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DUE DILIGENCE POLICY AND PROCEDURES 

PURPOSE 

“Due Diligence” is the process of review that precedes the approval of a grant by the Battle 

Creek BCCF (BCCF). The primary purpose of due diligence is to ensure that grants are made for 

purposes that are consistent with IRS regulations (i.e. charitable purposes) and that the 

organization receiving the grant is both legitimate and capable of carrying out the purpose for 

which the grant is intended. 

POLICY 

Grants for Charitable Purposes 

BCCF is a charitable organization organized as a Michigan not-for-profit corporation. All grants 

made by BCCF shall be for charitable purposes and shall be made to charitable organizations. 

The determination of whether an organization’s activities are charitable is made by the IRS in 

assigning a tax-exempt status. BCCF verifies charitable status prior to committee review by: 

• Verifying charitable status using a real-time database such as Guidestar 

• Obtaining a copy of the 501(c)(3) letter directly from the grantee organization 

• IRS Tax Exempt Organization Search 

• IRS Publication 78 

• IRS Business Master File 

BCCF may also make grants to unincorporated groups and non-501(c)(3) organizations when 

the grants are for charitable purposes and these groups/organizations use a fiscal agent or 

fiduciary that is a 501(c)(3). When grants are made directly to non-charities, the Foundation will 

undertake additional due diligence steps, including requiring documentation of the charitable 

purpose, reviewing a project budget, entering into a written grant agreement with clear 

charitable use restrictions, and requiring progress and final reports that document the 

charitable use of funds. 

All grants and scholarships, including donor advised grant recommendations, are reviewed by 

the Board of Trustees, and approved in compliance with the delegation of authority policy for 

grants and scholarships.   
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Each grant award letter includes the timeframe when certain progress and/or final reporting 

requirements must be met by the Grantee. The Program team tracks due dates to ensure that 

reports are received. 

BCCF grantmaking staff reviews grantee reports as received to verify that the use of the funds 

was in accordance with the terms of the grant award letter and maintains contact with grantees 

to ensure the reports adequately meet requirements. If the terms of the grant agreement are 

not met, then future grants may be withheld until such time as the grantee complies. In some 

cases, grantees may be asked to return some or all of the grant funding. 

Final grant summaries are provided to the appropriate Foundation committees when an 

organization requests funding for the same program consecutively.  

Grants to Government Entities 

BCCF may make grants to government entities, including municipalities and school districts, 

provided that the grant is for charitable purposes. Due diligence procedures include verifying 

that the grantee is a recognized government body, documenting the charitable purpose of the 

grant, executing a grant agreement restricting the use of funds to the charitable purpose, and 

requesting reports verifying that funds were used appropriately. 

Grants from Donor Advised Funds 

In accordance with requirements for expenditure responsibility per the Pension Protection Act 

of 2006, grants from Donor Advised Funds may only be made to organizations qualified under 

Internal Revenue Code sections 501(c)(3) and 509(a)(1), (2), or (3). Recommendations for grants 

to community projects that meet the requirements of Code section 170(c)(2)(B) will be 

considered on a case-by-case basis.  

Grants from Donor Advised Funds for the following are expressly prohibited: 

• For the purpose of supporting lobbying 

• For the purpose of supporting nonpartisan voter registration activity 

• To a private foundation 

• For a scholarship 

• For the benefit of an individual 

• To any supporting organization that is controlled by the donor or donor appointee 

• For the satisfaction of personal pledges 

• For participation in fundraising events providing more than nominal benefit 

• International gants 

• All other cases prohibited by the IRS  
 

BCCF will conduct expenditure responsibility for all grants made to 501(c)(3) supporting 

organizations, regardless of whether required by the Pension Protection Act, and for any grants 
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made to 509(a)(4) organizations. Expenditure responsibility will follow the five-step process 

required by IRC §4945(h) (see Expenditure Responsibility Addendum for details): 

• Pre-grant inquiry 

• Written grant agreement with charitable restrictions 

• Segregation of funds 

• Grantee reporting to BCCF 

• Disclosure on IRS Form 990 

 

Adopted: September 27, 2016 

Last Revised: May 16, 2023 

Reviewed/Revised: October 21, 2025 
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Expenditure Responsibility Addendum 

This Addendum supplements the Battle Creek Community Foundation’s Due Diligence Policy 

and Procedures. It outlines the specific requirements and practices to ensure compliance with 

Internal Revenue Code §4945(h), the Pension Protection Act of 2006, and National Standards 

for U.S. Community Foundations regarding expenditure responsibility. 

1. Pre-Grant Inquiry 

Staff will conduct a reasonable inquiry into the potential grantee’s ability to accomplish the 

charitable purposes of the grant. Staff will collect and review the following information, as 

applicable: 

• IRS Determination Letter (if organization’s profile is unavailable in Guidestar/Candid) 

• IRS Tax Exempt Organization Search results 

• GuideStar / Candid profile 

• Articles of Incorporation and Bylaws  

• Current list of the Board of Directors or governing body  

• IRS Form 990  

• Project narrative/description and timeline 

• Detailed project budget 

• Fiscal sponsorship agreement, if applicable 

• Staff will document due diligence in Csuite/ GLM as appropriate. 

 2. Written Grant Agreement with Charitable Restrictions 

A written grant agreement is required for all grants subject to expenditure responsibility. The 

agreement will: 

• Specify the charitable purpose(s) of the grant 

• Prohibit use of funds for lobbying, political activity, or private benefit 

• Require segregation of funds and financial accountability 

• Outline reporting requirements and deadlines 

• Require return of unused or improperly used funds  

• Include corrective action procedures for non-compliance  

3. Segregation of Funds 

The grantee must maintain grant funds in a separate account or clearly segregated fund to 

ensure that charitable funds are not commingled with non-charitable funds.  
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4. Grantee Reporting to BCCF 

Grantees are required to provide periodic progress and financial reports as specified in the 

grant agreement. Reports must demonstrate that funds were spent solely for the approved 

charitable purpose. BCCF will track: 

• Report due dates and submission status 

• Total grant amount, amount spent, and unspent/returned funds 

• Corrective actions taken, if applicable 

Failure to submit reports will result in: 

• A system generated email reminder sent the day after the report due date  

• Written reminder (30 days after missed deadline) 

• Possible demand for repayment or ineligibility for future grants 

• Escalation to President & CEO if unresolved 

5. Disclosure on IRS Form 990 

BCCF will disclose all grants subject to expenditure responsibility in accordance with IRS 

regulations. Staff will maintain a record of: 

• Grantee name, EIN, and type of organization 

• Amount and purpose of the grant 

• Status of reporting and compliance 

At year-end, grantmaking staff will provide a summary of all expenditure responsibility grants 

to Finance/Compliance staff to ensure proper reporting on IRS Form 990, Schedule I and 

509(a)(1), (2), or (3).  

 

 


