
 

                                                                                  Strategy. Systems. Solutions. Success. 

 

Understanding Compliance Requirements for Small Nonprofits 

Compliance can feel like a moving target - especially when your organization does not have dedicated legal or 

compliance staff. 

This article highlights the most common areas small nonprofits should monitor and offers a practical way to stay organized 

without turning compliance into a full-time job. 

 

For small nonprofits, compliance is rarely one single requirement. It is a collection of responsibilities tied to how the 

organization is formed, governed, funded, staffed, taxed, and operated. Those responsibilities can come from federal 

agencies, state regulators, grantors, local governments, contracts, and the organization's own governing documents. 

The challenge is not simply knowing that requirements exist. It is knowing which ones apply to your organization, who 

owns them, when they are due, and what documentation proves they were handled correctly. 

1. Start With Your Corporate and Tax-Exempt Foundation 

Every nonprofit needs a clear understanding of its legal and tax status. Your articles of incorporation, bylaws, EIN 

records, IRS determination letter, and state registrations form the foundation of the organization's compliance file. These 

documents should be current, accessible, and consistent with how the organization actually operates. 

Small organizations sometimes treat formation documents as paperwork that only mattered at startup. In reality, those 

records often determine who has authority, how decisions are approved, what purposes the organization may pursue, 

and what reporting obligations apply. 

TSG Tip: Create one secure location for core organizational records and identify who is responsible for keeping them 

current. The goal is simple: leadership should not have to search multiple inboxes or old computers to prove the 

organization's legal status. 

2. Keep Governance Practices Consistent With Your Bylaws 

Good governance is a compliance issue as much as a leadership issue. Boards should meet as required, maintain 

accurate minutes, document major decisions, manage conflicts of interest, and follow the voting and officer requirements 

established in the bylaws. 

Problems often arise when the organization's written rules and actual practices drift apart. For example, bylaws may 

require a certain number of meetings or approvals, while the board informally operates another way. That gap can 

create unnecessary risk during an audit, grant review, leadership transition, or dispute. 

TSG Tip: Review bylaws and board practices at least annually. If the organization has outgrown a provision, consider 

whether the bylaws should be formally updated rather than simply ignored. 

 

3. Understand Your Federal Filing Responsibilities 

Most tax-exempt organizations have recurring federal filing responsibilities, including the appropriate version of IRS 

Form 990. The exact filing requirement depends on the organization's size and circumstances. Missing required filings 

for multiple consecutive years can have serious consequences, including automatic loss of tax-exempt status. 

Federal compliance can also extend beyond the annual information return. Depending on the organization's activities, 

payroll, unrelated business income, contractor payments, fundraising, and other transactions may create additional 

reporting responsibilities. 

The important operational lesson is not to rely on memory. Maintain a compliance calendar that identifies recurring 

federal deadlines, the person responsible, the documents needed, and the date each filing was completed. 

TSG Tip: A compliance calendar is one of the simplest controls a small nonprofit can implement. It turns deadlines from 

individual knowledge into an organizational system. 
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4. Do Not Overlook State and Local Requirements 

Federal tax exemption does not eliminate state and local obligations. Many nonprofits must maintain corporate 

registrations, charitable solicitation registrations, sales or use tax documentation, business licenses, or other state-

specific filings. Requirements vary significantly by jurisdiction and activity. 

This is one reason compliance can feel like a moving target. A nonprofit may be compliant federally while still missing a 

state renewal, fundraising registration, or local requirement. 

Create a state and local compliance file that tracks registrations, renewal dates, confirmation receipts, and 

correspondence. If your organization begins fundraising, hiring, operating, or providing services in a new state, review 

whether that expansion creates additional obligations. 

5. Treat Financial Controls as a Compliance Safeguard 

Compliance is not limited to forms and filing dates. Strong financial controls protect the organization's assets, improve 

the reliability of financial reporting, and demonstrate responsible stewardship to boards, donors, grantors, and auditors. 

Small nonprofits can be particularly vulnerable because limited staffing may make it difficult to separate every financial 

duty. That does not mean controls are impossible. The organization can still define approval limits, require 

documentation, review bank activity, reconcile accounts regularly, control system access, and ensure that significant 

transactions receive independent oversight. 

TSG Tip: If one person can initiate, approve, pay, and reconcile the same transaction without another review, that process 

deserves attention. Controls should match the organization's size while still providing meaningful oversight. 

6. Build Grant Compliance Into the Work 

Grant funding often comes with its own set of requirements. Those may include restrictions on how funds are used, 

documentation standards, reporting deadlines, procurement rules, timekeeping expectations, or performance measures. 

A common mistake is treating grant compliance as something to address when the report is due. A stronger approach is 

to translate grant conditions into operational requirements at the beginning of the award. Finance, program staff, and 

leadership should understand what must be tracked before expenses are incurred or activities are completed. 

TSG Tip: Keep the grant agreement, budget, reporting schedule, amendments, and supporting documentation together. 

Someone reviewing the file should be able to understand the award and trace how the organization complied with its 

requirements. 

 

7. Pay Attention to Employment and Contractor Practices 

Once a nonprofit hires employees or engages contractors, additional compliance responsibilities arise. Payroll records, 

tax forms, wage and hour requirements, employee classifications, personnel documentation, workplace policies, and 

benefit obligations may all become relevant. 

One area that deserves particular attention is worker classification. Calling someone a contractor does not automatically 

make that person an independent contractor. Organizations should evaluate relationships based on the applicable rules 

and obtain professional guidance when the classification is unclear. 

Personnel files should also be organized and appropriately protected. Sensitive information should not be stored 

casually or made accessible to people who do not need it. 

8. Maintain Policies That Match Actual Operations 

Policies can support compliance, but only when they reflect the organization's real practices. A beautifully written policy 

that no one follows provides little protection and may create additional questions. 

Common policy areas for nonprofits can include conflicts of interest, whistleblower protection, records retention, financial 

management, purchasing, reimbursements, cash handling, information security, confidentiality, gift acceptance, travel, 

and credit card use. The specific policies your organization needs will depend on its activities and risks. 
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Review policies periodically and after major operational changes. If a process changes, determine whether the related 

policy, procedure, form, or training also needs to change. 

TSG Tip: Do not measure compliance maturity by the number of policies in a binder. Measure it by whether people 

understand the requirements and consistently follow the process. 

9. Protect Records and Sensitive Information 

Nonprofits routinely handle sensitive information about employees, donors, clients, students, families, volunteers, 

vendors, or program participants. Organizations should know what information they collect, where it is stored, who can 

access it, and how long it should be retained. 

Basic controls such as role-based access, secure passwords, timely removal of former employee access, backups, 

consistent file naming, and documented retention practices can reduce risk significantly. Organizations that handle 

regulated or especially sensitive information may need additional safeguards. 

10. Create a Simple System for Staying Ahead 

The most sustainable compliance program for a small nonprofit is usually not the most complicated one. It is the one 

leadership can consistently maintain. 

At minimum, consider maintaining: 

• A master compliance calendar with filing and renewal deadlines 

• A central repository for governing, tax, financial, grant, personnel, and policy records 

• Clearly assigned ownership for recurring compliance responsibilities 

• A periodic leadership or board review of upcoming requirements and unresolved issues 

• Documentation showing when filings, reviews, approvals, and corrective actions were completed 

The objective is visibility. When leadership can quickly see what is required, what has been completed, and what still 

needs attention, compliance becomes far more manageable. 

TSG Tip: Do not wait for an audit, grant review, leadership change, or missed deadline to discover that important 

information is scattered or outdated. Regular internal reviews help identify small gaps before they become larger problems. 

 

When to Get Additional Help 

Some compliance questions require legal, accounting, tax, HR, or other specialized professional advice. An operational 

review does not replace those professionals. What it can do is help an organization identify where responsibilities are 

unclear, records are missing, processes are inconsistent, or additional expertise may be needed. 

Consider seeking additional support when your organization is expanding into a new state, receiving a major grant, 

hiring its first employees, experiencing rapid growth, preparing for an audit, responding to a compliance finding, 

changing leadership, or simply realizing that no one has a complete picture of the organization's requirements. 

Compliance Should Be a System, Not a Scramble 

Small nonprofits often operate with lean teams and ambitious missions. That makes organization even more important. 

Compliance becomes overwhelming when responsibilities live in people's heads, deadlines are tracked in personal 

calendars, and records are stored in different places. 

A practical compliance system creates clarity around four questions: What is required? Who owns it? When is it due? 

Where is the proof? 

When those questions can be answered consistently, organizations are better positioned to protect their mission, 

maintain stakeholder confidence, and respond calmly when documentation is requested. 

Important: This article provides general operational information and is not legal, tax, accounting, or regulatory advice. 

Requirements vary by organization, funding source, activity, and jurisdiction. Consult qualified professionals when specific 

guidance is needed. 
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READY TO STRENGTHEN YOUR COMPLIANCE SYSTEMS? 

Tiered Solutions Group helps small nonprofits organize compliance responsibilities, strengthen documentation, clarify 

ownership, and build practical systems that make recurring requirements easier to manage. 

Smarter Systems. Stronger Organizations. Lasting Impact. 

Schedule a Compliance Readiness Consultation 

 


