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Accounting. See Accrual accounting; 
Functional accounting

calculation, 135
descriptions, examples, 154 
methods, 177
policies, 12–13

descriptions, examples, 157
policies/procedures manual, 153

preparation, 154–156 
separation, 155–156

services, RFP (example), 101e
statements, basics, 171

Accounting for Contributions Received 
and Contributions Made (SFAS #116),
19, 159

Accounting for Transfers of Assets in Which
a Not-for-Profit Organization Is
Granted Variance Power (FASB 
Interpretation #42), 240

Accounts, temporarily restricted/
permanently restricted classes, 
205e

Accounts payable, 175
Accounts receivable, 174
Accrual accounting, 245

method, 177
Accrued payroll, 175
Activity

allowance/nonallowance, 118
restraint, 55
statement, 253

Administrative costs, increase, 
55

Adverse audit opinions, 88, 92, 246
example, 93e

Advertising
forms, 139
income, IRS consideration, 29
limits, 146

Advocacy, 128–129
Aged statements, 245
American Institute of Certified Public

Accountants (AICPA) standards,
issuance, 159–160, 171

American Society of Association Executives,
100

Amortization, 245
Annual distributions, 181
Annual dues, definition, 133
Annuities, exclusion, 29
Application for Automatic Extension of Time

to File Corporation Income Tax
Return (Form 7004), 25

Assets, 245. See also Current assets; 
Intangible asset; Net assets

dual use, 30
liabilities, aggregation, 186
misappropriation, 106
retirement, 253

Audited financial statements, issuance, 103,
109

Auditing standards, application, 98
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Audits, 87–95, 245
committees. See Internal audit committees
components, 106
conducting, CPA office (impact), 61
delay, 60–61
design, 106
exceptions, 245
fees, control, 104
fieldwork, 103, 109

completion, 87–88
informal handling, 61
objective, 106
opinions, 245–246
preparedness, 61–63
procedures, 106–107
requirement, absence, 96
standards, 116

Authorized signers, change (approval), 
74–75

Average acquisition indebtedness, 29
Average adjusted basis, 29

Background check, form, 52e
Balance Sheet (Statement of Financial 

Position), 10, 23, 246
accounts, 154
presentation, 162e

Bank account signers, financial personnel
prohibition, 71

Bank reconciliation copy, attachment, 71
Bank statement copies, off-site forwarding, 70
Beneficiary, assets rights, 240–241
Binding arbitration, 53–54
Bipartisan Campaign Reform Act (BCRA),

146, 147
Board-approved accounting policies/

procedures manual, usage, 66
Board-designated funds, 160, 246
Board of directors

internal financial statements, forwarding,
11

records examination, 45
responsibilities, 246

Book value, 246
Buckley v. Valeo, 136, 146
Budget. See Capital budget; Cash flow 

budget; Current-year budget
Budgeting process, 103
Business, consideration, 27

Campaign contributions, 137, 141
Campaign financial reform, avoidance, 139
Campaign intervention, 128, 129
Campaign politics, expenditures, 145
Candidate party committees, PACs 

(relationship), 143–146
Capital budget, 246
Capitalization, 246
Capital lease, 246
Care, duty, 9–13, 246
Cash accounting, 246

method, 177
Cash flow

budget, 246
statement, 88

Cash management, 118
Cash transactions, organizational 

investigation, 75
Certified Public Accountants (CPA)

advice, 110
contact, 81
copies, usage, 81
management letter, review, 12
management responsibilities, 107–108
notekeeping, 81–82
opinion letter, 88
organization office visit, 74
services, 100

RFPs, 252
types, 87

Certified Public Accountants (CPA) firm
auditing standards, 96
audit objective, 106
audit procedures, 106–107
deadline date, 103
disclaimer of opinion, 94, 95e
engagement administration, 108–109
fees, 108–109
functions, understanding, 87
independence, reputation, 100
information, requirement, 102
interview, 103

notification date, 102
retention, 11
selection, 100–109

criteria, 102
usage, 87

Charges. See Deferred charges
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Index 257

Charitable contributions, deductions 
(restrictions), 33, 37–38

Charitable organizations
501(c)(3) corporation establishment,

128–129
501(c)(3) election, 131
lobbying activities, curtailment, 127

Charities
activities, risk, 129
voter education activities, 129

Check 21, 85, 247
Checks

payment, organizational prohibition, 75
scanners, organizational research, 77–78
transactions, organizational investigation,

75
Chief executive officer, criticism protection,

153–154
Child care benefits, damages, 37
Christian Echoes National Ministry, Inc. v.

United States, 127
COGS. See Cost of Goods Sold
Collections, 247

disclosure, 221
items. See Contributed collections items

Communication, organization element, 117
Comparative financial statements, 210
Compensation Information (Schedule J), 23
Compilation, 98, 247

example, 99e
Computer passwords, change, 83
Conditional promise to give, 220, 247
Conditions of employment agreement, 47,

247
binding arbitration, 53
customer information, surrender, 49
elements, 47–53
erroneous statements, termination, 47
form, 50e-52e
gifts, offers/acceptance, 47
involuntary terminations, 48–49
leaves of absence, 48–49
management day, 48
office, immediate removal, 49
organization intellectual property, 

surrender, 49
organization usage, 73
prosecution, 49
review, 82

sick days, 48
uninterrupted vacation, 48

Conferences, deferred income, 175
Confidential information, sharing, 107
Conflict of Interest Agreement, organization

usage, 74
Continuous budgeting, 247
Contractual documents, components, 62–63
Contributed collections items, 218–219
Contributed services. See Recognition of con-

tributed services
Contributions, 247

considerations, 144
limits, 137

list, 138e, 142e
made, 220
recognition, 217
term, usage, 216

Control activities, 117–118
Control environment, organization element,

117
Controlled organizations, income, 29
Coordinated expenditures, 146
Corporate Estimated Tax (Form 1120-W), 26
Cost allocation plan, 133
Cost circulars, 114–116
Cost of Goods Sold (COGS), 177, 247
Cost principles, allowance, 118
Costs, allowance, 118
CPAs. See Certified Public Accountants
Credit, 247
Credit card transactions, organizational

investigation, 75
Current assets, 174, 247
Current liabilities, 175, 248
Current restricted funds, 160, 248

external restrictions, 160
Current-year budget, 248
Customer information, surrender, 49

form, 51d

Davis Bacon Act, 118
Debates, permission, 129
Debit, 248
Debit memorandums (DMs), investigation,

70
Debt-financed property, gross revenue 

taxability, 29
Debt-financed property, term (usage), 29

index.qxd  4/28/10  4:16 PM  Page 257

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



Debt security, 248
Deferred charges, 248
Deferred income, 175
Deferred revenue, 248
De minimis rule, 136
Dental insurance benefits, damages, 37
Depreciation, 248
Direct costs, allowance, 115
Direct lobbying, 128, 248
Direct method, 206

example, 207e
Disability insurance benefits, damages, 37
Disbursement, expensing, 249
Disclaimer of opinion, 94

example, 95e
Disclosure for collections, 221
Disclosure of information, 39–43, 248

exemptions, 43
group returns, 41
issues, 40
policies, 39–40

sample, 43
records

board of directors examination, 45
disclosure, 43–44

records, inspection
availability, 40–41
exclusion, 41
IRS, impact, 42
location, 41
right, 40

reimbursement, 42
requests, 42–44
state requirements, 42–43

Disqualified person, definition, 18
Dividends, 56–57
Domestic subsidiary, PAC nonestablishment,

144
Donor-imposed condition, 248

term, usage, 217
Donor-imposed restriction

expiration, 219
term, usage, 217

Donor-restricted endowment fund, 248
Dues

deferred income, 175
receipt, 136
revenue, calculation, 135
tax deductibility, 135

Duty of care (board of directors responsi-
bility), 10–13, 246

Duty of loyalty (board of directors responsi-
bility), 9, 246

Duty of obedience (board of directors
responsibility), 9, 246

Earmarking, 118–119
Embezzlement

impact. See Not-for-profit organizations
window of opportunity, 74

Employees
background checks, organizational

requirement, 76
benefits, damages, 37
bonding, 72
coworker interaction, 83
credit cards, organizational elimination, 76
dismissal, circumstances, 84
information, surrender, 51e
office escort, 83
protection, 83
status, IRS issues, 33–34
termination, 75

notetaking, 84
witness, presence, 82

Employment agreement, conditions, 47, 247.
See also Conditions of employment
agreement

Employment law attorney, contact, 81
End grantee, 113
Endowment funds, 160–161, 248. See also

Donor-restricted endowment fund
external restriction, 160

Engagement administration, 108–109
Engagement letter, 103, 249

example, 105e
usage, 104–109

e-Postcard (990–N), 16, 249
Equipment, management, 118
Equity security, 249

fair value, 233
Erroneous statements, termination, 47

form, 50e
Estimated taxes

computation, 26
underpayment, penalty, 27

Estimated tax payments
due date, 26
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process, 26
requirement, 26

Excess benefits, examples, 167–168
Excess business holdings, excise tax 

assessment, 181
Excise tax, 181

application, 130
assessment, 181
charge, 181
computation, 169

Executives, notetaking, 84
Executive Summary, inclusion, 11
Exempt activities, exploitation, 30
Exempt Organization Income Tax Return

(Form 990–T), 41
Exempt Organizations Divisions, 42
Exit interview, requirement, 75
Expenses, 177. See also Prepaid expenses

allocation, monitoring, 133
reporting, 191–192

External financial statements, scope, 185

Facilities, dual use, 30
Fair value, 249

measurement, 220
Federal Election Campaign Act (FECA), 136

impact, 141
Federal election campaigns,

corporation/labor union contribu-
tions (ineligibility), 137

Federal Election Commission (FEC)
contribution limit mandate, 137
FEC-mandated contribution limits, 138e,

142e
fines, 139
PAC registration, 134

Federal election influence, federal law 
prohibitions, 144

Federal income tax, 33
exemption qualification, 1

Federal Insurance Contributions Act (FICA)
exemptions, absence, 3e, 4e
taxes, 34

election, exemption, 2e
Federal not-for-profit requirements, 

knowledge, 10
Federal requirements, research, 39
Federal Tax Deposit Coupon (Form 8109), 26
Federal Unemployment Tax Act (FUTA)

exemptions, absence, 3e, 4e
organizations, exemption, 2e

Federal unemployment taxes, 34
FICA. See Federal Insurance Contributions

Act
Fidelity bond

claim, 84
reading, 82

Financial Accounting Standards Board
(FASB)

accounting standards, 171
Interpretation #42 (Accounting for Transfers

of Assets in Which a Not-for-Profit 
Organization Is Granted Variance
Power), 240

Financial documents, components, 62
Financially interrelated organizations, 

244
Financial policies, 12–13
Financial position

financial statements, presentation, 107
statement, 253

Financial ratio, 249
Financial records, full audit (nonrequire-

ment), 96
Financial reporting, 23

fraud, 106
Financial statements, 23. See also Internal

financial statement
accuracy, full assurance, 88
basics, 171
comparison, 210
contributions, classification, 221–232
CPA opinion, 87
fairness, front opinion, 121e
footnotes, 88
notes, 213–214
opinions, expression, 106
preparation, GAAP usage, 171
presentation, 90, 161, 164, 221
recognition of contributions, 219
types, 172
understanding. See Primary financial

statements
Financial Statements of Not-for-Profit 

Organizations (SFAS #117), 19, 159
First Amendment rights, infringement, 147
Fixed-assets funds, 161
Flow-through funding, complexity, 113
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Foreign corporation, domestic subsidiary
(PAC nonestablishment), 144

Foreign nationals, PAC establishment, 144
Foreign parent corporation, PAC financing,

144
Forms. See Internal Revenue Service forms
Fraud

allegations, 108
detection (prevention/detection), 

programs/controls (design/imple-
mentation responsibility), 107–108

Fraud action plan, 249
documentation, 69, 81–85

Fraud scheme, victimization, 81
Fraud triangle, 78–80

illustration, 80e
Fringe benefits, risk, 69
Full audit, nonrequirement, 96
Functional accounting, 250
Functional basis, example, 196e
Functional classification, 249
Functional expenses, statement, 22
Functional matrix, 199, 201

example, 200e
Functional method, 195
Functional reporting requirements, 

192–193
Funded activities, eligibility, 118
Funds

noncomingling, 13
reduction, as needed basis, 118

FUTA. See Federal Unemployment Tax Act

GAAP. See Generally accepted accounting
principles

GAAS. See Generally accepted accounting
standards

Gains, reporting, 191–192, 235–237
General funds, 160, 249

internal restriction, 160
Generally accepted accounting principles

(GAAP), 87, 250
conformity, 92, 106, 107
requirement, 185
usage, 171

Generally accepted accounting standards
(GAAS), 87, 116, 250

accordance, auditor report (usage), 
120e–121e

Generally Accepted Government Auditing
Standards (GAGAS), 116

accordance, auditor report, 124e–125e
usage, 121e

Ghost employee, presence, 74
Ghosts on the Payroll, spotting mechanism,

73
Gifts, offers/acceptance, 47

form, 50e
Giving

conditional promise, 247
unconditional promise, 253

Government audit, compliance, 124e–125e
Government grants, provision, 113
Grants

accounting/auditing, 111
agreement, 112

budget document, reference, 112
audits, preparation, 117–119
availability period, 119
award, 111
debarment, 119
federal reporting, 113
funds, 13
nonprofit organization provision, 112
procurement, 119
program income, 119
project, progression, 112
provision, 113
specifics, 111–112
state reporting requirements, 113
subrecipient monitoring, 119
suspension, 119
terminology, 114–116
understanding, 111–114

Grants and Other Assistance to Organiza-
tions, Governments, and Individuals
in the US (Schedule I), 23

Grassroots lobbying, 128, 250
Gross income (debt-financed property),

equation, 29
Gross revenues, 250

production, 29
taxability, 29

Group returns, 41

Hard money, 250
regulations, 145
soft money, contrast, 136–137, 146–147

260 Index

index.qxd  4/28/10  4:16 PM  Page 260

htt
p:/

/w
ww.pb

oo
ks

ho
p.c

om



term, usage, 136, 146
Hatch Act, 3e
Health insurance benefits, damages, 37
High-speed scanners, 77–78
Holiday leave, damages, 37
Hospitals (Schedule H), 23

Imprest fund, 250
Income allocation, monitoring, 133
Income-producing property,

acquisition/improvement, 29
Income Statement (Statement of Activity),

10, 250
Independent auditor report

adverse opinion, 93e
compilation, 99e
qualified opinion, 91e
review, 97e
unqualified opinion, 89

Independent-contractor status, IRS issues,
33–34

Independent CPAs, internal audit commit-
tees (relationship), 151

Indirect cost rate proposals (ICRPs), submis-
sion, 116

Indirect costs, allowance, 115
Indirect method, 208
Individuals, intermediate sanctions (impact),

168–169
Information

accuracy/completeness, 107
confidentiality, maintenance, 107
organization assessment, 117
returns review, 13

Information disclosure, 39–43, 248
exemptions, 43
expenses, reimbursement, 42
group returns, 41
issues, 40
policies, 39–40

sample, 43
records, board of directors examination, 45
records, disclosure, 43–44
records, inspection, 40

availability, 40–41
exemption, 41
IRS, impact, 42
location, 41

requests, 42–44

statement requirements, 42–43
In-house lobbying expenditures, level, 

136
Initial excise tax, process, 169
Insurance coverage, adequacy (review), 

12
Intangible asset, 250
Intellectual property, surrender, 49

form, 51e
Interest, exclusion, 29
Intermediate sanctions

basics, 167
impact, 168–169
legislation, impact, 169

Internal audit committees, 149, 250
independent CPAs, relationship, 151
members, 149

education, 150
organization office visit, 74
outside assistance, 151
reports, 150
responsibilities, 150
surprise visit, 151
training, 149
visits, 151

Internal controls, 250
back report, 124e–125e
establishment, responsibility, 107
evaluation, 70–77
maintenance, responsibility, 107
policies

adequacy, 12
documentation, 74

system, advantage, 69
Internal documents, development, 69
Internal financial statement, 250

forwarding, 11
monthly preparation, 11
revenues/expenses, actual/budget 

contrast, 11
Internal Revenue Code (IRC)

162(e), guidance, 133
501(c)(3) public charities, 127–131
527 organizations, legal entity separation,

134
6033(e) reporting/notice requirements,

132–134
6033(e) requirements, exceptions, 132
6033 guidance, 133
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Internal Revenue Service (IRS)
field audit, location, 64
issues, 33
position papers, 129–130

Internal Revenue Service (IRS) audits, 59
advice, 66–67
audited financial statements, copy (usage),

60
audited records, separation, 65
avoidance, 59–60
board-approved accounting policies/

procedures manual, usage, 66
contractual documents, components,

62–63
CPA office, impact, 61
delay, 60–61
documents, signing (professional advice),

65
exposure, increase, 56
filing, timeliness, 59
financial documents, components, 62
handling, 60–66
informal handling, 61
IRS attention, avoidance, 60
IRS field agent, location, 64
IRS fishing expedition, avoidance, 65
letters, components, 60
mock audit, conducting, 63
offensive approach, 64
organizational documents, components, 61
preparedness, 61–63
publications, components, 63
staff preparedness, 63
volunteer, avoidance, 65
writing request, 64–65

Internal Revenue Service (IRS) classifica-
tions, 1–6

Section 501(a), 1
Section 501(c), 15
Section 501(c)(1), 5e
Section 501(c)(2), 5e
Section 501(c)(3) organizations, intermedi-

ate sanctions legislation (impact), 169
Section 501(c)(3) private foundations, 2e

mailing lists, rental, 28
organizations, contributions deductibil-

ity, 37
public disclosure, change, 45
status, 17

Section 501(c)(3) public charities, 127–131
list, 2e

Section 501(c)(4), 130, 132–136
intermediate sanctions legislation,

impact, 169
list, 2e–3e
social welfare organizations, 133

Section 501(c)(5), 3e, 132–136
labor/agricultural/horticultural 

members, 132
Section 501(c)(6), 3e–4e, 132–136

business leagues/boards of trades, 132
Section 501(c)(7), 4e
Section 501(c)(8), 5e
Section 501(c)(10), 5e
Section 501(c)(11), 5e
Section 501(c)(12), 5e
Section 501(c)(13), 5e
Section 501(c)(14), 5e
Section 501(c)(15), 5e
Section 501(c)(16), 5e
Section 501(c)(17), 5e
Section 501(c)(18), 5e
Section 501(c)(19), 4e
Section 501(c)(20), 5e
Section 501(c)(21), 5e
Section 501(c)(22), 5e
Section 501(c)(23), 5e
Section 501(c)(24), 5e
Section 501(c)(25), 5e
Section 501(d), 6e
Section 501(e), 6e
Section 501(h) election, 130–131
Section 501(k), 6e
Section 527, 6e, 130

group, PAC election, 139, 143
organizations, 134

Section 527S, 141
Section 528, 6e

Internal Revenue Service (IRS) forms
990, 18–24, 136, 249, 251

appendixes, 24
balance sheet, 23
basics, 15
compensation, 21–22
copies, availability, 42
Disclosure, 21–22
due date, 15
effective date, 15
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filing failure, penalties, 16
filing location, 15
financial statements/reporting, 23
governance/management/disclosure,

20–21
impact, 15
inspection, availability, 40–41
items, 19–23
organization filing, 18
organization procurement, 16
public disclosure, change, 45
related schedules, 23–24
required schedules, checklist, 20
signature block, 19
Statement of Functional Expenses, 22
Statement of Program Service Accom-

plishments, 20
Statement of Revenue, 22
tax accounting methods, 19

990, copies, 13
990-BL, inspection (availability), 40–41
990-EZ, 16–18, 249

attachments, 17–18
basics, 15
copies, availability, 42
disqualified person, definition, 18
due date, 17
extensions, allowance, 17
filing date, 15
filing failure, individual responsibility, 17
filing failure, penalties, 17
inspection, availability, 40–41
mailing location, 17
organization filing, 16
organization procurement, 16
public inspection, 18
return, signing, 18
schedules/attachments, requirement,

17–18
990-N (e-Postcard), 249

information, requirement, 16
organization procurement, 16

990-PF, 249
copies, availability, 42
reporting requirements, 2e

990-T (Exempt Organization Income Tax
Return), 41, 136

990-T (Unrelated Business Income Tax
Return), 21, 249, 251

990-EZ, relationship, 17
advertising income, IRS consideration,

29
business, consideration, 27
considerations, 30
controlled organizations, income, 29
copies, 13
debt-financed property, term (usage), 29
due date, 25
estimated taxes, computation, 26
estimated taxes, underpayment penalty,

27
estimated tax payments, due date, 26
estimated tax payments, process, 26
estimated tax payments, requirement,

26
extensions, granting, 25
filing failure, penalty, 27
filing form, identification, 25
gross revenues, taxability, 29
public inspection, 17
regularly carried on, term (usage), 28
returns, public inspection, 26
substantially related, term (usage), 27–28
tax, 25, 30
tax examples, 31–32
tax-exempt organizations filing, 25
tax rates, 26
trade, consideration, 27
Unrelated Business Income, definition,

27
Unrelated Business Income, exclusion,

28
Unrelated Business Income, inclusion,

28–29
1023, 1, 21

inspection, availability, 41
1024, 1, 21

inspection, availability, 41
1065, inspection (availability), 40–41
1120-POL (U.S. Income Tax Return for

Certain Political Organizations), 41
1120-W (Corporate Estimated Tax), 26
1128, 17
3115, 19
5768, 131
7004 (Application for Automatic Extension

of Time to File Corporation Income
Tax Return), 25
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Internal Revenue Service (IRS) (Continued)
8109 (Federal Tax Deposit Coupon), 26
consideration, 15–16
N, 15

Investment gains/losses, reporting, 235–236
Investment policies, 12
Involuntary terminations, 48–49

discussion, 48
form, 50e

Issue ads, 146

Lease. See Capital lease; Operating lease
Leasehold improvement, 251
Leaves of absence, 48–49

discussion, 48
form, 50e

Legal entities, separation, 134
Legislative caucuses, PACs (relationship),

143–146
Liabilities, 251. See also Current liabilities

assets, aggregation, 186
isolation, 55

Life insurance benefits, damages, 37
Liquidation, Termination, Dissolution or 

Significant Disposition of Assets
(Schedule N), 17, 23

Liquidity information, recordation, 186
Litigation, impact, 94
Lobby expenses, activity exclusion, 131
Lobbying, 251. See also Direct lobbying;

Grassroots lobbying
accounting calculation, 135
activities, curtailment, 127
expenditures, nondeductibility statement,

135
expenses, allowance (amount), 130–131
limit, 131
member communication, 135
proxy tax, option, 136
reporting requirements, 136
safe harbor, 136
total expenditures, calculation, 131
types, 128

Lobbying Disclosure Act (1997), 133
Lobbying expenditures

deductibility, IRS issues, 33
implications, 127
optional proxy tax, 30

Local income taxes, 33

Local taxes, exemptions (absence), 3e, 4e
Lock Box service, usage, 71
Long-lived assets, recognition, 219
Long-range plan, 251
Long-term liabilities, 175
Losses, reporting, 191–192, 235–237
Low-speed scanners, issue, 77
Loyalty, duty, 9, 246

Management day, 48
form, 50e

Management letter, 12. See also Certified
Public Accountants

importance, 109
issuance, 103, 109–110

Management representation, 98
Manual checks, organization preparation, 72
Matching, 118–119
Material misstatement, absence, 106
Matrix method, example, 212e
McCain, John, 145
McCain-Feingold Act, 146

challenge, 147
McConnell, Mitch, 147
McConnell v. Federal Election Commission, 147
Medicare

contributions, damages, 37
employer share, 37
taxes, 34

Membership forms, required statement, 33,
37

Mock audit, conducting, 63
Model Policies and Procedures for Not-for-Profit

Organizations (McMillan), 66, 154
Money. See Hard money; Soft money
Monitoring, organization element, 117
Multicandidate committees, PAC type, 141

Natural basis, 197
example, 198e

Natural classification, 251
Natural matrix, 199, 201

example, 200e
Natural reporting requirements, 192–193
Net assets, 175, 251. See Permanently

restricted net assets; Temporarily
restricted net assets; Unrestricted net
assets

changes
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presentation, 107
statement, 253

reporting changes, 191
section, change, 186–188

Net investment income tax, 180–181
Net operating losses, 30
Net revenues, 251

tax computation, 30
Net worth, 251
Non-candidate capacity, 129–130
Non-Cash Contributions (Schedule M), 23
Nondeductibility

rules, exemption, 136
statement, 135

Non-multicandidate committees, PAC type,
141

Nonoperating foundations, 182
Nonprivate foundation status, establish-

ment, 179–180
Nonprofit, term (usage), 171
Nonprofit organizations

features, 180
personal views, 130

Nonreciprocal transfer, 251
Not-for-profit, term (usage), 171
Not-for-profit board members

care, 10–13
duties, 9–13
financial responsibilities, 9
loyalty, 9
obedience, 9

Not-for-profit organizations, 251
accounting issues, 103
accounting manual, advantages, 153
accounting statements, basics, 171
accounting system, design, 153
acronyms, usage, 71
assets, receipt, 220
balance sheet, 162e
CPA, relationship, 87
embezzlement, impact, 70
events sequence, 103
financial management, seriousness, 60
financial policies/procedures manual,

advantages, 153
financial records, auditing, 100
financial statements

basics, 171
disclosure, 221

recognition of contributions, 219
SFAS #117, 183

form 990-EZ filing, 16
functional matrix, 200e
governmental regulations, 106
grants, 113–114
information disclosure, 39

issues, 40
internal audit committee, establishment,

149
IRS issues, 103
IRS reporting requirements, 33
legislation, impact, 103
lobbying activities, 127
lobbying expenditures, 135
membership forms, 37
natural basis, example, 198e
natural matrix, 200e
political activity involvement, 143
protection, 83
risk areas, 69–78
specifics, 102
statement of activities, examples, 196e,

198e, 200e, 203e, 205e
statement of cash flows

direct method, 207e
indirect method, 209e

statement of changes in net assets
matrix method, 212e
vertical method, 211e

statement of financial position, 165e
example, 189e–190e, 194e, 202e

tax-exempt status, 40
tax returns, filing, 59
understanding, audit (usage), 107
violations, 106

Not-For-Profit Professional Accounting 
Standards, 19

Obama, Barack, 145
Obedience, duty, 9, 246
Office, immediate removal, 49

form, 51e
Office of Management Budget (OMB), 114

A-21, 114
A-87, 114
A-122, 114–115
A-133 standards (Single Audit standards),

116
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Office of Management Budget (Continued)
accordance, auditor report, 122e–123e

circulars, 114, 251–252
standardized forms, usage, 119

OMB. See Office of Management Budget
Omnibus Budget Reconciliation Act (1993),

134–135
Operating costs, coverage, 133
Operating foundations, contributions, 182
Operating lease, 252
Operational policies, description, 155
Opinion, disclaimer, 94

example, 95e
Opinion letter, 88
Optional proxy tax, 30, 252
Organizational documents, components,

61–62
Organizations. See Not-for-profit organiza-

tion; Tax-exempt organizations; 
Voluntary health and welfare 
organizations

acronym, presence, 75–76
budget, goals, 11
CPA firm retention, 11
Form 990 filing, 18
FUTA exemption, 2e
intellectual property, surrender, 49

form, 51e
intermediate sanctions legislation, impact,

169
minutes, budge review/action, 11
property, surrender, 83
punishment, 167

Out-of-state sales, 30

PACs. See Political action committees
Payroll ghosts, spotting mechanism, 73
Payroll preparation, involvement, 73
Payroll taxes, 175

deficiencies, 33–34
remitting, 73
risk, 69

Pension contributions, damages, 37
Permanently restricted cash, 175
Permanently restricted funds, 13
Permanently restricted net assets, 164, 175,

187, 252
Permanent restriction, 252
Perpetrator, office escort, 83

Personal leave, damages, 37
Personnel-related expenses, risk, 69
Physical checks, locking, 78
Plant, property, and equipment, 174
Plant fund, 252
Police report, collection, 84
Political action committees (PACs), 134, 141,

252
candidate party committees, relationship,

143–146
contributions, acceptance, 144
corporate/union basis, 141
donations, 134
foreign parent corporation financing, 144
legislative caucuses, relationship, 143–146
nonestablishment, 144
operation, 143
types, 141

Political advertising, increase, 145
Political Campaign & Lobbying Activities

(Schedule C), 17, 23
Positive Pay service, organizational usage,

76
Postage, risk, 69
Prepaid expenses, 174, 252
Presidential campaign fund, contribution,

145
Primary financial statements, understand-

ing, 10
Printing, risk, 69
Private foundations, 501(c)(3), 7, 179

definition, 179–180
designation, 181
IRS classification, 2e–3e
taxation, relationship, 180–182
types, 7

Private operating foundations, 180
Promise to give, 252

disclosure, 221
term, usage, 217

Property
acquisition indebtedness, 29
management, 118
value, excess, 167–168

Prosecution, 49
form, 51e

Proxy tax. See Optional proxy tax
installation, 133
option, 136
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Publications, 63
Public charities (501(c)(3))

IRS classification, 2e
lobbying restrictions, 128
substantiality issue, 127

Public Charity Status & Public Support
(Schedule A), 17, 23

Public forums, permission, 129
Public office candidate, term (usage), 130

Qualified audit opinions, 87, 90, 245
example, 91e

Quid pro quo contribution, 252

Real property, assistance, 119
Recipient organization, SFAS #136 require-

ment, 240
Recognition of contributed services, 217–218

examples, 218
Recognition of contributions. See Contribu-

tions
Records, unavailability, 94
Regularly carried on, term (usage), 28
Related benefits, loss, 56
Relocation assistance, 119
Remote check scanners, usage, 78
Remote deposit scanners, organizational

research, 77–78
Rents, exclusion, 29
Reporting at gross, 192
Requests for proposals (RFPs), 100–103, 252

detail, 100
example, 101e

Reserves policy, 13
Restricted funds. See Current restricted

funds
accounting treatment, 163–164

financial statement, confusion, 159
inclusion, 159–160

Restricted-fund transactions, 159
Restricted support, 253
Restrictive endorsement stamp, account

number exclusion, 71–72
Retirement of assets, 253
Revenue Ruling 87–41, 253

criteria, 35–36
Revenues, 177. See also Deferred revenue;

Gross revenues; Net revenues
reporting, 191–192, 234

statement, 22
Review, 96, 253

example, 97e
RFPs. See Requests for proposals
Risk assessment, organization element, 117
Royalties, exclusion, 29

Safe harbor, 136
Salaries, risk, 69
Scanners

types, 77
usage, 78

Schedule A (Public Charity Status & Public
Support), 17, 23

Schedule B (Schedule of Contributors), 17, 23
Schedule C (Political Campaign & Lobbying

Activities), 17, 23
Schedule D (Supplemental Financial 

Statements), 23
Schedule E (Schools), 17, 23
Schedule F (Statement of Activities Outside

the US), 23
Schedule G (Supplemental Information

Regarding Fundraising or Gaming
Activities), 17, 23

Schedule H (Hospitals), 23
Schedule I (Grants and Other Assistance to

Organizations, Governments, and
Individuals in the US), 23

Schedule J (Compensation Information), 23
Schedule K (Supplemental Information on

Tax-Exempt Bonds), 23
Schedule L (Transactions with Interested

Persons), 17, 23
Schedule M (Non-Cash Contributions), 23
Schedule N (Liquidation, Termination, 

Dissolution or Significant Disposition
of Assets), 17, 23

Schedule of Contributors (Schedule B), 17, 23
Schedule O (Supplemental Information to

Form 990), 23
program listing, 20

Schools (Schedule E), 17, 23
Seasongood v. Commissioner of Internal 

Revenue, 127
Sections. See Internal Revenue Service classi-

fications
Security. See Equity security
Self-dealing, excise taxes, 181
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Services, value excess, 167–168
Sick days, 48

form, 50e
Sick leave, damages, 37
Signature block, 19
Signatures, requirement, 70–71
Single Audit standards (OMB A-133 

standards), 116
Social Security, employer share, 37
Soft money, 253

donations, ban, 146
hard money, contrast, 136–137, 146–147
term, usage, 136, 146

State income taxes, 33
Statement of Activities Outside the US

(Schedule F), 23
Statement of Activity (Income Statement),

10, 88, 175, 191–193, 253
accounts/terminology, 176–177
disclosure, 237
example, 176, 203e
net assets, reporting, 191–192

Statement of Cash Flows, 88, 210
direct method, example, 207e
indirect method, example, 209e
preparation

direct method, 206
indirect method, 208

Statement of Changes in Net Assets, 88, 210,
253

matrix method, 212e
vertical method, 211e

Statement of Financial Accounting Standards
(SFAS) 115 (Accounting for Certain
Investments in Debt and Equity 
Securities), 234

Statement of Financial Accounting Standards
(SFAS) 116 (Accounting for Contribu-
tions Received and Contributions Made),
19, 159, 171, 215

background, 215
definitions, 216–217
effective dates, 216
highlights, 215
inconsistencies, 216
provisions, 216, 239
scope, 216

Statement of Financial Accounting Standards
(SFAS) 117 (Financial Statements of

Not-for-Profit Organizations), 19, 159,
171, 183

background, 183
effective dates, 184
financial statements, 185

notes, 213–214
functional matrix, 199, 201

example, 200e
functional method, 195
functional reporting requirements,

192–193
highlights, 183–184
inconsistencies, 184
natural basis, 197
natural matrix, 199, 201

example, 200e
natural reporting requirements, 192–193
program services, 193
scope, 184
supporting activities, 193
terminology changes, 184

Statement of Financial Accounting Standards
(SFAS) 124 (Accounting for Certain
Investments Held by Not-for-Profit
Organizations), 19, 171, 233

background, 233
disclosures, 236–237
effective date, 234
examples, 234–236
highlights, 233
inconsistencies, 234
reporting revenues, 234
scope, 234

Statement of Financial Accounting Standards
(SFAS) 136 (Transfer of Assets to a Not-
for-Profit Organization Charitable
Trust), 19, 171, 239

background, 239
beneficiary, 240–241
disclosure, 241–242
discussion, 240
effective dates, 239
examples, 242–243
highlights, 239
inconsistencies, 240
recipient, 240
scope, 239

Statement of Financial Position (Balance
Sheet), 88, 172, 186–188, 253
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accounts/terminology, 174–175
definition, 174
disclosure, 237
example, 173–174, 189e-190e, 202e
presentation, 165
understanding, 10

Statement of Functional Expenses, 22
Statement of Program and Service 

Accomplishments, 20
Statement of Revenue, 22
State not-for-profit requirements, 

knowledge, 10
State requirements, research, 39
State taxes, exemptions (absence), 3e, 4e
State unemployment taxes, 34
Subrecipient monitoring, 119
Substantiality issue, 127
Substantially related, term (usage), 27–28
Supplemental Financial Statements 

(Schedule D), 23
Supplemental Information on Tax-Exempt

Bonds (Schedule K), 23
Supplemental Information Regarding

Fundraising or Gaming Activities
(Schedule G), 17, 23

Supplemental Information to Form 990
(Schedule O), 23

Supporting schedules, auditing, 104

Tax accounting methods (Form 990), 19
Taxation, private foundations (relationship),

180–182
Tax-exempt, term (usage), 172
Tax-exempt organizations

classification, 1
correspondence, 41
income-producing property

acquisition/improvement, 29
types, 2e–4e

Tax-exempt status, 56
applications, public inspection, 1

Taxpayer Bill of Rights, 2, 167
Tax payments, estimation, 26
Tax Reform Act (1976), 130
Tax returns, review, 13, 59–60
Temporarily restricted cash, 175
Temporarily restricted funds, 13
Temporarily restricted net assets, 164, 175,

253

restrictions, 187
Temporary restriction, 253
Term endowment, 160–161
Termination discussions, 48
Third-party service providers, usage, 107
Title-holding corporations, consideration, 30
Total current assets, 174
Total current liabilities, 175
Trade, consideration, 27
Transactions, documentary evidence (tests),

106
Transactions with Interested Persons 

(Schedule L), 17
Transfer of Assets to a Not-for-Profit 

Organization Charitable Trust (SFAS
#136), 19, 159

Travel reimbursements, risk, 69
Trusts, consideration, 30

Unallowable costs (Circular A-122), 115
Unconditional promise to give, 253
Unemployment benefits, damages, 37
Uninterrupted vacation, 48

form, 50e
Unqualified audit opinions, 87, 88–89, 245

example, 89e
Unrelated Business Income

definition, 27
revenue sources

exclusion, 28
inclusion, 28–29

tax, examples, 31–32
Unrelated Business Income Tax (UBIT), 

253
IRS uniqueness, 33
Return (Form 990-T), 17, 249
tax, 25

Unrestricted net assets, 163–164, 175, 187, 
254

changes, 196e, 198e, 200e
increase, 177

Unrestricted support, 254
U.S. Income Tax Return for Certain Political

Organizations (Form 1120-POL), 41

Vacation leave
damages, 37
requirement, 72

Variance power, term (usage), 240
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Vendors
files, organizational approval, 76–77
gift offers (form), 50e

Vertical method, example, 211e
Voluntary health and welfare organizations,

254
Voter education, 128, 129

Waivers, 136
Wholly owned taxable securities, 254
Wholly owned taxable subsidiaries, 55

activities, restraints, 55
administrative costs, increase, 55

advantages, 55
disadvantages, 55–56
dividends, 56–57
IRS audit exposure, increase, 56
liability, isolation, 55
related benefits, loss, 56
setup, 56

Witnesses, presence, 82

Yellow Book (GAGAS), 116
accordance, auditor report, 124e–125e
audit, 117
usage, 121e
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