	Annual Electronic Filing Requirement for Small Exempt Organizations — Form 990-N (e-Postcard)

	Small tax-exempt organizations whose annual gross receipts are normally $25,000 or less ($50,000 for tax years ending on or after December 31, 2010) may be required to electronically submit Form 990-N, also known as the e-Postcard, unless they choose to file a complete Form 990 or Form 990-EZ.

If you do not file your e-Postcard on time, the IRS will send you a reminder notice but you will not be assessed a penalty for late filing the e-Postcard. However, an organization that fails to file required e-Postcards (or information returns – Forms 990 or 990-EZ) for three consecutive years will automatically lose its tax-exempt status. The revocation of the organization’s tax-exempt status will not take place until the filing due date of the third year.

Due Date of the e-Postcard
The e-Postcard is due every year by the 15th day of the 5th month after the close of your tax year. For example, if your tax year ended on December 31, the e-Postcard is due May 15 of the following year.  If the due date falls on a Saturday, Sunday, or legal holiday, the due date is the next business day.  You cannot file the e-Postcard until after your tax year ends.
How To File

Click here to file the e-Postcard. If you have trouble accessing the system using that link, you may be able to access the filing site directly by typing or pasting the following address into your Internet browser: http://epostcard.form990.org. When you access the system, you will leave the IRS site and file the e-Postcard with the IRS through our trusted partner, Urban Institute. The form must be completed and filed electronically. There is no paper form.

Information You Will Need To File the e-Postcard
The e-Postcard is easy to complete. All you need is eight items of basic information about your organization.

Who Must File
Most small tax-exempt organizations with gross receipts that are normally $25,000 or less ($50,000 for tax years ending on or after December 31, 2010) must file the e-Postcard. Exceptions to this requirement include:

· Organizations that are included in a group return,

· Churches, their integrated auxiliaries, and conventions or associations of churches, and

· Organizations required to file a different return
Search for e-Postcards - Public Disclosure

To find and view an organization's e-Postcard click here. To download the entire data base of e-Postcard filings click here.

Additional Information
· Frequently Asked Questions - e-Postcard

· Frequently Asked Questions - Automatic Revocation for Not Filing Annual Return or Notice

· Final regulations (July 23, 2009)

· Educational tools : Help spread the word – Help small tax-exempt organizations stay exempt!

· EO Update : Subscribe to Exempt Organization’s regular email newsletter that highlights new information posted on the Charities and Non-Profits pages of IRS.gov.

· Account, tax law, or questions about filing the e-Postcard should be directed to Customer Account Services at 1-877-829-5500. For questions about or problems with the e-Postcard filing system, use the Technical Support link on the filing site.
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	Exempt Organizations - Public Disclosure Requirements in General

	In general, what public disclosure requirements apply to tax-exempt organizations?
In general, exempt organizations must make available for public inspection certain annual returns and applications for exemption, and must provide copies of such returns and applications to individuals who request them.  Copies usually must be provided immediately in the case of in-person requests, and within 30 days in the case of written requests.  The tax-exempt organization may charge a reasonable copying fee plus actual postage, if any. The IRS must also make this same information available to the general public.
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	Exempt Organizations Subject to Public Disclosure Requirements

	 

	What organizations are tax-exempt organizations for purposes of the law requiring that certain tax documents be disclosed and copies of those documents be provided to persons requesting them?
The law affects organizations exempt from federal income tax under section 501(a) and described in section 501(c) and section 501(d). Examples of the type of tax-exempt organization to which the law applies include: charities, schools, labor organizations, business leagues, fraternities, social clubs, veterans organizations, and voluntary employees' beneficiary associations.  See Types of Organizations for more information about these organizations.  It also applies to political organizations exempt from taxation under section 527(a).

This law does not apply to certain split-interest trusts. Additionally, the law does not affect those organizations that are exempt under other provisions of the Code, for example farmers' cooperatives exempt under section 521; homeowners' associations exempt under section 528; and qualified state tuition programs exempt under section 529.
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	Exempt Organizations - Documents Subject to Public Disclosure

	What tax documents must an exempt organization make available for public inspection and copying?
An exempt organization must make available for public inspection its exemption application. An exemption application includes the Form 1023 (for organizations recognized as exempt under § 501(c)(3)), Form 1024 (for organizations recognized as exempt under most other paragraphs of § 501(c)), or the letter submitted under the paragraphs for which no form is prescribed, together with supporting documents and any letter or document issued by the IRS concerning the application. A political organization exempt from taxation under § 527(a) must make available for public inspection and copying its notice of status, Form 8871.

In addition, an exempt organization must make available for public inspection and copying its annual return. Such returns include Form 990 , Return of Organization Exempt From Income Tax, Form 990-EZ , Short Form Return of Organization Exempt From Income Tax, Form 990-PF, Return of Private Foundation, Form 990-BL , Information and Initial Excise Tax Return for Black Lung Benefit Trusts and Certain Related Persons, and the Form 1065 , U.S. Partnership Return of Income.  

An organization exempt under § 501(c)(3) must make available for public inspection and copying any Form 990-T, Exempt Organization Business Income Tax Return, filed after August 17, 2006.  Returns must be available for a three-year period beginning with the due date of the return (including any extension of time for filing).  For this purpose, the return includes any schedules, attachments, or supporting documents that relate to the imposition of tax on the unrelated business income of the charity.  See Public Inspection and Disclosure of Form 990-T for more information.

An exempt organization is not required to disclose Schedule K-1 of Form 1065 or Schedule A of Form 990-BL. With the exception of private foundations, an exempt organization is not required to disclose the name and address of any contributor to the organization.

A political organization exempt from taxation under § 527(a) must make available for inspection and copying its report of contributions and expenditures on Form 8872, Political Organization Report of Contributions and Expenditures. However, such organization is not required to make available its return on Form 1120-POL, U.S. Income Tax Return for Certain Political Organizations.
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	Private Foundations - Public Disclosure Requirements

	What disclosure laws apply to private foundations?
Private foundation returns (Form 990-PF) filed on or after March 13, 2000, generally are subject to the same disclosure rules  as apply to other exempt organizations.

A private foundation must also make its exemption application, supporting documents, and letters sent from the IRS available for public inspection, and provide copies of these documents in the same manner as other exempt organizations.
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	Exempt Organizations - Disclosures Required

	What does the disclosure law require a tax-exempt organization to do?
In response to a written or in-person request by an individual at the principal office of the organization, and if the organization regularly maintains one or more regional or district offices having three or more employees, at each such regional or district office, a copy of the covered tax documents must be provided to the requester. The covered tax documents include, in general, the organization’s application for tax-exempt status, and the organization’s annual returns for a period of three years beginning on the date the return is required to be filed. If the request for copies is made in person, the request will generally be honored on the day of the request; if the request is written, then the organization usually has thirty days to respond.  (A request that is faxed, e-mailed or sent by private courier is considered a written request.)

The organization may want to charge reasonable copying costs and the actual cost of postage before providing the copies.  The law permits this.  But the organization must provide timely notice of the approximate cost and acceptable form of payment within seven days of receipt of the request.  Acceptable forms of payment must include cash and money order (in the case of an in-person request) and certified check, money order, and personal check or credit card, in the case of a written request.
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	Exempt Organization Public Disclosure - Costs for Providing Copies of Documents

	What does the IRS consider to be a reasonable charge for copying costs?
A tax-exempt organization may charge a reasonable fee for providing copies, which is generally defined as the amount charged by the IRS for providing copies. Under regulations issued in July 2004, the IRS may not charge more for copies than the fees listed in the Freedom of Information Act (FOIA) fee schedule.  In addition, although the FOIA fee schedule directs the IRS to provide the first 100 pages free, the regulations allow the exempt organization to charge a fee for all copies.  For non-commercial requesters, the FOIA schedule currently provides a charge of $.20 per page.

An organization may require payment before it provides copies, but must advise requesters of the total cost of the copies requested if adequate payment is not included with the request.  The organization may also charge the actual postage costs
it incurred to mail copies to the requester.
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	Exempt Organizations - Contributors' Identities Not Subject to Disclosure

	Is a tax-exempt organization required to disclose the names or addresses of its contributors?
A tax-exempt organization is generally not required to disclose publicly the names or addresses of its contributors set forth on its annual return, including Schedule B (Form 990, 990-EZ, or 990-PF).  The regulations specifically exclude the name and address of any contributor to the organization from the definition of disclosable documents.  Contributor names and addresses listed on an exempt organization's exemption application are subject to disclosure, however.

This general exclusion for contributor information on annual returns does not apply to private foundations, or to political organizations described in section 527 of the Internal Revenue Code.  Certain tax-exempt political organizations are required to report the name and address, and the occupation and employer (if an individual), of any person that contributes in the aggregate $200 or more in a calendar year on the Schedule A of Form 8872.  Tax-exempt political organizations may also be required to file Form 990, including Schedule B.  Political organizations are required to make both of these forms available to the public, including the contributor information.


	 


Page Last Reviewed or Updated: October 29, 2010
	Exempt Organizations Public Disclosure - Exemptions from Requirements

	Are organizations that are not required to provide copies of their exemption applications also exempt from the requirement to provide copies of annual returns to requesters?
An organization whose exemption application was filed before July 15, 1987, and which lacked the exemption application on July 15, 1987, need not make a copy of the exemption application available.  The requirement to provide a copy of the annual information return is separate from the requirement to provide of the exemption application.  Tax-exempt organizations are required to provide copies of annual information returns even if they are not required to provide copies of the exemption application.

If an organization filed its exemption application after July 15, 1987, but is unable to find a copy, the organization may contact Exempt Organizations Determinations to request a copy of the application.
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	Exempt Organizations Public Disclosure - Making Documents "Widely Available"

	Is there an exception to the requirement to provide copies?
A tax-exempt organization does not have to comply with individual requests for copies if it makes the documents widely available as described in the regulations.  This can be done by posting the documents on a readily accessible World Wide Web site, either its own or on a database of exempt organization documents maintained by another organization.  To be within this exception, however, the documents must be posted in a format that meets the criteria set forth in the regulations.  In general, the format must exactly reproduce the image of the original document and allow an Internet user to access, download, view and print the posted document without the payment of a fee.  One format that currently meets the criteria is Portable Document Format (.pdf).  An organization that makes its documents widely available in this manner must advise requesters how to access the forms.
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	Exempt Organizations Public Disclosure - Making Available for Public Inspections Documents that Are "Widely Available"

	If an organization makes it documents widely available, must it make the documents available for public inspection?
Yes.  Making documents widely available satisfies the requirement to provide copies of the documents.  This requirement is separate from the requirement to make the documents available for public inspection.  There is no exception (similar to the widely available exception) from the requirement to make documents available for public inspection.
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	Exempt Organizations Public Disclosure - Penalties for Noncompliance

	What are the penalties for failure to comply with the disclosure requirements, and who must pay them?
Responsible persons of a tax-exempt organization who fail to provide the documents as required may be subject to a penalty of $20 per day for as long as the failure continues.  There is a maximum penalty of $10,000 for each failure to provide a copy of an annual information return.  There is no maximum penalty for the failure to provide a copy of an exemption application.
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	Exempt Organizations Public Disclosure - Complaints about Noncompliance

	If a request for copies is not fulfilled, to whom may the requester complain?
The complaint should be addressed to:

IRS EO Classification
Mail Code 4910
1100 Commerce Street
Dallas, TX 75242

Additional information:

· Where Do I Send Complaints About Exempt Organizations
· Form 13909, Tax-Exempt Organization Complaint (Referral) Form
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	Exempt Organizations Public Disclosure - Obtaining Copies of Documents from IRS

	How can one get a copy of an organization's exemption application or annual information return from the IRS?
To request a copy of either the exemption application or the annual information or tax return, submit Form 4506-A, Request for Public Inspection or Copy of Exempt Organization IRS Form.  Mail the form to the applicable address listed below:

IF you want... 
THEN mail Form 4506-A to...
A copy of an exemption application 
Internal Revenue Service
Customer Service - TE/GE
P.O. Box 2508, Room 4024
Cincinnati, OH  45201 
A copy of a return, report, or notice 
Internal Revenue Service
Mail Stop 6716
Ogden, UT  84201

You may also purchase copies of scanned Forms 990, 990-EZ for IRC section 501(c)(3) organizations, and all 990-PF returns on CD-Rom from the Ogden Submission Processing Center.
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	Exempt Organizations Public Disclosure - Disclosure of Final Letters Denying or Revoking Exempt Status

	What public disclosure requirements apply to final letters from the IRS that deny or revoke an organization's tax-exempt status?
Sometimes, an organization's application for recognition of tax-exempt status is denied, or its exempt status is revoked after an examination.  Internal Revenue Code section 6110 requires the IRS to publish final letters that revoke or deny an organization's exempt status, but with taxpayer identifying information deleted.  Upon written request, the IRS will also provide a copy of the background file with taxpayer identifying information deleted.  The background file includes a copy of the ruling request or application for exempt status and all supporting documents.

The regulations ask taxpayers to help the IRS comply with these requirements by submitting a statement of proposed deletions with the ruling request or application.  Organizations should submit the following with their request or application:

1. A statement indicating that no deletions need be made except names, addresses, and taxpayer identifying numbers, or

2. A statement of proposed deletions, citing the statutory basis for each one, and a copy of the ruling request or application (and supporting documents, submitted with or subsequent to the application) on which it indicates, in brackets, each deletion requested.
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	Exempt Organizations Public Disclosure - Charitable Contribution Disclosures

	What disclosures is a charitable organization required to make to its donors?
If a charitable organization receives a quid pro quo contribution of greater than $75, it must provide the donor with a written disclosure statement.  The written disclosure statement shall inform the donor that the amount of the contribution that is deductible for federal income tax purposes is limited to the excess of the amounts of the contribution that is over the value of the goods or services provided by the organization.  The written disclosure statement shall also provide the donor with a good faith estimate of the value of the goods or services provided by the organization
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	Exempt Organizations Public Disclosure - Disclosures to Contributors to Non-Charitable Exempt Organizations

	What disclosures must an exempt organization, other than a charity, make to its contributors?
If an exempt organization is ineligible to receive tax-deductible contributions, it must disclose that contributions or gifts are not deductible as charitable contributions when it solicits contributions. In addition, a section 501(c)(4), 501(c)(5), or 501(c)(6) organization incurs a proxy tax on the amount of certain expenditures not disclosed to members who pay dues to the organization.
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	Proxy Tax

	The Internal Revenue Code (IRC), in section 6033(e), imposes reporting and notice requirements on certain tax-exempt organizations described in sections 501(c)(4), 501(c)(5), and 501(c)(6) that incur nondeductible lobbying and political expenses. Organizations that do not provide notices of amounts of membership dues allocable to nondeductible lobbying expenditures are subject to tax (commonly called a proxy tax) under IRC section 6033(e)(2) on the amount of the expenditures. An organization must report the tax on Form 990-T, Exempt Organization Business Income Tax Return (and proxy tax under section 6033(e)), at line 37.  For information on computing the tax, please see the Instructions for Form 990-T.



	Solicitation Notice

	Section 6113 of the Internal Revenue Code provides that certain tax-exempt organizations that are not eligible to receive tax deductible charitable contributions must disclose, in any fundraising solicitation (see below), in "an express statement (in a conspicuous and easily recognizable format)" that contributions to the organization are not deductible for federal income tax purposes as charitable contributions. This provision applies to organizations that are not eligible to receive deductible charitable contributions and are described in either section 501(c), section 501(d), or section 527. The Service issued Notice 88-120 to provide safe harbors for meeting the requirements of section 6113.

A fundraising solicitation is any solicitation of contributions or gifts made in written or printed form or by television, radio, or telephone.  It does not include any letter or telephone call that is not part of a coordinated campaign soliciting more than 10 persons during a calendar year.
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	Exempt Organizations Public Disclosure - Personal Identifying Information on Returns

	Is personal identifying information provided on an exempt organization return subject to public disclosure?
Yes.  To protect personal information, do not include any personal identifying information not required by the IRS on your forms.
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	Exemption Requirements - Section 501(c)(3) Organizations

	To be tax-exempt under section 501(c)(3) of the Internal Revenue Code, an organization must be organized and operated exclusively for exempt purposes set forth in section 501(c)(3), and none of its earnings may inure to any private shareholder or individual. In addition, it may not be an action organization, i.e., it may not attempt to influence legislation as a substantial part of its activities and it may not participate in any campaign activity for or against political candidates.

Organizations described in section 501(c)(3) are commonly referred to as charitable organizations. Organizations described in section 501(c)(3), other than testing for public safety organizations, are eligible to receive tax-deductible contributions in accordance with Code section 170.

The organization must not be organized or operated for the benefit of private interests, and no part of a section 501(c)(3) organization's net earnings may inure to the benefit of any private shareholder or individual. If the organization engages in an excess benefit transaction with a person having substantial influence over the organization, an excise tax may be imposed on the person and any organization managers agreeing to the transaction.

Section 501(c)(3) organizations are restricted in how much political and legislative (lobbying) activities they may conduct. For a detailed discussion, see Political and Lobbying Activities. For more information about lobbying activities by charities, see the article Lobbying Issues; for more information about political activities of charities, see the FY-2002 CPE topic Election Year Issues.

Additional Information
Application Process Step by Step:  Questions and answers that will help an organization determine if it is eligible to apply for recognition of exemption from federal income taxation under IRC section 501(a) and, if so, how to proceed.
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	Substantiating Charitable Contributions

	Many charitable organizations described in section 501(c)(3), other than testing for public safety organizations, are eligible to receive tax-deductible contributions in accordance with section 170. Most eligible organizations are listed in Publication 78, Cumulative List of Organizations described in Section 170(c) of the Internal Revenue Code of 1986.

A charitable organization must provide a written disclosure statement to donors of a quid pro quo contribution in excess of $75. A quid pro quo contribution is a payment made to a charity by a donor partly as a contribution and partly for goods or services provided to the donor by the charity. For example, if a donor gives a charity $100 and receives a concert ticket valued at $40, the donor has made a quid pro quo contribution. In this example, the charitable contribution portion of the payment is $60. Even though the part of the payment available for deduction does not exceed $75, a disclosure statement must be filed because the donor's payment (quid pro quo contribution) exceeds $75. The required written disclosure statement must:

1. Inform the donor that the amount of the contribution that is deductible for federal income tax purposes is limited to the excess of any money (and the value of any property other than money) contributed by the donor over the value of goods or services provided by the charity, and 

2. Provide the donor with a good faith estimate of the value of the goods or services that the donor received. 

The charity must furnish the statement in connection with either the solicitation or the receipt of the quid pro quo contribution. If the disclosure statement is furnished in connection with a particular solicitation, it is not necessary for the organization to provide another statement when the associated contribution is actually received.

No disclosure statement is required when:

1. The goods or services given to a donor meet the standards for insubstantial value set out in Revenue Procedure 90-12, 1990-1 C.B. 471, and Revenue Procedure 92-49, 1992-1 C.B. 987 (as updated); 

2. There is no donative element involved in a particular transaction with a charity (for example, there is generally no donative element involved in a visitor's purchase from a museum gift shop); or 

3. There is only an intangible religious benefit provided to the donor. The intangible religious benefit must be provided to the donor by an organization organized exclusively for religious purposes, and must be of a type that generally is not sold in a commercial transaction outside the donative context. 

A penalty is imposed on a charity that does not make the required disclosure in connection with a quid pro quo contribution of more than $75. The penalty is $10 per contribution, not to exceed $5,000 per fund-raising event or mailing. The charity can avoid the penalty if it can show that the failure was due to reasonable cause.

Under a new recordkeeping rule effective for all cash, check, electronic funds transfers, credit card charges, or other monetary contributions of any amount made in taxable years beginning after August 17, 2006, the donor must obtain and keep a bank record or a written communication from the donee as a record of the contribution. Written records prepared by the donor (such as check registers or personal notations) are no longer sufficient to support charitable contributions. Bank records for this recordkeeping requirement include bank or credit union statements, canceled checks, or credit card statements. They must show the date paid or posted, the name of the charity, and the amount of the payment. Taxpayers who claim charitable contributions made by payroll deduction can satisfy the recordkeeping requirement if the donor has (1) a pay stub, W-2, or other document furnished by the employer that states the amount withheld for payment to charity, and (2) a pledge card other document prepared by or at the direction of the charity that shows the name of a donee. An organization described in section 170(c), or a Principal Combined Fund Organization for purposes of the Combined Federal Campaign, will be treated as a donee organization for purposes of the new recordkeeping provision.

A donor claiming a deduction of $250 or more is also required to obtain and keep a contemporaneous written acknowledgment for a charitable contribution . To be contemporaneous the written acknowledgment must generally be obtained by the donor no later than the date the donor files the return for the year the contribution is made. The written acknowledgment must state whether the donee provides any goods or services in consideration for the contribution.  If the donee provides goods or services to the donor in exchange for the contribution (a quid pro quo contribution), the written acknowledgment must include a good faith estimate of the value of the goods or services. The donee is not required to record or report this information to the IRS on behalf of a donor. The donor is responsible for requesting and obtaining the written acknowledgement from the donee. Although there is no prescribed format for the written acknowledgment, it must provide sufficient information to substantiate the amount of the contribution. For more information, see Publication 1771.

The contemporaneous written acknowledgment may be contained in the same document as the written communication from the donee used to satisfy the new cash recordkeeping requirement, as long as it contains all information required by both the recordkeeping requirement and the contemporaneous written acknowledgment requirement.

For claimed contributions over $5,000, generally a qualified appraisal prepared by a qualified appraiser must be obtained.  For appraisals prepared in connection with returns or submissions filed after August 17, 2006, see Notice 2006-96.

Household items and clothing contributed to charity after August 17, 2006 must be in at least good used condition to be deductible.  This requirement does not apply to contributions of food, paintings, antiques, other art objects, jewelry and gems, or collections, and does not apply to a contribution of an item for which a deduction of more than $500 is claimed if the taxpayer obtains a qualified appraisal of the item.

Additional information
· Publication 1771, Charitable Contributions - Substantiation and Disclosure Requirements 

· Updates on Disclosure and Substantiation Rules. 

· IRC 6700 and IRC 6701 and Charitable Contribution Deductions 

· Publication 526, Charitable Contributions 

· On-Line Mini-Course - Deducting Charitable Contributions. 

· Contributions of vehicles 
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	Written Record of Charitable Contribution

	A donor may not claim a deduction for any contribution of cash, a check or other monetary gift made on or after January 1, 2007, unless the donor maintains a record of the contribution in the form of either a bank record (such as a cancelled check) or a written communication from the charity (such as a receipt or a letter) showing the name of the charity, the date of the contribution, and the amount of the contribution.

Additional information
· Publication 1771, Charitable Contributions, Substantiation and Disclosure Requirements
· Publication 526, Charitable Contributions
· Notice 2006-110: Record-keeping requirements for charitable contributions made through payroll deductions.

· Notice 2008-16: Rules for substantiating lump-sum charitable contributions made through the Combined Federal Campaign or a similar program (e.g., a United Way campaign).
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IRS Exempt Organizations

501(c)

From Wikipedia, the free encyclopedia

	
	Wikisource has original text related to this article: 

USC 26 § 501


Colloquially, a 501(c) organization or simply "a 501(c)" is an American tax-exempt, nonprofit corporation or association. Section 501(c) of the United States Internal Revenue Code (26 U.S.C. § 501(c)), provides that 28 types of nonprofit organizations are exempt from some federal income taxes. Sections 503 through 505 set out the requirements for attaining such exemptions. Many states refer to Section 501(c) for definitions of organizations exempt from state taxation as well.

Types
According to the IRS Publication 557, in the Organization Reference Chart section, the following is an exact list of 501(c) organization types and their corresponding descriptions.[1]
· 501(c)(1) — Corporations Organized Under Act of Congress (including Federal Credit Unions)

· 501(c)(2) — Title Holding Corporation for Exempt Organization

· 501(c)(3) — Religious, Educational, Charitable, Scientific, Literary, Testing for Public Safety, to Foster National or International Amateur Sports Competition, or Prevention of Cruelty to Children or Animals Organizations

· 501(c)(4) — Civic Leagues, Social Welfare Organizations, and Local Associations of Employees

· 501(c)(5) — Labor, Agricultural, and Horticultural Organizations

· 501(c)(6) — Business Leagues, Chambers of Commerce, Real Estate Boards, etc.

· 501(c)(7) — Social and Recreational Clubs

· 501(c)(8) — Fraternal Beneficiary Societies and Associations

· 501(c)(9) — Voluntary Employees Beneficiary Associations
· 501(c)(10) — Domestic Fraternal Societies and Associations

· 501(c)(11) — Teachers' Retirement Fund Associations

· 501(c)(12) — Benevolent Life Insurance Associations, Mutual Ditch or Irrigation Companies, Mutual or Cooperative Telephone Companies, etc.

· 501(c)(13) — Cemetery Companies

· 501(c)(14) — State-Chartered Credit Unions, Mutual Reserve Funds

· 501(c)(15) — Mutual Insurance Companies or Associations

· 501(c)(16) — Cooperative Organizations to Finance Crop Operations

· 501(c)(17) — Supplemental Unemployment Benefit Trusts

· 501(c)(18) — Employee Funded Pension Trust (created before June 25, 1959)

· 501(c)(19) — Post or Organization of Past or Present Members of the Armed Forces
· 501(c)(21) — Black lung Benefit Trusts

· 501(c)(22) — Withdrawal Liability Payment Fund

· 501(c)(23) — Veterans Organization (created before 1880)

· 501(c)(25) — Title Holding Corporations or Trusts with Multiple Parents

· 501(c)(26) — State-Sponsored Organization Providing Health Coverage for High-Risk Individuals

· 501(c)(27) — State-Sponsored Workers' Compensation Reinsurance Organization

· 501(c)(28) — National Railroad Retirement Investment Trust

General compliance issues
Under Section 511, a 501(c) organization is subject to tax on its "unrelated business income," whether or not the organization actually makes a profit, but not including selling donated merchandise or other business or trade carried on by volunteers, or certain bingo games.[2] Disposal of donated goods valued over $2,500, or acceptance of goods worth over $5,000 may also trigger special filing and record-keeping requirements.

Note that "tax exempt" also does not excuse an organization from maintaining proper records and filing any required annual or special-purpose tax returns.[3] Previously, annual returns were not generally required from an exempt organization accruing less than $25,000 in gross income yearly.[4] However, from 2008 onwards, many such organizations must file a yearly "e-Postcard" known as Form 990-N, or risk losing their exemption.[5]
Failure to file required returns such as Form 990 (Return of Organization Exempt From Income Tax) may result in monetary fines of up to $250,000 per year. Exempt or political organizations (excluding churches or similar religious entities) must make their returns, reports, notices, and exempt applications available for public inspection. The organization's Form 990 (or similar such public record as the Form 990-EZ or Form 990-PF) is generally available for public inspection and photocopying at the offices of the exempt organization, through a written request and payment for photocopies by mail from the exempt organization, or through a direct Form 4506-A Request for Public Inspection or Copy or Political Organization IRS Form request to the IRS of the exempt organization filing of Form 990 for the past three tax years. The Form 4506-A also allows the public inspection and/or photocopying access to Form 1023 Application for Recognition of Exemption or Form 1024, Form 8871 Political Organization Notice of Section 527 Status, and Form 8872 Political Organization Report of Contribution and Expenditures.

Failure to file such timely returns and to make other specific information available to the public also is prohibited.[6]
501(c)(3)
501(c)(3) exemptions apply to corporations, and any community chest, fund, cooperating association or foundation, organized and operated exclusively for religious, charitable, scientific, testing for public safety, literary, or educational purposes, to foster national or international amateur sports competition, to promote the arts, or for the prevention of cruelty to children or animals.[7]

 HYPERLINK "http://en.wikipedia.org/wiki/" \l "cite_note-7" [8]
Another provision, 26 U.S.C. § 170, provides a deduction, for federal income tax purposes, for some donors who make charitable contributions to most types of 501(c)(3) organizations, among others. Regulations specify which such deductions must be verifiable to be allowed (e.g., receipts for donations over $250). Due to the tax deductions associated with donations, loss of 501(c)(3) status can be highly challenging to a charity's continued operation, as many foundations and corporate matching programs do not grant funds to a charity without such status, and individual donors often do not donate to such a charity due to the unavailability of the deduction.

Testing for public safety is described under section 509(a)(4) of the code, which makes the organization a public charity and not a private foundation,[9] but contributions to 509(a)(4) organizations are not deductible by the donor for federal income, estate, or gift tax purposes.

The two exempt classifications of 501(c)(3) organizations are as follows:[10]
A public charity, identified by the Internal Revenue Service (IRS) as "not a private foundation," normally receives a substantial part of its income, directly or indirectly, from the general public or from the government. The public support must be fairly broad, not limited to a few individuals or families. Public charities are defined in the Internal Revenue Code under sections 509(a)(1) through 509(a)(4).

A private foundation, sometimes called a non-operating foundation, receives most of its income from investments and endowments. This income is used to make grants to other organizations, rather than being dispersed directly for charitable activities. Private foundations are defined in the Internal Revenue Code under section 509(a) as 501(c)(3) organizations, which do not qualify as public charities.

Before donating to a 501(c)(3) organization, a donor may wish to review IRS Publication 78, which lists organizations currently exempt under 501(c)(3).[11]
Obtaining status
Most organizations acquire 501(c)(3) tax exemption by filing IRS Form 1023. The form must be accompanied by a $850 filing fee if the gross receipts for the organization are expected to average $10,000 or more.[12]

 HYPERLINK "http://en.wikipedia.org/wiki/" \l "cite_note-IRS_Exempt_Organizations_Website-12" [13] If gross receipts are expected to average less than $10,000, the filing fee is reduced to $400.[12]

 HYPERLINK "http://en.wikipedia.org/wiki/" \l "cite_note-IRS_Exempt_Organizations_Website-12" [13] There are some classes of organizations that automatically are treated as tax exempt under 501(c)(3), without the need to file Form 1023:

· Churches, their integrated auxiliaries, and conventions or associations of churches[14]
· Organizations that are not private foundations and that have gross receipts that normally are not more than $5,000[15]
The IRS also expects to release a software tool called Cyber Assistant in 2011, which will assist with preparation of the application for tax exemption.

 Political activity
Section 501(c)(3) organizations are subject to limits or absolute prohibitions on engaging in political activities.

Elections
Organizations described in section 501(c)(3) are prohibited from conducting political campaign activities to intervene in elections to public office.[16] The Internal Revenue Service website elaborates upon this prohibition as follows:

Under the Internal Revenue Code, all section 501(c)(3) organizations are absolutely prohibited from directly or indirectly participating in, or intervening in, any political campaign on behalf of (or in opposition to) any candidate for elective public office. Contributions to political campaign funds or public statements of position (verbal or written) made on behalf of the organization in favor of or in opposition to any candidate for public office clearly violate the prohibition against political campaign activity. Violating this prohibition may result in denial or revocation of tax-exempt status and the imposition of certain excise taxes. 

Certain activities or expenditures may not be prohibited depending on the facts and circumstances. For example, certain voter education activities (including presenting public forums and publishing voter education guides) conducted in a non-partisan manner do not constitute prohibited political campaign activity. In addition, other activities intended to encourage people to participate in the electoral process, such as voter registration and get-out-the-vote drives, would not be prohibited political campaign activity if conducted in a non-partisan manner.

On the other hand, voter education or registration activities with evidence of bias that (a) would favor one candidate over another; (b) oppose a candidate in some manner; or (c) have the effect of favoring a candidate or group of candidates, will constitute prohibited participation or intervention.

The Internal Revenue Service provides resources to exempt organizations and the public to help them understand the prohibition. As part of its examination program, the IRS also monitors whether organizations are complying with the prohibition.

Lobbying
In contrast to the absolute prohibition on political campaign interventions by all section 501(c)(3) organizations, public charities (but not private foundations) may conduct a limited amount of lobbying to influence legislation. Although the law states that "No substantial part..." of a public charity's activities can go to lobbying, charities with large budgets may lawfully expend a million dollars (under the "expenditure" test), or more (under the "substantial part" test) per year on lobbying.[17] To clarify the standard of the "substantial part" test, Congress enacted §501 (h) (called the Conable election after its author Representative Barber Conable). The section establishes limits based on operating budget that a charity can use to determine if it meets the substantial test. This changes the prohibition against direct intervention in partisan contests only for lobbying. The organization is now presumed in compliance with the substantiality test if they work within the limits. The Conable Election requires a charity to file a declaration with the IRS and file a functional distribution of funds spreadsheet with their Form 990. IRS form 5768[18] is required to make the Conable election.

501(c)(4)
see also: Citizens United v. Federal Election Commission
501(c)(4) organizations are generally civic leagues and other corporations operated exclusively for the promotion of social welfare, or local associations of employees with membership limited to a designated company or people in a particular municipality or neighborhood, and with net earnings devoted exclusively to charitable, educational, or recreational purposes.[19] Unlike 501(c)(3) organizations, 501(c)(4) organizations may lobby for legislation; they may also participate in political campaigns and elections, as long as campaigning is not the organization's primary purpose.[20]
Contributions to 501(c)(4) organizations are not deductible as charitable contributions. 501(c)(4) organizations are not required to disclose their donors publicly.[21] This aspect of the law has led to extensive use of the 501(c)(4) provisions for organizations that are actively involved in lobbying, and has become controversial.[22]
The tax exemption for 501(c)(4) organizations applies to most of their operations, but contributions may be subject to gift tax, and income spent on political activities - generally the advocacy of a particular candidate in an election - is taxable.[23]
CALIFORNIA STATE TAX REQUIREMENTS

199N California e-Postcard

· List item

This new requirement applies to account periods beginning on or after January 1, 2010.

Tax-exempt organizations that normally have annual gross receipts of $25,000 or less must electronically submit information annually. For more information, see 199N filing requirements.

To submit an e-Postcard, you need:

· Your Entity ID number or California Corporation number.

· Basic information about your organization.

· A compatible browser and operating system. 

Compatible browsers and operating systems. 
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When using our website, we recommend using one of the browsers listed below.
These browsers support 128-bit SSL encryption, which we use to protect your privacy on our site. Your browser must support 128-bit encryption to use our online services.

Note: FTB does not currently support AOL or Google Chrome browsers. If you use either of these browsers and experience problems, launch another browser, then access the form or service again.
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We support Internet Explorer version 7.0 and above on the following operating systems:

· Windows Vista

· Windows XP

We do not support Internet Explorer on Macintosh OS X.

Download the latest version of Internet Explorer.
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We support Firefox version 3.0 and above on the following operating systems:

· Windows Vista 

· Windows XP

· Macintosh OS X

Download the latest version of Firefox.
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We support Safari on Mac OS X (Snow Leopard, Leopard, Tiger, Panther, and Jaguar).

Download the latest version of Safari for your specific operating system.

 

For security purposes, you have 20 minutes to complete each page. After 20 minutes your session ends and you must start over.

We provide a confirmation number as proof you successfully filed your e-Postcard. Print the confirmation page for your records.

We recommend you log out and close your browser when you are done to ensure the highest level of security.

Filing Requirements - FTB 199N, Annual Electronic Filing Requirement for Small Tax-Exempt Organizations (California e-Postcard)

This new requirement applies to account periods beginning on or after January 1, 2010.

· Who must file
· Due date
· Information you need to file
· How to file
· No cost to file
· Filing confirmation page
· Entity ID or California Corporation number does not match name of organization
· Organization with exempt application pending
· Consequences of not filing
· How to reapply for tax-exempt status
· Revocation in error
· Amended filing
· Prior year filing


Who must file

Use this table to determine if your organization is required to file the California e-Postcard.

Filing requirements table

	If your organization is
	And
	Then you have a filing requirement

	Exempt under all R&TC §23701 except R&TC §23701r
	Gross receipts normally equal to or less than $25,000
Note: Organizations eligible to file FTB 199N may choose to file a complete Form 199.
	Yes – File FTB 199N

	
	Gross receipts normally greater than $25,000
	Yes – File FTB 199

	
	Private foundations (regardless of gross receipts amount)
	Yes – File FTB 199

	
	Nonexempt charitable trusts described in IRS §4947(a)(1) (regardless of gross receipts amount)
	Yes – File FTB 199

	
	You are one of the following organizations:

· Churches, interchurch organizations of local association units of a church, conventions or associations of churches, or integrated auxiliaries of churches.

· Religious orders (such as Franciscan Friars or Sisters of Charity).

· Organizations formed to carry out a function of a state, or public body that is carrying out that function and is controlled by the state or public body.

· Political organizations.

· Pension trusts.

· Coverdell Education Savings Accounts (ESAs), formerly called education IRAs.

· Qualified state tuition programs.

· Subordinate organization included in the parent's group return.
	No requirement to file Form 199 or FTB 199N

	Exempt under all R&TC §23701 except R&TC §23701t and §23701r
	Unrelated business taxable income greater than $1,000 
	Yes – File Form 109 

	
	Unrelated business taxable income equal to or less than $1,000
	No requirement to file Form 109

	
	Organizations formed to carry out a function of the state and the state controls them
	No requirement to file Form 109

	Exempt under R&TC §23701t or §23701r
	Taxable income greater than $100
	Yes – File Form 100

	
	Taxable income equal to or less than $100
	No requirement to file Form 100


Due date

The California e-Postcard is due every year by the 15th day of the 5th month after the close of your tax year. For example, if your account period ended on December 31, the California e-Postcard is due May 15 of the following year.

If the due date falls on a weekend or state holiday, file by the next regular business day.

To determine your due date, use the due date chart. You cannot file the California e-Postcard until after your account period ends.

There is no extension of time to file.

Information you need to file

The California e-Postcard is easy to complete. All you need is basic information about your organization (also known as entity).

· Entity ID number or California Corporation number
· Entity name of the organization

· Federal employer identification number
· Account period beginning and ending (also known as your tax period / tax year)

· If your account period changed
· Entity's mailing address

· Any other names the organization uses (doing business as or DBA name)

· Name and address of a principal officer
· Website address, if applicable

· Entity's amount of total gross receipts (the gross receipts must be normally $25,000 or less)

· If the organization terminated or went out of business, if applicable

· If the entity started business within the current account period

· Contact person's name and telephone number

How to file

Effective January 1, 2011, tax-exempt organizations that normally have annual gross receipts of $25,000 or less must electronically submit information annually.

File online: 199N California e-Postcard
Organizations eligible to submit an e-Postcard may choose to complete and file a paper Form 199.

No cost to file

Filing the California e-Postcard is free.

Filing confirmation page

You will receive a confirmation page to print once the California e-Postcard is completed. Print this page and keep it for your records.

Entity ID or California Corporation number does not match name of organization

When entering the California e-Postcard information, if the Entity ID or California Corporation number and organization name do not match, do the following to find your correct Entity ID number or California Corporation:

· Verify that the Entity ID or California Corporation number was entered correctly.

· If the organization is incorporated with Secretary of State, check the Secretary of State's website to locate your entity's correct number.

· Check the Exempt Organizations List.

If you still cannot locate your Entity ID number or California Corporation number, call the Exempt Organizations Unit at 916.845.4171 from 7 a.m. to 4:30 p.m. weekdays, except state holidays.

Organization with exempt application pending

Organizations with a pending exemption application can file the California e-Postcard if the organization's gross receipts are normally $25,000 or less.

Consequences of not filing

Reminder notice

If you do not file your California e-Postcard on time, we will send you a reminder notice but you will not be assessed a penalty for filing the California e-Postcard late.

Automatically lose tax-exempt status

An organization that fails to file the required e-Postcard for 3 consecutive years will automatically lose its tax-exempt status. The revocation of the organization's tax-exempt status is effective as of the filing due date of the third year.

Loss of tax-exempt status means an organization must file Form 100, California Corporation Franchise or Income Tax Return. The entity would be subject to the franchise tax that is equal to the larger of your California income multiplied by the appropriate tax rate or the $800 minimum franchise tax.

All non tax-exempt corporations incorporated or qualified in California are required to pay at least the $800 minimum franchise tax whether they are active, inactive, operate at a loss, or file a short period return (less than 12 months).

Under existing law, we may revoke an organization's California tax-exempt status if the Internal Revenue Service suspends or revokes the organization's tax-exempt status.

The revocation of an organization's California tax-exempt status will not take place until the filing due date of the third year. Example: Your first California e-Postcard is due on May 15, 2011 (for the tax year 2010) and you do not file in 2011, 2012, or by May 15, 2013, you will lose your tax-exempt status effective on May 15, 2013.

Notification of revocation

Once your organization's tax-exempt status is revoked, we will send you a letter stating that you have not filed the California e-Postcard for 3 consecutive years, and your tax-exempt status has been automatically revoked for failure to file.

A list of revoked organizations will be available to the public on our website.

How to reapply for tax-exempt status

If an organization loses its California tax-exempt status, it must reapply using FTB 3500, Exemption Application and have it approved to regain its tax-exempt status. Any income received between the revocation date and renewed exemption date may be taxable.

Reinstatement of tax-exempt status may be retroactive if you can show that you had reasonable cause for not filing, and show that you were active and operating for your exempt purpose.

Revocation in error

If you believe your organization is automatically revoked in error due to an administrative or similar type error, write to the Exempt Organizations Unit. Make sure you include the following information:

· Your Entity ID number or California Corporation number

· Entity name

· Give the reason why the automatic exemption revocation was in error and include any documentation to substantiate your position.

Amended filing

If your information changes or you make a mistake, you cannot file an amended California e-Postcard. To amend your filing, you must file the paper Form 199.

Prior year filing

You cannot file the California e-Postcard for a tax year prior to 2010. If you need to file for a tax year prior to 2010, you must file the paper Form 199.

Normally less than or equal to $25,000 means:

	If in existence for...
	Then gross receipts/pledges equal...

	1 year or less
	$37,500 or less

	More than 1 year, but less than 3 years
	$30,000 or less (average for current year and immediately preceding year)

	3 years or more
	$25,000 or less (average for current year and immediately preceding 2 prior years)


Gross receipts

Gross receipts are the total amounts the organization received from all sources during its annual accounting period, without subtracting any costs or expenses.

Due date chart

	Income year month ending
	199/199N current year due date
	199 next year extended due date

	January
	06/15
	01/15

	February
	07/15
	02/15

	March
	08/15
	03/15

	April
	09/15
	04/15

	May
	10/15
	05/15

	June
	11/15
	06/15

	July
	12/15
	07/15

	August
	01/15
	08/15

	September
	02/15
	09/15

	October
	03/15
	10/15

	November
	04/15
	11/15

	December
	05/15
	12/15


Entity ID number

If your organization is not incorporated or qualified with the California Secretary of State and you received tax-exempt status or filed returns with us, we would have assigned a 7-digit Entity ID number to your organization. 

This number is on your exempt determination or acknowledgement letter we mailed to your organization when it received tax-exempt status.

California Corporation number

If your organization incorporated or qualified with the California Secretary of State a 7-digit number would have been assigned to your organization. If you are unsure if you are incorporated or qualified in California, go to the Secretary of State's website and complete a business search using your organization's name.

Federal Employer Identification Number

Federal Employer Identification Number (FEIN) is also known as a Federal Tax Identification Number, and is used to identify a business entity. 

If you do not have a FEIN, you can obtain a FEIN from the Internal Revenue Service.

Account period

An account period (tax period / tax year) is usually 12 consecutive months. There are two kinds of account periods:

· Calendar: This is a period of 12 consecutive months beginning January 1 and ending December 31.

· Fiscal: This is a period of 12 consecutive months ending on the last day of any month except December.

Generally, your account period can be found in the following documents:

· Your entity's bylaws.

· Your application for California state tax-exempt status (Form 3500 or Form 3500A) or the letter you received approving your tax-exempt status.

· The application, Form SS-4, your organization filed to obtain its employer identification number (EIN).

· A copy of a prior year return Form 199 that you filed with FTB, or Form 990, 990-EZ, or 990-N that you filed with the IRS.

· Exempt Organizations List
If this is your first year filing, your account period beginning will be:

· Your date of incorporation/qualification if you are incorporated/qualified in California.

· Your begin business date if you are not incorporated/qualified in California.

Account period change

Within the last year, you changed your account period ending date (also known as your tax year).

When you change your account period year-end, you file for a short period (less than 12 months) to establish a new tax year-end.

Doing business as

Is a name, other than your legal business entity name, that you use to conduct business.

Principal officer

A principal officer is an authorized individual, such as:

· An elected officer

· A director

· An authorized representative

· A trustee (if the organization is a trust)

Website address

Your website address is the domain name of your entity's website. 

Example: www.ca.gov is the website address for the State of California. 

Subordinate organization included in the parent's group return

If your organization is a subordinate of a parent organization and is included on the parent's group return, you are not required to file the California e-Postcard. The group return satisfies your reporting requirement. If you do not file as part of a group return and your annual gross receipts are normally $25,000 or less, you must file the California e-Postcard or a yearly paper return (Form 199) with us.

If your parent organization failed to include your organization in the list of subordinates provided to us, your organization will not be recognized that the filing requirement was satisfied. To resolve this, have the parent organization ask us to update our records by writing to the following address:

ATTN: GROUP TECHNICIAN
EXEMPT ORGANIZATIONS UNIT MS F120
FRANCHISE TAX BOARD
PO BOX 1286
RANCHO CORDOVA CA 95741-1286

ACTIVITIES IN YEARLY ACCOUNTING CYCLE: Financial Statements and Analysis

Financial Statements

In order to know how your nonprofit is doing, you'll do some ongoing financial planning and analysis. In this planning and analysis, you'll likely use your bookkeeping information to produce various financial statements, including a cash flow statement, statement of activities and a statement of financial position.  


What is an internal accounting control system and how can we make ours effective?
Internal accounting control is a series of procedures designed to promote and protect sound management practices, both general and financial. Following internal accounting control procedures will significantly increase the likelihood that: financial information is reliable, so that managers and the board can depend on accurate information to make programmatic and other decisions,
assets and records of the organization are not stolen, misused, or accidentally destroyed
the organization s policies are followed,
government regulations are met.

Developing an Internal Accounting Control System
The first step in developing an effective internal accounting control system is to identify those areas where abuses or errors are likely to occur. Many accountants can provide you with a checklist of areas and questions to consider when you are planning your system. Price Waterhouse's booklet, Effective Internal Accounting Control for Nonprofit Organizations: A Guide for Directors and Management, includes the following areas and objectives in developing an effective internal accounting control system:
Cash receipts
To ensure that all cash intended for the organization is received, promptly deposited, properly recorded, reconciled, and kept under adequate security.
Cash disbursements
To ensure that cash is disbursed only upon proper authorization of management, for valid business purposes, and that all disbursements are properly recorded.
Petty cash
To ensure that petty cash and other working funds are disbursed only for proper purposes, are adequately safeguarded, and properly recorded.
Payroll
To ensure that payroll disbursements are made only upon proper authorization to bona fide employees, that payroll disbursements are properly recorded and that related legal requirements (such as payroll tax deposits) are complied with.
Grants, gifts, and bequests
To ensure that all grants, gifts, and bequests are received and properly recorded, and that compliance with the terms of any related restrictions is adequately monitored.
Fixed assets
To ensure that fixed assets are acquired and disposed of only upon proper authorization, are adequately safeguarded, and properly recorded.

Additional internal controls are also required to ensure proper recording of donated materials, pledges and other revenues, accurate, timely financial reports and information returns, and compliance with other government regulations.

Achieving these objectives requires your organization to clearly state procedures for handling each area, including a system of checks and balances in which no financial transaction is handled by only one person from beginning to end. This principle, called segregation of duties, is central to an effective internal controls system. Even in a small nonprofit, duties can be divided up between paid staff and volunteers to reduce the opportunity for error and wrongdoing. For example, in a small organization, the director might approve payments and sign checks prepared by the bookkeeper or office manager. The board treasurer might then review disbursements with accompanying documentation each month, prepare the bank reconciliation, and review canceled checks.

The board and executive director share the responsibility for setting a tone and standard of accountability and conscientiousness regarding the organization's assets and responsibilities. The board, usually through the work of the finance committee, fulfills that responsibility in part by approving many aspects of the internal control accounting system. Common areas requiring board attention include:

Check issuance
The number of signatures on checks, dollar amounts which require board approval or board signature on the check, who authorizes payments and financial commitments, etc. 
Deposits
How payments made in cash (for admissions, raffles, weekly collection plate, etc.) will be handled, etc.
Transfers
If and when the general fund can borrow from restricted funds, etc.
Approval of plans and commitments before they are implemented
The annual budget and periodic comparisons of financial statements with budgeted amounts, leases, loan agreements, and other major commitments.
Personnel policies
Salary levels, vacation, overtime, compensatory time, benefits, grievance procedures, severance pay, evaluation, and other personnel matters.

The Accounting Procedures Manual
The policies and procedures for handling financial transactions are best recorded in an Accounting Procedures Manual, describing the administrative tasks and who is responsible for each. The manual does not have to be a formal document, but rather a simple description of how functions such as paying bills, depositing cash, and transferring money between funds are handled. As you start to document these procedures, even in simple memo form, the memos themselves can be kept together to form a very basic Accounting Procedures Manual. Writing or revising an Accounting Procedures Manual is a good opportunity to see whether adequate controls are in place. In addition, having such a manual facilitates smooth turnover in financial staff.

Maintaining Effective Controls
The executive director is commonly responsible for overseeing the day-to-day implementation of these policies and procedures. Due to the number of detailed requirements involved if your organization receives government funding, there should be one person in the organization (possibly the grant administrator) with the responsibility of understanding and monitoring those specific regulations and compliance factors.

The auditor's management letter is an important indicator of the adequacy of your internal accounting control structure, and the degree to which it is maintained. The management letter, which accompanies the audit and is typically addressed to the board as trustees for the organization, cites significant weaknesses in the system or its execution. By reviewing the management letter with the executive director, asking for responses to each internal control lapse or recommendation, and comparing management letters from year to year, the board has a useful mechanism for monitoring its financial safeguards and adherence to financial policies.

As your nonprofit changes and matures, and your funding and programs change, you will need to periodically review the internal accounting control system which you have established and modify it to include new circumstances (bigger staff, more restricted funding, etc.) and regulations (such as receiving federal awards with increased compliance demands.)

What financial statements are nonprofits required to issue?
The end products of the accounting process are the financial statements, summarizing all of the financial transactions of the organization for the period. The Financial Accounting Standards Board issued Statement of Account Standards No.117, Financial Statements for Not-for-profit Organizations requiring nonprofits to prepare three primary financial statements:
Statement of Financial Position (Balance Sheets)
Statement of Activities (Income Statement)
Statement of Cash Flows 
In addition, nonprofits must provide information about expenses as reported in their functional classifications (program services and supporting services.) Voluntary health and welfare organizations are also required to present a statement that reports expenses by their natural classification (e.g., salaries, rent, telephone, printing, etc.) Other nonprofits are encouraged to report in both formats as well.

The following briefly describes the information included in each statement.

Statement of Financial Position
Reports amounts of the organization's assets, liabilities and net assets (fund balances) at a specified date. This statement was previously known as the Balance Sheet.

Assets are properties and resources the agency owns and can use to achieve its goals.

Current assets include cash accounts, certificates of deposits and other investments, and items such as receivables which will be converted to cash within one year. Fixed assets include land, buildings and equipment.

Liabilities are debts of the organization, what is owed. Current liabilities typically include accounts payable to vendors, short-term loans due, withheld payroll taxes due, etc. Long term liabilities include long term debt, mortgages, etc.

Net Assets (previously called fund balances) represents the net of assets over liabilities. Three classes of net assets must be reported on unrestricted, temporarily restricted, and permanently restricted. Restrictions are determined by the conditions which donors place on their contributions.

Statement of Activities
Reports revenues, expenses, and the resulting change in net assets for the year. Charges are reported for each of the three classes of net assets (unrestricted, temporarily restricted, and permanently restricted.) This statement was previously known as the Income Statement or Statement of Revenue, Expenses and Changes in Fund Balances.

Statement of Cash Flows
Reports how the organization's cash position changed during the year. Cash flow information is divided among receipts and disbursements from investing, financing, and operating activities. Many nonprofits ask their auditors to prepare this statement.

Other Related Documents
In addition to the financial statements required for audit purposes, nonprofits are required by federal and state governments to file various information returns to maintain their tax-exempt status and document tax compliance. The primary federal reports are the annual Form 990 and Schedule A to the 990. State governments may require additional reports.

What financial reports do management and the board need?
Because each nonprofit organization faces different financial issues and has different resources to bring to financial functions, each organization will choose a different set of regular financial reports to prepare and analyze. At different times an organization will need different reports to provide information to support its decision making.

What reports should we prepare and how often?
The answer will depend on several factors, including the extent to which the organization is financially stable, the degree and extent to which the financial picture changes during the period, the availability of cash to meet financial obligations, the availability of staff or other professionals to prepare reports, etc.
A mid-sized human service organization in reasonably good shape financially might consider the following schedule of reports:
Monthly Reports
Statement of Position (Balance Sheet)
What is our financial health? Can we pay our bills?
Statement of Activities (consolidated) showing budget to actual information
What has been our overall financial performance this month and to date?
Departmental Income and Expense Statement showing budget to actual information 
How does actual financial experience compare with the budget? Is specific action called for, such as limiting expenses in certain areas? Does experience indicate a change in the budget is appropriate?
Narrative report including tax and financial highlights, important grants received, recommendations for short term loans, or other means of managing cash flow
An executive summary of financial highlights, analysis, and concerns.

Quarterly Reports 
Fundraising Reports; actuals vs. projections for donations; status report on all foundation proposals.
Are fundraising results on track? 
Cash flow projections for the next six months
Do we anticipate a cash surplus or shortage? 
Payroll tax reports
Have payroll tax reports been submitted on time and tax deposits been made?
Fee for service report showing number of fee-paying clients and revenue against projections? 
Are we servicing approximately the same number and type of clients as we had anticipated? If not, what action or change is appropriate?

Annual Reports 
Annual Federal forms, including 990 and Schedule A; State Reports
Has the organization fulfilled its reporting responsibilities to federal and state governments? 
Draft financial statements for year: Statement of Activities; Statement of Position; Income Statement for each program. Aggregated financial statements with narrative showing key trends
Focus: Internal management decision-making. What was our financial performance over the past year? In what ways and for what reasons was performance different from the budget? What financial implications must be taken into account when planning the upcoming year? 
Audited financial statements for the entire organization, including Statement of Position, Statement of Activities, Statement of Cash Flows, Statement of Functional Expenses
Focus: External accountability and financial disclosure to funders and the public 
Management letter from the auditor
What recommendations has the auditor made related to the accounting system, internal controls, and financial planning?

Who Prepares these reports and Who Should Review Them?
In a small nonprofit the board treasurer or outside accountant/bookkeeper might prepare the financial information for all in-house financial statements, and work with the executive director to prepare the narrative with financial highlights to be presented to the board. A controller or finance director would prepare these reports in a larger organization. The program director, if you have one, would ordinarily prepare the quarterly fee-for-service report. Similarly, the director of development would prepare the quarterly fundraising report.
The executive director reviews all reports prior to presenting them to board members to ensure that the financial information makes sense and can be translated into issues and opportunities facing the organization. In addition, key staff members such as program directors and the director of development should have the opportunity to review income and expense reports for the whole organization.

When the board is large enough to include a finance committee, that committee reviews all financial statements and reports on financial activity to the full board. In a smaller nonprofit, the executive director might report first to the board treasurer, who can then keep the full board apprised of the organization s financial status.

The finance committee will often review the numbers in greater detail than the full board. The full board may be better able to respond to aggregated information with important financial trends and issues highlighted in an accompanying narrative report. While each board member should have the opportunity to review organization-wide income and expense reports to understand the impact their department's activities have on the whole organization, members who are inexperienced at reading financial statements may get lost in overly detailed statements. To help the board fulfill its oversight function, it is important for the executive director and the finance committee to present the information in as clear and concise a manner as possible.

The audit and management letter are addressed directly to the board of directors because of its oversight function. Typically, the auditor works with the finance staff to prepare federal and state reports and may be included at board meetings during which presentations are given.

How do we interpret our financial statements?
Readers of financial statements can learn a great deal about the health of a nonprofit organization by examining the numerical information presented. In particular, financial information helps readers:
Measure the organization's efficiency, using factors such as: 
Units of service produced compared to costs
Fundraising income compared to amounts spent on fundraising
Net income in a fee-producing program compared to the fees received
Evaluate the adequacy of financial resources, often through:
Liquidity ratios, such as the current ratio
Comparison of total liabilities or total assets with net assets (formerly called fund balance)
Cash flow projections
Seek significant financial trends by:
Vertical analysis (looking at a simple line item as a percentage of total revenue or expense)
Horizontal analysis (comparing prior periods with the current period) 

For different organizations, different numbers will have different meanings. For example, imagine an organization that shows an operating deficit for the year of $20,000. Is that a red flag? In a small organization with few reserves, such a deficit may indeed indicate serious over-spending of failure to generate revenue. In a large organization, $20,000 may represent less than one percent of revenue and may not be significant. Yet another organization may be purposefully spending down cash reserves on an important program and this "deficit" may represent that decision. For still another organization, a loss of $20,000 may not be a concern by itself, but because it represents the third consecutive year of deficits, does cause concern.

Ratios, too, have different meanings in different situations. For example, a new organization may find it spent 90 percent of its dollars on fundraising. In an established organization, such a ratio would certainly be a red flag. But on closer look, this new organization's services are delivered by volunteers, and the only paid staff they have is a fundraiser.

Just as a fast food chain and an airline are in different businesses with different financial indicators, a specific ratio will mean something different in different types of nonprofits. There are different red flags for arts organizations than there are for human service organizations, and different red flags for organizations that rely on donations than for organizations that rely on individual fee payments.

In several cases, ratio analysis is used to evaluate the organization's financial health. Ratios are a tool for comparing numbers representing different aspects of an organization's financial status. The value of the tool is in identifying which numbers to compare, and determining what the comparison might indicate. Although accountants have determined certain standard ranges for these ratios within some nonprofit industries (arts, libraries, human service agencies, etc.), it is most important to identify the trends in your own organization and analyze changes over time. Therefore, instead of giving specific ranges in the following examples, this article indicates the likely significance of a "high" or "low" relationship between the numbers compared in the ratio.

Financial Indicators from the Statement of Activities (Income Statement)
Surplus or deficit
If income is greater than expenses within a given period, say a year, the organization has generated a surplus. If expenses are greater than revenue, the organization experiences a deficit for the period. There is no rule that says organizations should have surpluses, deficits, or break even. Typically nonprofits budget to break even. However, organization may deliberately decide to spend down their cash reserves (expandable net assets) for a specific purpose such as starting a new program. Doing so results in an operating deficit, but one which is planned. Similarly, if a nonprofit has determined that it needs a cash reserve for specific future purposes (cash flow, investing in a new program guarding against future declines in funding, etc.), the Statement of Activity should reflect an operating surplus. An "unplanned" surplus, deficit, or even a break even position should be analyzed to determine its causes and to plan for the implications.

Budget to Actual for Revenue and Expense
Perhaps the most commonly used financial indicator is a comparison of budgeted revenue to actual revenue, and budgeted expense to actual expense. These comparisons are made on both a monthly and a year-to-date basis. Significant variations from budget should be investigated to see whether new projections should be make based on actual experience, and/or whether managerial intervention is appropriate.

Functional Expense Ratios
When completing Federal Form 900, nonprofits must report expenses functionally, broken down into the categories of Program , Management and General Activities, and Fundraising. Donors and agencies who evaluate nonprofit performance, often look to see that most of your organization's funds are being used for programmatic purposes. However, different sources recommend differing practices and policies for allocating expenses among the functional expense categories. As a result, it is important to develop consistent guidelines within your own organization to determine which of your expenses go to program support, and which to management and general activities or fundraising.
Some functional expense ratios are:
Take Program Expense and divided by Total Expense
If high, most of the expenses are related to program. Relatively little is spent on management or on fundraising.

Take Fundraising Expense and divided by Total Expense
If high, a large percentage of expenses are spent on fundraising efforts. Prospective donors may draw the conclusion that too high a portion of their contribution will be spent on fundraising, rather than on program services.

Financial Indicators from the Statement of Position (Balance Sheet)
Short term liabilities coverage ratio (quick ratio)
Will there be enough cash to pay bills in the immediate or near future? Add together all assets that can be used to pay bills over a specific period of time, such as one month or three months and compare this with the bills that must be paid within that same period of time.

Take Cash + Unrestricted Investment + Accounts Receivable and divided by Current Accounts Payable + Current Accruals
If high, there may be too much in cash, some could be earning more if invested. If low, you may be in danger of a cash flow crisis, not enough cash to pay pressing bills.
Current Ratio
Will cash flow be adequate to pay bills over the next year?

Take the Current Assets and divide by Current Liabilities 
If high, Same as above. Caution: Even if current ratio is adequately calculated for the year, there may be periods within the year where there is an inadequate cash to pay bills.

Deffered Revenue or Net Temporarily Restricted Assets
Deferred revenue traditionally refers to cash which has been received for some restricted condition which has not yet been met. Under the new Statement of Financial Accounting Standards No.116 issued by the Financial Accounting Standards Board (FASB), most of these funds will be held not as deferred revenue, but as an addition to temporarily restricted net assets.

To determine the ratio, take the Deferred Revenue and divide by the Cash + Savings - or - take the Temporarily Restricted Net Assets and divide them by the Cash + Savings.

If deferred revenue or temporarily restricted net assets exceeds cash and savings, you may be spending restricted cash for purposes other than those which the funder intended, or using monies designated for future purposes (such as magazine subscription fulfillment) to meet current expenses. 

Financial Indicators Using Information from More Than One Financial Statement
Fund Balance Ratio or Unrestricted Net Assets Ratio
The fund balance ratio, now called the unrestricted net assets ratio, measures the amount of unrestricted, spendable equity to the organization's annual operating expense.

To determine the ratio, take Expendable Unrestricted Net Assets and divide them by Annual Expenses.

If low, the organization has little unrestricted, spendable equity available to meet temporary cash shortages, an emergency, or deficit situation in the future. This may be the case even in organizations with significant unrestricted net assets, if the major portion of equity is tied up in fixed assets.

Days Receivables
The days receivables ratio measures the average number of days it takes to collect on a sale or service performed for a fee. This ratio is useful to organizations which earn significant portions of their revenue from fees charged to clients or from product sales.

To determine this ratio take the Accounts Payable times 365 days and divide by purchases.

If high, payments taking longer than 30 or 60 days are inconsiderate and may result in friction with community vendors. In addition, the organization may be incurring additional costs as a result of late or deferred payments (e.g., late fees, interest expense, etc.). A very long days payables ratio or a sudden increase in days payable may indicate an inability to pay bills.

Failure to Produce Financial Information
In order to assess the financial health of your organization, timely and reliable financial information must be available. Lack of adequate financial information may indicate that not enough time is available from staff or outside contractors to perform the accounting function, that staff needs more training in financial statement perpetration, or that financial systems need to be improved.

Final Comments
Ultimately, the most important performance measure of a nonprofit is not to be found in financial statements at all. To determine "success," a nonprofit must measure progress against its goals. For example, perhaps an organization has set as a goal providing 200 terminally ill patients with hospice care over twelve months. Determining how many patients were served and at what cost is not difficult. But these calculations show how efficient the has been - not how effective the group has been at providing compassionate, professional care for these patients. It is important to remember that financial indicators are powerful tools for nonprofit managers, when used in pursuit of meaningful goals.

Is there a way to just show a figure for "net fundraising events" rather than listing each event under both income and expense?
Some nonprofits find that it distorts their budget to show both the income and expense from a fundraising event. Some use accounting software that isn't set up to show only the "Net."
It's true--fundraising income and expense can distort the budget. For example, if an organization's annual dinner brings in $25,000, but costs $15,000, the budget should really show only the $10,000 as net income (a separate, break-out worksheet should show the expected gross income and expenses for analysis purposes). In line with this clarity, Federal Form 990, the annual form required for most nonprofits, asks only for the net of fundraising special events.

There are two approaches. One solution is simply to track both income and expense to the same account; If, for example, account #488 is for the Annual Dinner, you can post both income (Credits) and expenses (Debits) to that account. The printout will show only the net. If you want to know the grosses, you will have to look at the year-to-date general ledger printout. In the previous example, software would print out only $10,000 in the line item for the Annual Dinner income.
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	ANALYSIS OF FASB 117 

(Financial Accounting Standards Board) 

"FINANCIAL STATEMENTS OF NOT-FOR-PROFIT ORGANIZATIONS" 



FASB 117 "Financial Statement of Not-For-Profit Organization" amends FASB 95 "Statement of Cash Flows", to extend its provisions to not-for-profit entities and requires voluntary health and welfare organizations to continue, and encourages other not-for-profit organizations to provide a Statement of Functional Expenses. While the FASB illustrates financial statement formats in its appendix, it does not require any specific statement format. 



It does however require a complete set of financial statements to include: 




· A Statement of Financial Position
 
· A Statement of Activities
 
· A Statement of Functional Expenses for Voluntary Health and Welfare Organizations and encourages it for other not-for-profit organizations
 
· A Statement of Cash Flows
 
· Financial Statement Disclosures
 



Some key definitions included in the statement are: 



· Temporary Restriction - A donor-imposed restriction that permits the donee organization to use up or expand the donated asset as specified and is satisfied either by the passage of time or by actions of the organization 

· Temporarily Restricted Net Assets - The part of the net assets of a not-for-profit organization resulting (a) from contributions and other inflows of assets whose use by the organization is limited by donor-imposed stipulations that either expire by passage of time or can be fulfilled and removed by actions of the organization pursuant to those stipulations, (b) from other asset enhancements and diminishments subject to the same kinds of stipulations, and (c) form reclassification to (or from) other classes of net assets as a consequence of donor-imposed stipulations, their expiration by passage of time, or their fulfillment and removal by actions of the organization pursuant to those stipulations. 

· Permanent Restriction - A donor-imposed restriction that stipulates that resources be maintained permanently but permits the organization to use up or expend part of all of the income (or other economic benefits) derived from the donated assets. 

· Permanently Restricted Net Assets - The part of the net assets of a not-for-profit organization resulting (a) from contributions and other inflows of assets whose use by the organization is limited by donor-imposed stipulations that neither expire by passage of time nor can be fulfilled or otherwise removed by actions of the organization, (b) from other asset enhancements and diminishments subject to the same kinds of stipulations , and (c) from reclassification from (or to) other classes of net assets as a consequence of donor-imposed stipulations. 

· Unrestricted Net Assets - The part of net assets of a not-for-profit organization that is neither permanently restricted nor temporally restricted by donor-imposed stipulations. 

· Temporarily Restricted Support - Donor-restricted revenues or gains from contributions that increase temporarily restricted net assets. 

· Permanently Restricted Support - Donor-restricted revenues or gains from contributions that increase permanently restricted net assets. 

· Unrestricted Support - Revenues or gains from contributions that are not restricted by donors. 



STATEMENT OF FINANCIAL POSITION 



· A statement of Financial Position must be prepared for the organization as a whole presenting the total amounts of assets, liabilities, and net assets. 

· Either the Statement of Financial Position or the notes must provide information on liquidity, financial flexibility (i.e. restrictions) and interrelationship of assets and liabilities. 

· The information should be aggregated into reasonably homogenous groups. Cash or other assets that are received with donor-imposed restrictions should not be classified with cash or other assets that are unrestricted and therefore, not available for current use. 

· Information about liquidity can be provided by listing assets and liabilities in order of liquidity, classifying assets and liabilities in accordance with ARB 43 (Accounting Research Bulletin), or disclosure in footnotes. 

· The amounts of each of the following classes of assets, based on the existence or absence of donor-imposed restrictions, must be included: 
· Unrestricted Net Assets
 
· Temporarily Restricted Net Assets
 
· Permanently Restricted Net Assets
 



STATEMENT OF ACTIVITIES 



· Like the Statement of Financial Position, the Statement of Activities should focus on the organization as a whole. Although fund accounting and reporting by fund groups is not advocated under FASB 117, the Statement does not preclude a not-for-profit entity from providing this disaggregated information by fund groups as supplemental data. 

· The Statement of Activities must report the change in unrestricted net assets, temporarily- restricted net assets, permanently-restricted net assets and total net assets. 

· Revenues increase unrestricted net assets, temporarily-restricted net assets, or permanently-restricted net assets depending upon the absence or existence of donor-imposed restrictions. 

· Gains or losses on investments will generally increase or decrease unrestricted net assets, unless their use is limited by donor-imposed restrictions. 

· The removal, expiration, or satisfaction of a donor imposed condition or restriction will result in a transfer between temporarily-restricted, permanently-restricted, or unrestricted support. 

Although FASB 117 does not encourage or discourage further classifications such as operating and nonoperating etc., if the organization uses such terms these classifications must, at a minimum, be included in a financial statement that reports the change in unrestricted net assets for the period. 



STATEMENT OF FUNCTIONAL EXPENSES 



Expenses result in decreases in unrestricted net assets. Expenses must be disclosed by functional classification either in the Statement of Activities or in the footnotes: 

· Program Services generally include goods and services distributed to beneficiaries, customers, or members to fulfill the purpose a mission of the organization. 

· Management and General activities include general oversight, business management, general record keeping, budgeting, finance and other management and administrative activities. 

· Fund Raising activities include publicizing and conducting fund-raising campaigns, maintaining donor mailing lists, conducting special fund-raising events, preparing and distributing activities involved in the solicitation of contributions from individuals, foundations, government agencies, etc. 

· Membership - Development activities include soliciting for prospective members and memberships dues, membership relations, and similar activities. 



Voluntary health and welfare organizations are required to continue to report information about expenses by functional and natural classifications in matrix format in a separate financial statement. Other not-for-profit entities are required to report functional classifications and are encouraged, but not required, to provide information about the natural classification of expenses. 



STATEMENT OF CASH FLOWS 



FASB 117 amends a number of sections of FASB 95 to require not-for-profit organizations to include a Statement of Cash Flows as a part of a complete set of financial statements. 



FINANCIAL STATEMENT DISCLOSURES 



Both FASB 116 and 117 require specific disclosures for not-for-profit entities and encourage certain other financial statement disclosures. 

· Contributed Services - An entity that receives contributed services must describe the programs or activities for which the services were used, the nature and extent of the contributed services received during the period and the amount recognized as revenue. Entities are encouraged to disclose the fair value of contributed services received but not recognized as revenues, if it is practical to do so. 

· Temporarily Restricted Support - If an entity reports as unrestricted support, contributions with donor-imposed restrictions that are met in the same accounting period, it must disclose this in its accounting policy note and must apply this policy consistently from period to period. 

· Gifts of Long-Lived Assets If an entity receives a gift of a long-lived asset that does not contain a stipulation as to how long the asset must be used, it is reported as restricted support if it is the organization's policy to imply a time restriction over the useful life of the asset. 

· Promises to Give - Recipients of unconditional promises to give must disclose the amounts of promises receivable in less than one year, one year to five years, and more than five years as well as the amount of allowance for uncollectible promises receivable. 

· Recipients of conditional promises to give must also disclose the total amounts promised and a description and amount for each group of promises possessing similar characteristics. 

· Contributions of Works of Art or Collections Items - There are a number of disclosure requirements concerning contributions of this type. 

· Permanent and Temporary Restrictions - Information about the nature and amount of different types of permanent and temporary restrictions must be provided including distinguishing between permanent restrictions of holdings of assets which stipulate that they must be used for a specific purpose, preserved, or not sold and assets donated with the stipulation that they be invested to provide a permanent source of income (permanent endowment). 

· Board Designations - Board-designated endowments of unrestricted, assets must be classified with unrestricted net assets but disclosed either in the body of the financial statement or in the notes as board designated. 

· Depreciation - FASB 93 requires a not-for-profit entity to provide the same information concerning depreciation as for-profits do. In performing audits and preparing financial statements of not-for profit organizations, 



FASB 117 was issued in June 1993 and has an effective date for fiscal years beginning after December 15, 1994. For those not-for-profits organizations that have less than $5 Million in total assets and less than $1 Million in annual expenses, the effective date is delayed until fiscal years beginning after December 15, 1995. 
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