tuition for classes or for a
homeschool co-op fee is a nontaxable fringe benefit if it is in-
significant (more on that later). If the tuition reduction is sig-
nificant, the value of the tuition is taxable income to the
volunteer.

1 Gift cards, but they could be taxable income to the recipient if
the cards are a replacement for payment for services and not
a true gift.

1 Non-cash gifts such as flowers, books, a coffee mug or choco-
late are excellent ways to express appreciation and are tax-free
to the volunteer.

I'll discuss each of these types of compensation (reduced fees, gift
cards and non-cash gifts) to a volunteer in detail.

TUITION DISCOUNTS TO VOLUNTEERS

Schools, private schools, and homeschooling co-ops frequently of-
fer tuition discounts or a reduction in fees to parents who volunteer.
If a parent volunteers to teach aclass at a homeschool co-op a few
hours a week and receives a tuition reduction for this commitment, it
could be considered taxable income to the parent.
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Whether the tuition discount is taxable income depends on several
factors. But let’s start first with how the Internal Revenue Service (IRS)
defines compensation and especially taxable compensation.

WHAT 1S TAXABLE COMPENSATION?

In general, the IRS broadly interprets compensation. It is more
than just wages paid. Taxable compensation can include free or re-
duced tuition given to a parent for his or her service to a homeschool
organization.

A worker is no longer a volunteer if he receives something of value
in exchange for his service. Therefore, free or reduced tuition given to
a parent in exchange for his service would constitute taxable compen-
sation.

From IRS Publication 3079 which, although its title is “Tax-exempt
Organizations and Gaming,” has a helpful section titled, “Volunteer
Labor.” The publication states:

Compensation is interpreted broadly. A worker who obtains goods
or services at a reduced price in return for his services may be con-
sidered to be compensated.

Then they provide an example:

ABC Organization operates a private school and sponsors gaming to
raise revenue for the school. Parents who work at the gaming session
are given a tuition reduction of $50 for each week they work. This
reduction of tuition is compensation to the parents; they are not
working as “volunteers.”

This means that volunteers in a homeschool organization, who get
a discount on tuition, would have to report and pay taxes on this
“compensation.”
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But, as with all IRS documents, it pays to keep reading. Publication
3079 also says this:

On the other hand, a worker who receives merely insignificant mone-
tary or non-monetary benefits is considered a volunteer, not a compen-
sated worker. (Emphasis added.)

So if a homeschool organization gives an insignificant monetary
benefit to its volunteers, it is not taxable income. That’s good news: in-
significant compensation is not taxable income! Then, how does the
IRS define insignificant?

WHAT IS INSIGNIFICANT COMPENSATION?

The IRS does not define insignificant compensation. They only ex-
plain:

Determining whether a benefit is insignificant requires considera-
tion not only of the value of the benefit but also:

« The quantity and quality of the work performed;

« The cost to the organization of providing the benefit; and

« The connection between the benefit received and the performance
of services.

So the IRS looks at:

1 The value of the benefit. The higher the value, the more
likely it is significant and therefore taxable income to the
recipient.

1 The amount and quality of the work performed. The more
hours the volunteer works, the more likely that his or her
benefit is taxable compensation.

1 The cost to the organization. If the cost to the organization
to provide a benefit is minimal, the more likely the com-
pensation is insignificant.



Carol Topp, CPA | 9

M The connection between the benefit and the service. If the
benefit is closely tied to the service the volunteers provide,
such as an hourly rate, the more likely the compensation
will be considered taxable income.

That definition is not very specific, so here are two examples that
might help.

INSIGNIFICANT BENEFITS TO A VOLUNTEER

A volunteer teacher in a homeschool program was given a $50 dis-
countoff of her $250 tuition for teaching a class. She put in a minimum
of 30 hours preparing and teaching this semester-long class. That
amounts to an hourly rate of less than $2/hour. So the value of the ben-
efit is low. It costs nothing for the co-op to offer this benefit. The co-
op offered this discount as an incentive to increase volunteerism, and
it was not taxable income to the volunteer.

If the homeschool co-op offered a full discount of $250 to the
teacher, the co-op and the teacher may have to reconsider the taxabil-
ity of the benefit, since the dollar amount is more significant.

SIGNIFICANT BENEFITS ARE TAXABLE INCOME

Another co-op gave their director several thousands of dollars in
gift cards to grocery stores and Target; gave her children free tuition
worth $1,500; waived all field trip fees, theater ticket fees, and regis-
tration fees amounting to hundreds of dollars in benefits. These ben-
efits were not insignificant and are taxable compensation for her
services. The co-op thought that by giving gift cards and reduced tui-
tion they could avoid payroll taxes and the paperwork of hiring and
paying their director as an employee. They were wrong! The director
should be treated as an employee. She should report all these benefits
as taxable compensation.
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Homeschool leaders should determine whether the benefits of re-
duced tuition or fees they are giving to volunteers are insignificant.
Look to the IRS guidelines in IRS Publication 3079 listed above. If the
benefits are significant and are compensation for services, then the
compensation needs to be reported as taxable income to the
worker/volunteer.

GIFT CARDS IN LIEU OF CASH OR DISCOUNTS

Some homeschool organizations try to avoid giving cash or tuition
discounts as compensation for volunteer service to avoid giving taxa-
ble income to their volunteers (and to avoid the required tax reporting
the organization must submit). They mistakenly think that gift cards
will not be considered taxable compensation. Unfortunately, they are
not correct. Often gift cards are given as gifts—small tokens of appre-
ciation. I will discuss gifts later, but here I am referring to significant
compensation for services given in the form of gift cards.

The IRS clearly states that gift cards are taxable income.

Gift certificates that are redeemable for general merchandise or
have a cash equivalent value are not de minimis benefits and are tax-
able.!

Let me explain that term de minimis benefit. It means a small bene-
fit, so small that accounting for it would be “unreasonable or adminis-
tratively impracticable.” Some benefits like snacks, a coffee mug, a
book, etc., are so small that they are a de minimis fringe benefit and not
taxable income. But the IRS says that cash can never be a de minimis
benefit since it is not “unreasonable or administratively impractica-
ble” to account for its value. The same applies to cash equivalents, such
as gift coupons and certificates. Gift cards, like cash, are never consid-
ered a de minimis benefit.
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The cash and gift cards an organization provides to volunteers do
not qualify as de minimis fringe benefits, and so they constitute a taxa-
ble benefit. However, since the volunteers are not employees, the or-
ganization is not required to report the amount of these gifts on a W-
2 form. Additionally, a Form 1099-MISC would not be required either
if a volunteer receives compensation of $600 or less during the year.

An organization may give small, non-cash gifts such as a turkey,
book, or a coffee cup without any tax consequences to the recipient
because they are insignificant in value and are given as thank-you gifts
in appreciation for volunteering.

WHEN IS CASH OR A GIFT CARD A TAX-FREE GIFT?

Gina, a volunteer co-op director, told me this story:

I was handed an envelope at our last day of co-op, and it contained
$75 in small bills. The cash was collected from all the families in the
co-op. I did not expect to be paid. I considered this a gift from the
families. Do I need to report this as compensation and therefore tax-
able income?

In order to answer Gina’s question, I had to determine if the cash
was a gift or compensation for her services and then if the payment
was taxable or tax-free. The Internal Revenue Service defines a gift
as:

You make a gift if you give property (including money), or the use of
or income from property, without expecting to receive something of
at least equal value in return.”

The difficulty in determining if payment to a worker is a gift or
compensation is that you need to determine the intent of the donor.
The IRS has a very difficult time determining intent or expectations.
We, on the other hand, can usually determine if a payment is a gift
because we know the donor and his or her expectations. The gift of
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$75 to the co-op director fits the definition of a gift because it was
given to her without any expectation that the families would receive
anything in return. That is evidenced by the fact that it came at the
end of the co-op year, when there was no expectation of anything in
return from the co-op director.

The general rule from the IRS is that any gift is a taxable gift.
However, there are many exceptions to this rule. The following are
not taxable gifts:

«  Gifts that do not exceed the annual exclusion for the calendar
year, (for 2016 that threshold is $14,000 per donee, meaning
you can give up to $14,000 to a person without triggering a
gift tax)

«  Tuition or medical expenses you pay directly to a medical or
educational institution for someone,

«  Gifts to your spouse,

«  Gifts to a political organization for its use, and

. Gifts to charities.?

The $75 cash gift to Gina the co-op director (the donee) is below
the $14,000 threshold, so it is a tax free gift to her.

Be very careful about giving gifts so regularly or frequently that
they become expected. One co-op teacher said, “I'm a volunteer, but
the year-end gift a teacher received last year was $250, so I expect to
get that this year.” There should never be an expectation that a gift is
coming. Nor should a teacher expect a gift in lieu of compensation.

ExXAMPLES OF COMPENSATION TO A VOLUNTEER

Melissa Minimum helps out at her homeschool co-op on occasion,
and the board decides to waive her registration fee valued at $35. This
fee reduction is insignificant because the value is small and costs the
co-op nothing. The $35 is a de minimis nontaxable benefit to Melissa.

Vicky Volunteer served as her homeschool co-op’s treasurer. The
board decides to compensate her in these ways:
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M Flowers: a de minimis benefit and not taxable
1 Abook: a de minimis benefit and not taxable
1 A gift card worth $50 is taxable income

9 Tuition discount worth $400 is taxable income.

The total amount of taxable income to Vicky is $450 (the gift card
and the tuition discount). Because Vicky is a volunteer and not an em-
ployee, she will not receive a W-2. Because the total taxable compensa-
tion is less than $600 in the year, the homeschool co-op will not issue
Vicky a 1099-MISC either. Vicky should still report the income on her
tax return (probably as Other Income on Line 21 of the Form 1040).

Sally Super-volunteer really goes above and beyond in serving as
her co-op’s president. The board decides to compensate her in these
ways:

1 Flowers and chocolate are a de minimis benefit and not tax-
able.

9 Tickets to the state homeschool convention are non-taxa-
ble to Sally since it enhances her skills as a volunteer. In
other words, the tickets to a homeschool convention are
not for Sally’s personal pleasure; they are for the benefit of
the organization to have trained and motivated volun-
teers.

1 A gift card worth $100 is taxable income.

9 Tuition discount worth $625 is taxable income.

The total amount of taxable income to Sally is $725. The homeschool
co-op will issue Sally a W-2, reporting $725 as wages. Since Sally is the
board president, she is an officer of the organization. By law, officers
of a nonprofit who are compensated are employees. See Chapter: 2
Paying Board Members for details. Sally will report the income on her
tax return on Line 7 Wages as an employee. In reality, Sally is not a
volunteer, is a compensated board member.
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GUIDELINES TO FOLLOW WITH VOLUNTEERS

Homeschool organizations should keep the following guidelines in

mind when giving gifts or compensation to their volunteers:

il

If an organization gives its volunteers a gift such as food, a
coffee cup, a gift basket, book or other item of nominal value,
the gift will not be treated as either wages or taxable income to
the recipient.

Although “nominal value” is not defined anywhere, some tax
experts recommend that nonprofit organizations limit the
value of noncash gifts to $25.00 per person per year. Twenty-
five dollars per person per year is the limit on business ex-
pense deductions for gifts that businesses give to their cus-
tomers or clients.

Avoid giving cash or gift cards as compensation. If your organ-
ization does give cash, check, or a gift card, then explain to the
recipient that the amount needs to be reported as taxable in-
come.

Individuals may offer gifts to your homeschool volunteers in a
spontaneous display of appreciation (such as the $75 in cash
given to Gina, the co-op director), but an organization that
gives gift cards or cash appears to look more like taxable com-
pensation and not a true gift. As one CPA said to me, “A gift
comes from your grandmother; an organization gives you tax-
able compensation.” While his rule of thumb is not said that
way by the IRS, it’s a sensible rule to follow.

Keep track of the total amount of compensation, including re-
duced tuition or fee waivers, you are giving to volunteers. You
need to give them a W-2 or a 1099MISC to report the taxable
income. And by the way, if they are compensated, they are no
longer volunteers. They are employees or independent con-
tractors.
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THE BEST WAY TO THANK A VOLUNTEERS

1

Give small, non-cash gifts such as a fruit basket, cookies,
candy, mugs, etc., with a minimal value. Keep it to $25 or less
per recipient per year to be on the safe side.

Pay their way to a homeschool convention with the under-
standing that this is for the benefit of the organization, not
just for the volunteer’s personal benefit.

Host an appreciation dinner for all the volunteers. The IRS
states that group meals are a non-taxable fringe benefit.
Provide coffee, snacks, soft drinks, etc. My co-op had a table of
treats set aside only for use by the volunteer teachers (i.e. not
for the children!).

If you want to allow a collection to be taken from your mem-
bers to give teacher gifts, let it originate from the members
and not from your board. Avoid all appearances that this is
compensation for services being given by your organization.
Let the members collect and award the gift.

My book, Homeschool Co-ops: How to Start Them, Run Them and Not
Burn Out has a chapter devoted to managing volunteers. The book is

available at HomeschoolCPA.com/Bookstore.

FAQ ON VOLUNTEERS

Q: The moms in our co-op do not get paid in money for teaching

but are offered “credits” against tuition. Is this allowed?

A: In all likelihood, these “credits” are probably significant by the

IRS’s definition. They are valuable, the amount and quality of the ser-

vice (teaching) is good, and the benefit is closely tied to the service (the

more you teach, the larger the credit). It’s allowable to offer your teach-

ing moms these tuition credits, but the value of these credits is taxable

income to the parents.
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Q: We have one parent who volunteers so much, she doesn’t owe
any tuition. We actually owe her! What should we do?

A: Some people are what I call “super volunteers.” They volunteer so
much beyond their discounts or credits that the organization pays
them for their extra volunteering. The super volunteer’s total compen-
sation is the sum of her tuition credits and the extra money she is paid.
For example, if her tuition discounts total $1,000 and she is also paid
an additional $250 in cash for her services, then her total taxable in-
come is $1,250. She should be given either a 1099-MISC or a W-2 show-
ing total taxable compensation of $1,250. And she is no longer a
volunteer.

Q: Our organization provides gifts to several volunteers each year
at Christmas. Volunteers receive either a turkey, fruit basket, or gift
certificate toalocal grocery or department store. The amount of these
gifts varies depending on the position, but the range is $20 to $250.
Are these gifts taxable to the recipients? How do we report the gifts
we give to volunteers?

A: The turkeys and fruit baskets that your organization provides to
volunteers are nontaxable de minimis fringe benefits that do not need
to be reported as taxable income by the volunteers.

The cash and gift certificates that you give to volunteers do not
qualify as de minimis fringe benefits and they are a taxable benefit.
However, since the volunteers are not employees, your organization is
not required to report the amount of these gifts on a W-2 form. No
Form 1099-MISC is required either, because the volunteers do not re-
ceive compensation of $600 or more during the year* (the largest gift
card is $250). The recipient should report the gift card compensation
on her income tax return, but your organization does not have to re-
port the gifts.



Carol Topp, CPA | 17

Q: My homeschool group is a 501(c)(3) tax-exempt organization.
Do these IRS rules still apply to us?

A: Yes, the rules about taxable compensation and reporting apply
to all organizations, non-profit and for-profit. 501(c)(3) tax-exempt
status gives your organization exemption from paying federal income
tax on your profit, but it does not give your organization tax exemp-
tion for the rules on compensation.

Q: My homeschool group's Board of Directors recently took up a
collection from our members as a way of presenting me (their direc-
tor) with an end-of-year gift of appreciation. The Board collected do-
nations from individual members and then wrote me a check on the
group account. This was a complete surprise to me, especially when
they presented me with a check totaling over $700!

I'm unsure of how to deal with this tax-wise. The gift was given
with the intent of paying my expenses for our state's homeschool con-
vention, including the leadership conference. If I returned the check
and used the group's debit card to pay my hotel expenses, would this
alleviate the taxes?

A: It sounds as if the co-op was collecting money to defray the ex-
pense of sending you to a homeschool convention. It is taxable income
to you, because there is an expectation that you will “earn” it by going
to the convention (and learning a lot!). If you use the payment on co-
op related expenses (like the convention), then you could claim those
expenses on your tax return. At the end of the year you should report
the $700 as income on your tax return and then report expenses like
the convention fee, mileage and hotel costs as deductions. You may
break even or show a small profit.

In retrospect, it would have been better if the board had collected
the monies and then gave you a nice note saying that you are going to
the convention and used the co-op's debit card to pay the expenses.
These expenses would not be considered taxable income to you since
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the money never came to you. And the convention is to develop your
leadership skills, not for your personal pleasure (although you may en-

joy it!).



Chapter 2: Paying Board
Members and Other Leaders

In Chapter 1 I discussed paying volunteers in your homeschool or-
ganization. Some of your most devoted volunteers are your board
members. Board members of a homeschool groups are hard-working
people. They not only homeschool their own children, but they organ-
ize support groups and co-ops to help other homeschool families.
Sometimes a homeschool group would like to reward these generous
individuals, but paying board members presents a unique challenge.

IS IT ALLOWABLE TO COMPENSATE BOARD MEMBERS?

The short answer is yes; a nonprofit homeschool organization can
pay its board members. The longer answer is that while allowable, it is
very complex and not typical for nonprofit board members to be paid
for their service on the board.

A homeschool co-op in the Midwest contacted me recently to apply
for 501(c)(3) tax-exempt status. (To learn more about tax-exempt sta-
tus for your homeschool organization read The IRS and Your Homeschool
Organization listed in Chapter 9 Resources) The treasurer told me that

19
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her co-op had been paying their leaders anywhere from $200 to $1,200
a year for their service on the board. I discussed why paying board
members was not a typical practice. Here is what I told them:

1 Paying board members can call into question the duty of loy-
alty of the board member. A board member of a nonprofit has
a duty of loyalty to the organization. That means in her role as
board member, she puts the organization first in her loyalty.
Is she acting in the best interest of the group rather than a per-
sonal, financial interest?

1 Payments to board members can create a conflict of interest.
Is the leader influenced by her personal financial gain or is she
considering the best interests of the group?

1 Payment could compromise the leader’s duty of care. A leader
should act in good faith, with the care an ordinary, prudent
person would exercise and with the best interest of the group
in mind.

1 Payments on nonprofit boards is not a typical practice. Chari-
ties do not usually compensate their board members. Their
funds usually go back into the program. Board members serve
because they have a passion for the mission and a concern for
the members.

1 Board payments can undermine the volunteer spirit of other
members. Why should a member volunteer her time when
others are paid for their efforts?

1 Paying board members can cause dissension and a sense of in-
justice or imbalance in the group.

1 Payments to board members should have member approval.
In this particular case, the board voted themselves compensa-
tion, but they never put the idea to a member vote. Nonprofit
boards cannot vote themselves compensation.
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This group wisely decided to stop payments to board members. I
think the group will be better served by an all-volunteer board and
healthier in the long run.

WHAT COUNTS AS COMPENSATION?
Here is the IRS definition of compensation:

compensation includes salary or wages, deferred compensation, re-
tirement benefits..., fringe benefits (personal vehicle, meals, lodg-
ing, personal and family educational benefits, low interest loans,
payment of personal travel, entertainment, or other expenses, ath-
letic or country club membership, and personal use of your prop-
erty), and bonuses.> (Emphasis added.)

In another IRS document titled “Reasonable Compensation,” the
IRS defines compensation as:

1) salary or wages;

2) contributions to pension and profit sharing plans;

3) unpaid deferred compensation;

4) payment of personal expenses;

5) rents, royalties, or fees;

6) personal use of organization’s property or facilities.®

Regarding number 4, payment of personal expenses—such as edu-
cation expenses of the board members’ children—is taxable compen-
sation.

The IRS does not impose a dollar threshold for taxable fringe ben-
efits. Ifyour homeschool pays any amount of wages, educational ben-
efits, or personal expenses to board members, it is taxable
compensation.
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COMPENSATION TO BOARD MEMBERS IS TAXABLE
INCOME

I recently reviewed the bylaws for a homeschool organization that
stated,

Members of the Board of Directors may receive reasonable compen-
sation for their services and may be reimbursed for actual expenses
incurred in the maintenance of their duties.

A homeschool organization can compensate their board for their
service, but compensation to board members is taxable income. If the
board member is an officer (chair, vice chair, secretary, or treasurer)
he or she must be paid as employees. Other board members who are not
officers can be paid as independent contractors and given a Form
1099-MISC. See Chapter 5: Tax Forms for Independent Contractors
and Chapter 7: Tax Forms for Employers.

Did you catch that? If officers are compensated, the IRS laws’ say
they must be paid as employees. That means creating paychecks, paying
payroll taxes (Social Security and Medicare), preparing W-2s and
quarterly filings with the IRS and your state, and may mean unem-
ployment and workers compensation taxes too! Take a look at Chapter
6: Payroll Taxes for Employers and Chapter 7: Tax Forms for Employ-
ers to see what is involved in paying employees.

Does your homeschool group really want to deal with payroll? It can
become an excessive burden on a treasurer or expensive if your organ-
ization hires a bookkeeper or payroll service. If you do choose to com-
pensate your board members, I highly recommend using a payroll
service. See Chapter 9: Resources for a list of payroll services.

EXAMPLE OF A BOARD VOTING ITSELF COMPENSATION

Here’s an example that might bring this into reality. A homeschool
co-op is run by all volunteers. As the co-op grew, the responsibilities of
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the five board members grew, too. The treasurer complained that she
was spending 10-15 hours every week managing the funds, bills, pay-
ments, etc. The president found she was spending that amount of time
as well managing volunteers, setting policies, and dealing with prob-
lems. They decided they deserved to be paid for their efforts. They had
money to do it, so they voted that each of them would receive $500 a
semester for their work on the board. It wasn’t much considering all
the time they put in. To make it easy on the treasurer, they kept their
compensation under $600 because they had read somewhere that if
payment was under $600 they didn’t have to report it to the IRS.

There are problems at so many levels in this example. I wish I could
say it was completely fiction, but it is all too true! First, the board can-
not vote itself a salary. That’s a clear conflict of interest. Additionally,
the board giving itself compensation is what the IRS calls inurement
(meaning the revenues of the organization go to the benefit of individ-
uals, especially “insiders” or leaders). Inurement, no matter how small,
is not allowed for 501(c)(3) tax exempt organizations. Any amount of
inurement can cause a nonprofit to lose its tax-exempt status. It’s that
serious.

But beyond the conflict of interest and inurement, the board incor-
rectly thought that this was tax-free money. Keeping compensation
under $600 a year simply means that the employer (the homeschool
organization in this case) doesn’t have to give the worker a Form 1099-
MISC at the end of the year. See Chapter 5: Tax Forms for Independent
Contractors for more information. But that compensation is still to be
reported on the individual’s income tax return (probably as Other In-
come), even if no Form 1099-MISC was issued.

Instead of voting themselves compensation, the board had options
including:

1 Allowing the members to vote on board compensation. If
the organization has voting members (check the Articles of
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Incorporation and the bylaws), then a vote on board com-
pensation can be voted on by the membership. The bylaws
may need to be amended to allow for a membership vote
on board compensation.

1 Appoint an independent compensation committee to de-
termine board compensation. The board members receiv-
ing compensation can have no vote on the amount of
compensation. They should not even be in the room when
it is discussed. A good Conflict of Interest policy should be
created and followed. You can find sample Conflict of In-
terest policies at HomeschoolCPA.com/Samples. The
board should set up a payroll system to pay the officers as
employees and the other board members as independent
contractors.

71 The board should not seek compensation at all, but rather
hire help. A bookkeeper could be hired to do some of the
work the treasurer is doing. The board could hire an exec-
utive director or staff to handle day-to-day problems, so the
board is not carrying the burden of daily operations.

REIMBURSEMENT OF EXPENSES

Many times a board member pays for goods or services out of his
or her own pocket and then asks to be reimbursed. Reimbursement of
expenses is not taxable income if under an accountable plan. An ac-
countable plan requires accounting for the expenses within a reason-
able period of time usually by showing a receipt. It does not have to be
reported as income to the IRS. Additionally, reimbursement of ex-
penses (if properly accounted for with receipts) should not be included
in income reports such as a W-2 or 1099-MISC. For more information
on accountable plans, see IRS Publication 535 Chapter 11 and my book
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Money Management in a Homeschool Organization available at Home-

schoolCPA.com/Bookstore. .

CAN A BOARD BE GIVEN A DISCOUNT ON FEES?

As I explained in Chapter One on paying volunteers, discounts, if

significant are considered taxable compensation to board members. If

the discount is insignificant, it is not taxable compensation to a volun-

teer board member.

Here’s some guidance from the Center for Association Leadership

(a nonprofit consulting organization):

Itis notillegal for a nonprofit to compensate its board members with
reasonable fees unless prohibited by the organization’s bylaws. If
compensation is authorized, it is advised that compensation
amounts be set by independent directors or an independent com-
pensation committee with input from outside advisors. It needs to
be clear that compensation does not imply monetary profit. It is very
important that board compensation be comparable to that of other

nonprofit organizations and not deemed excessive by the IRS.8

How CAN WE THANK OUR BOARD?
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Non-cash, small gifts such as food, flowers, a book, etc.
Giving a small discount on fees.

Have the organization pay for meals during board meetings.
Notes and words of appreciation, especially public acknowl-
edgement.

Priority in class registration.

Pay for them to attend your state homeschool convention. This
may seem like a significant benefit because it can cost the or-
ganization quite a bit of money, but it lacks the IRS criteria of
a connection between the benefit received and the perfor-
mance of services. Therefore, paying for your board to attend
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a conference at the end of the year would not be taxable com-
pensation.

1 Plan and pay for a board retreat.

1 Buy resources to make their jobs easier including helpful
books, hiring a payroll company (your treasurer will love it!),
accounting software, etc.

GOOD PRACTICES

Healthy nonprofits have some common practices. Here are a few good
practices for your board to put into place regarding compensating
board members. For additional good practices regarding financial
management read my book Money Management in a Homeschool Organ-
ization.

Have and use a Conflict of Interest policy. A conflict of interest
arises when a board member might receive some personal benefit as a
result of a decision the board makes. For example, a board member
owns a graphic design business, and the board wishes to hire a graphic
designer. This could cause a conflict of interest. A policy should re-
quire the board member to recuse herself, which means stepping back
and avoiding taking part in the decision-making. Most Conflict of In-
terest policies ask the affected board member to leave the room and
not have a vote on the decision. You can find sample Conflict of Inter-
est policies on my website at HomeschoolCPA.com/Samples.

Establish a compensation committee. This committee should be
composed of persons unrelated to the compensated board members
and will set the wages and benefits for board members. They will be
given guidelines by the treasurer of the total amount available to spend
on board compensation, but make the decision on the amount of com-
pensation by themselves. The compensation committee should con-
duct research into comparable salaries and benefits paid to board
members of similar-sized organizations.
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Keep your fee waivers to board members small and “insignifi-
cant.” While the IRS does not define “insignificant,” in dollar
amounts, they offer guidelines that I shared in Chapter 1. Have the
amount of fee waivers decided by a separate, independent committee
or put it to the vote of the full membership. The board should not vote
themselves a fee waiver.

I offer a service to determine if the compensation or discounts of-
fered to board members are insignificant with respect to the IRS defi-
nition. I write a letter called a comfort letter that can be used by board
members to support their view that insignificant benefits are not tax-
able. This comfort letter is also helpful to pass down to future board
members. Contact me at HomeschooLCPA.com/Contact of you are in-
terested in this service.

Add a provision to your bylaws allowing a fee waiver (or tuition dis-
count) to board members or other volunteers. Consider granting a
percentage discount instead of a dollar amount. It is recommended
that this change to the bylaws be approved by the full membership, not
just the board, since the board cannot vote themselves a fee waiver.

FAQ ON COMPENSATING BOARD MEMBERS

Q: We don’t have a board. We have a leadership team. Do these
rules still apply?

A: The IRS uses the common phrase “Board of Directors” to include
officer, director, trustee or any individual who has similar powers or
responsibilities. So calling your leaders something different from
what the IRS calls them does not give your organization a free pass to
ignore these tax laws.

Q: Can a member of the board of our homeschool group be given
free tuition as a perk? Or could this be a conflict of interest?



28 | Paying Workers in a Homeschool Organization

A: It is a conflict of interest if the board votes itself tuition dis-
counts. A nonprofit board member has a duty of loyalty to the organi-
zation above herself. So if a board votes themselves a tuition discount,
their loyalty comes into conflict with their personal benefit.

If only one member receives a discount, the rest of the board could
vote to give that person a discount in appreciation for her volunteer
efforts. That member benefiting should not be in the room during the
discussion on discounts and she should not be allowed a vote.

If the entire board wants a discount for each member, then perhaps
the bylaws should state that. If the bylaws are amended, I'd recom-
mend a vote be put to the membership at large approving the dis-
counts as a “perk” of serving on the board.

And remember that unless the free tuition is insignificant, it is tax-
able income to the board member. I recommend a conflict of interest
policy. See samples at HomeschoolCPA.com/Samples/.

Q: My homeschool group gives a fee waiver of our dues to our board
officers. Would that discount be reported to our officers as taxable
compensation?

A: If the fee waiver is insignificant (by the IRS definition men-
tioned earlier), then the amount is not taxable income. When deter-
mining if the fee waiver is significant, consider the following: the value
of the benefit, the amount of work the board members perform, the
cost to the organization, and the connection between the benefit and
the service. I can write a letter called a comfort letter that can be used
by board members to support their view that insignificant benefits are
not taxable. Contact me at HomeschooLCPA.com/Contact of you are
interested in this service.

Q: My friend who teaches at a private school gets a 50% discount on
her child’s tuition and my brother who is a college professor gets free
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tuition for his kids. Why can’t my homeschool group offer discounts
on our tuition to our teachers or leaders?

A: You can offer tuition discounts, but they are not tax-free. Only
employees of “qualified educational organizations” can receive tax-
free tuition reduction for the education of themselves or certain rela-
tives.” To be a qualified educational organization a group must:

1. Maintain a regular faculty,

2. Maintain a curriculum, and

3. Have regularly enrolled students.

Qualified educational organizations include institutions such as
primary, secondary, preparatory or high schools, and colleges and uni-
versities. Homeschool organizations do not meet the definition of a
“qualified educational organization” because the IRS goes on to define
regular faculty as “qualified” including state certified or trained to be
a teacher. Most homeschool groups do not have this standard for their
teachers, and if your group does meet these criteria you actually are
behaving like a school. Remember that reduced tuition and fees can be
offered to your teachers, as long as it is handled and reported as taxa-
ble compensation.

Q: Our board members are also teachers in our homeschool co-op.
Is that allowed? Can they be paid for teaching and not for board ser-
vice?

A: Yes. Make it clear in your teacher agreement that the individual
is being paid for his or her teaching services and not for service on the
board. As a board member, the individual has a conflict of interest
when teacher compensation is discussed by the board. This teacher-
board member should recuse herself, leave the meeting, and not have
a vote regarding teacher compensation.
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Chapter 3: Employee or
Independent Contractor?
Worker Classification

Many homeschool organizations that hire teachers will pay them as
independent contractors. Most homeschool groups are nonprofits or
small businesses without accounting staff and do not want to deal
with the paperwork of paying employment taxes, creating W-25, etc.
The tax paperwork involved in hiring an independent contractor is
less complex than the taxes and paperwork for hiring an employee, but
the IRS reminds us that the facts and circumstances of the relation-
ship determine worker status, not the organization's preference.

RULE OF THUMB

This chapter goes into a lot of details on the factors you need to con-
sider in classifying a worker in your homeschool organization as an
employee or as an independent contractor. But I want to start out with
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arule of thumb and then you can dive into the details, keeping in mind
your specific organization.

Your organization’s right of supervision and control over the
worker is the critical issue. Many of the other factors covered in this
chapter are tools to uncover evidence of control or lack of control. Al-
ways focus your attention on the control factor.

There are not IRS rulings or Tax Court cases involving homeschool
organizations, but we can use colleges and universities as a guide.
There are several IRS rulings* and Tax Court cases involving the
worker status of part-time adjunct instructors at colleges. Adjunct
professors operate much like homeschool teachers (part time, may
chose the curriculum, etc.). According to Bertrand M. Harding, an at-
torney and author of The Tax Law of Colleges and Universities, IRS agents
have determined that,

"because instruction is such a basic and fundamental component of
a college or university, individuals who are hired to provide instruc-
tion should always be treated as employees because the school is so
interested and involved in what they do that it will always exercise
direction and control over their activities™

I feel confident in saying that the same is true for homeschool or-
ganizations. Because instruction is a fundamental component of a
homeschool organization, instructors, tutors and teachers should be
treated as employees because the homeschool group will always exert
control over these workers.

Additionally, since teachers in a homeschool program are working
closely with children, it is expected that your organization will exert
significant control over the teachers. For the safety of the children, you
need to have the right to exert control and supervision over the teach-
ers. If your group has behavioral, moral, or spiritual guidelines that
you wish teachers to follow because they are examples to the children
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they teach, you are exerting significant control and supervision over
them.

In addition to determining the right to control a worker, you
should determine whether the worker will be integrated into your or-
ganization’s operations and if they are providing a basic and funda-
mental component of your program. The IRS refers to this as
“providing the key activity of the business.” If the worker is not inte-
grated into your operations and the right of control is not apparent,
you are reasonably safe to classify him or her as independent contrac-
tors as long as the relationship is short-term.

This would be the scenario if you hired me or another CPA for some
consultation or accounting work. I am not integrated into your opera-
tions. You will not supervise or have the right to control me. Our rela-
tionship will be short. I am an independent contractor.

Another example might be a homeschool co-op that hires one or
two people from outside the co-op to teach a specific class, but the ma-
jority of the teaching is done by volunteer parents. Although the out-
side teacher may be slightly integrated into your activities, you can
avoid overtly controlling him and have more confidence that he is an
independent contractor.

If the worker is integrated into your operations and providing the
key activity of the business, then your group is at risk of misclassifying
him as an independent contractor when he really is an employee.

This may be the scenarioifall or a significant portion of your home-
school group’s teachers are hired (and not volunteers). They are cer-
tainly integrated into your homeschool program and providing the key
activity of the business; without them there would be no homeschool
program! There is probably sufficient evidence that your organization
is exerting enough control that they should be classified as employees.

An additional example would be a homeschool program executive
director. She is responsible for the daily operations of the program
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and, therefore, closely integrated into the operations of the program.
The board has the right to control and supervise the director. I would
venture to say that almost all executive directors of homeschool organ-
izations are employees and not independent contractors.

The decision of independent contractor or employee status is not
cut-and-dry. It usually involves a continuum. Your goal is to avoid ob-
vious misclassifications and narrow the area of uncertainty. I know
that homeschool organizations may be reluctant to classify workers as
employees, but you may conclude that classifying your workers as em-
ployees is not that bad, not that expensive, and it lets you sleep at
night!

How TO DETERMINE WORKER STATUS

Having the proper worker classification is necessary in dealing
with several government agencies, including the IRS, the US Depart-
ment of Labor, and the individual states. To explain how this works,
let's start with considering the IRS perspective.

The IRS has a brochure titled Independent Contractor or Employee
(Publication 1779) to help organizations determine worker status at
www.irs.gov/pub/irs-pdf/p1779.pdf.

The IRS uses three factors to determine worker classification:

9 Behavioral Control,
9 Financial Control, and the
1 Type of Relationship itself.

BEHAVIORAL CONTROL

Behavioral control covers whether the business (your homeschool
organization) has a right to direct or control how the work is done.
This could be through giving instructions or training. In other words,
an independent contractor needs no instructions or training to do her
job; she already knows how to do her job. When my homeschool co-op
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hired an art teacher, we looked for someone with an art background.
We interviewed several possible workers and discussed what we
wanted in an art teacher, but we did not tell her how to run a class or
teach art. Although we were a faith-based organization, we did not re-
quire our outside teachers to sign our Statement of Faith (we were just
careful in who we chose to hire). We exercised no behavioral control
and therefore the hired art teacher was an independent contractor.

The following description of behavioral control is from the IRS
website:”

Behavioral control refers to facts that show whether there is a right
to direct or control how the worker does the work. A worker is an
employee when the business has the right to direct and control the
worker. The business does not have to actually direct or control the
way the work is done — as long as the employer has the right to direct
and control the work.

The behavioral control factors fall into the categories of:
1 Type of instructions given

1  Degree of instruction

1 Evaluation systems

1 Training

Types of Instructions Given

An employee is generally subject to the business’s instructions about
when, where, and how to work. All of the following are examples of
types of instructions about how to do work.

When and where to do the work.

What tools or equipment to use.

What workers to hire or to assist with the work.

Where to purchase supplies and services.

What work must be performed by a specified individual.
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What order or sequence to follow when performing the work.
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If a homeschool group hires a teacher, they can certainly show her
around the co-op, show her to her room, give her the parent policy
guide, etc. because all these things help the teacher to perform her
tasks. The co-op should not tell the contract teacher how to conduct
her class, what should go into her lesson plans, or where to buy her
supplies or get copies made.

Degree of Instruction

Degree of Instruction means that the more detailed the instructions,
the more control the business exercises over the worker. More de-
tailed instructions indicate that the worker is an employee. Less de-
tailed instructions reflects less control, indicating that the worker is
more likely an independent contractor.

Note: The amount of instruction needed varies among different
jobs. Even if no instructions are given, sufficient behavioral control
may exist if the employer has the right to control how the work re-
sults are achieved. A business may lack the knowledge to instruct
some highly specialized professionals; in other cases, the task may
require little or no instruction. The key consideration is whether the
business has retained the right to control the details of a worker's
performance or instead has given up that right.

Evaluation System

If an evaluation system measures the details of how the work is per-
formed, then these factors would point to an employee.

If the evaluation system measures just the end result, then this can
point to either an independent contractor or an employee.”

You may fear that this evaluation provision means you cannot sit
in on the contract teacher’s class to watch her teach or conduct a par-
ent satisfaction survey. I think it would be allowable to watch an inde-
pendent contractor teach. After all, you have the safety and education
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of the children as your responsibility. Additionally, you want to deter-
mine if you will hire her back, so conducting a survey of parents or stu-
dents is allowed. You might be stepping over the line if you have job
performance requirements such as goals, accomplishments, or perfor-
mance criteria that is used by employers for determining salary. Try to
avoid a face-to-face performance evaluation with an independent con-
tractor. Stick to evaluating only the end result: did they teach the class
that you hired them to teach?

Training

If the business provides the worker with training on how to do the
job, this indicates that the business wants the job done in a particular
way. This is strong evidence that the worker is an employee. Periodic
or on-going training about procedures and methods is even stronger
evidence of an employer-employee relationship. However, inde-
pendent contractors ordinarily use their own methods.**

Be careful about offering or requiring training of your independent
contractors. They should come already trained to be able to do their
jobs. One homeschool program required their independent contractor
teachers to attend an Information Night with the parents. They went
over the policies and rules of the co-op. If possible, try to avoid man-
datory meetings like these that require your contractors to attend.
Give them the policy and rules but avoid “training” them. Of course it
would be wonderful if the contract teacher came to the Information
Night to meet the parents and students, but do not make attendance
mandatory. Invite your contract teachers, but do not require attend-
ance.

One co-op leader had parents willing to teach, but several felt un-
der-prepared to manage a classroom. The co-op coordinated with
other homeschool programs in the area and conducted a Tutor Train-
ing Workshop. It was completely optional for the independent con-
tractors to attend. The independent contractors who did attend paid
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for the workshop, much like I pay for my continuing education classes
as a CPA. This may be training, but because it was optional, the tutors
remained as independent contractors.

FINANCIAL CONTROL

The IRS explains the second factor in determining worker classifi-
cation is Financial Control which covers whether the business has a
right to direct or control the financial aspects of the worker's job. This
includes:

Unreimbursed Expenses

The extent to which the worker has unreimbursed business ex-
penses. Independent contractors are more likely to have unreim-
bursed expenses than are employees. Fixed ongoing costs that are
incurred regardless of whether work is currently being performed
are especially important. However, employees may also incur unre-
imbursed expenses in connection with the services that they per-
form for their business.

In your














































































































































































































































































