NONPROFIT

Coondinating ComeniTlss of New York

Chapter 7
What Can You Tell From Net Assets?

We turn now to Part X (Balance Sheet) on page 11, one of the two
principal financial statements contained in the Form 990.

(Accountants sometimes refer to the Balance Sheet as the Statement
of Financial Position.) The other principal part is comprised of Part VIII
(Statement of Revenue) on page 9 and Part IX (Statement of
Functional Expenses) on page 10, which together in effect comprise
the Statement of Activities. See Chapters 4 and 5.

In assessing an organization’s ability to meet its financial exigencies in
future years' you can tell a lot from the Balance Sheet. Sometimes
balance sheets can be complicated to analyze and unfortunately space
restraints do not permit more than a quick overview. However, where
the balance sheet is straightforward, which will fairly often be the
case, you do not have to be an expert in accountancy to learn some
significant things about the filer whose Form 990 you are examining.

To begin with, Line 16 reports total assets and Line 26 total liabilities
and so right away you can see at glance whether their filer’s liabilities
exceed its assets in which case it may be concluded that the filer is in
bad financial shape. There may be a reason for the deficit but its
presence surely suggests further inquiry. However, it will rarely be the
case that total liabilities will exceed total assets.

To get a quick sense of the filer’s financial condition, we recommend
you look at Line 27 - Unrestricted net assets. Line 27 Column B -
unrestricted net assets at the end of the year - provides you with
some idea of the level of unrestricted resources the filer has to start
the following year with to help support its activities in the future. If it
appears that the filer ended the year with relatively few liabilities
needing to be satisfied in the near future, then a sizeable amount

' We believe that evaluating a filer’s ability to meet future financial conditions - will it
have sufficient income to cover estimated expenses - is one of the main purposes of
analyzing financial statements, such as the balance sheet.
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reported at Line 27 Column B means that the filer will likely go into the
next year with a cushion. If an analysis of Part VIII (Statement of
Revenue) on page 9 suggests that income for the ensuing year is likely
to be strong, or at least adequate to meet predicted expenses? - a fair
idea of which can be derived from Part IX (Statement of Functional
Expenses)’ on page 10 - then one may conclude that in terms of
financial health things look good for the filer in the near term.

What should always be of interest is whether the filer ran a surplus or
deficit for the year. A filer may operate at a deficit for a particular
year and still have its assets exceed its liabilities at the end of that
year. Because it is on the first page of the Form 990, a reader looking
to see whether the filer ran a surplus or a deficit for the year being
reported on may look at the second column of Line 19 of Part I on
page 1. This line reports total revenues less total expenses for the
year being reported on. If revenues exceeded expenses it will mean
that the filer operated at a surplus for the year, but, as explained in
more detail in the next paragraph, the surplus may be accounted for in
part by the receipt of what might be thought of as unusual sources of
income such as multi-year grants or gifts to permanent endowments
and thus may not give as reliable an indication of the filer’s ability to
proceed financially in the near future as can be gained by looking at
Line 27 of the Balance Sheet at Part X* on page 11.

By comparing Line 27 Column A - unrestricted net assets at the
beginning of the year and Line 27 B - unrestricted net assets at the
end of the year, one can determine what the filer’s surplus or deficit
was for the year uninfluenced by sources of income which may be
unusual. We have in mind the receipt of multi-year grants, the whole
amount of which is reported as income in the year received, although
only a part of the grant may be used in that year, or the release of
income from multi-year grants received in prior years which amounts
are not reported in income for the year being reported on.’ Also in

* See Chapter 4 and Expansion on Part VIII.

’ See Chapter 5.

* For example, if expenses exceeded revenues it will mean that the filer operated at
a deficit for the year, but the deficit may be accounted for in part by the release of
income from multi-year grants received in the past which income is not taken into
account for the year being reported on and so, as suggested above, Line 19 may not
give as reliable an indication of the filer’s financial condition as can be gained by
iooking at Line 27 of the balance sheet.

° Multi-year grants are included on Line 12 of Part I on page 1 and so, as suggested
above, the surplus or deficit shown at Line 19 on page 1 will reflect these receipts
and may give a somewhat misleading idea of the filer’s financial condition.
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some cases the filer may have received assets for a permanent
endowment in the year being reported on. This amount will also be
included in income in the year the gift is made.® If the receipt of these
kinds of income are considered unusual and thus as possibly giving a
somewhat skewed income picture for the year being reported on,’ at
least in terms of the filer’s near-term ability to proceed in a financially
secure fashion,® by looking at Line 27 alone you in effect remove such
income from the equation.’

If Line 27 Column B is greater than Line 27 Column A, it means the
filer ran a surplus for the year. And a deficit if it goes the other way.
If the surplus is sizable that may be taken as a sign of financial health.
If you have access to the three latest Forms 990 and each year a
surplus was achieved, that may be taken as more good news. Of
course, deficits (where Line 27 Column A is larger than Line 27 Column
B) point in the other direction. If the reader has access to the last
three years of the filer’s Forms 990 and observes such deficits each
year, or worse, increasing deficits each year, that is likely to be reason
for alarm. As mentioned, surpluses or deficits determined on the basis
of Line 27 reflect how the filer ended the year without the affect of
unusual sources of income and thus may be considered a more reliable
predictor of the future.

In terms of assessing a filer’s financial condition, it will surely be of
interest if the filer reports muilti-year grants at Line 28. (Line 28 also
reports non-time restricted grants that were made to support specific
purposes, e.g., to a produce a report). Despite the fact that such

® Gifts to a permanent endowment are included on Line 12 of Part I on page 1 and
so, as suggested above, the surplus or deficit shown at Line 19 on page 1 will reflect
these receipts and may give a somewhat misleading idea of the filer's financial
condition.

" For example, if the filer received $700,000 in what might be thought of as ordinary
or usual income (representing the kind of income the filer receives year in/year out),
a multi-year grant of $300,000 (only $100,000 of which is to be spent in the year
being reported on) and a gift of $1,000,000 for a permanent endowment, total
income will equal $2,000,000 but of this amount only $700,000 would be what we
have referred to as ordinary or unusual income. Line 12, however, would report
$2,000,000. As suggested below, for some filers multi-year grants will not be
unusual.

* For example as suggested in note 6 above, a large gift to a permanent endowment
may cause Line 12 on Part I on page 1 to report an unusually large amount which
will not be available for meeting expenses for near-term ensuing years.

’ Many filers will not have multi-year grants which are reported at Line 28 as
temporarily restricted net assets or permanent endowments which are reported at
Line 29 as permanently restricted net assets. In these cases, Line 27 tells the whole

story.



income may be unusual, their presence can only be considered a good
thing. Furthermore some filers may receive frequent multi-year
grants. This can be told by examining the filer’s Forms 990 for the
past three years. These circumstances may also be taken as reflecting
favorably on the filer’s financial health. If multi-year grants are usual
for the filer, they might well be taken into account in assessing the
filer's year-end surplus or deficit as reflecting on its ability to proceed
in the future in a financially secure way.

Finally, some filers have permanent endowments, reported at Line 29
as permanently restricted net assets.' If this is so, it may be
supposed that the permanent endowment is generating income which
helps support some part or all of the filer’s activities. And this is
usually a good thing.

Net Assets or Fund Balances section from Part X of page 11:
Organizations that follow SFAS 117, check hera ™ [_| and compiete |
iines 27 through 29, and fines 33 and 34, ’
Unrestricted netassets . . . . . . . . . . . . . . . .
Temporarity restricted netassets . . . . . . . . . . . . .
Permanently restricted netassets. . . . . . . . . . ., .
Organizations that do not follow SFAS 117, check here > [] and
complete lines 30 through 34,

Capital stock or trust principal, orcumrent funds . . . . . . . .
Paid-in or capital surpius, or land, buliding, or squipment fund . . .
Retained earnings, endowmert, accumulated income, or other funds .
Totalnetassetsorfundbalances . . . . . . . . . . . . .

gnn

Net Assets or Fund Balances

Y
ginlg|2ls

Form 980 zoto

If the filer reports endowments on Lines 28 or 29 of Part X, Part V of
Schedule D may contain some interesting information. See Expansion
on Endowments.

What has just been suggested should, as noted, be taken as a very
general first approach. It is often the case that some of the net assets
on hand at the end of the year may not be easily drawn down to meet
a filer's needs or obligations. In talking about meeting the filer’s
needs, as suggested, we primarily refer to its near-term needs and by
this we have in mind its needs for the next year or so. Obviously, in
the longer-term future, if the filer became financially destitute and
needed to liquidate any assets to satisfy its creditors, most of the

' Permanently restricted assets are assets that have been given with restrictions
that they be preserved and not sold. One example would be an endowment gift that
stipulates that the principal of the gift is to be permanently held and that only the
income that the principal generates may be currently used. Another example would
be a gift of a work of art or real estate with a restriction that it be held permanently
and not sold. These permanently restricted assets therefore cannot be used to meet
the general near-term needs of the filer.
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assets that we are suggesting are not available to meet near-term
needs might well be accessible to satisfy creditor demands. These
points are elaborated on below.

To conduct the more searching analysis, it is necessary to look more
closely at Part X (Balance Sheet) of the filer's Form 990. Part X is
divided into three sections: Assets (Lines 1 - 16), Liabilities (Lines 17
—- 26) and Net Assets (Lines 27 - 34).

As just mentioned above, a careful reader of the Form 990 will want to
look at the Assets section of Part X to find out whether any of the
assets held by the filer might be difficult to readily convert to cash
(i.e., might not be easily liquidated). The Assets section of Part X lists
various types of assets (Lines 1 - 15) roughly in order of their relative
availability for use. For example, Line 1 reports cash (immediately
available to pay expenses) and Line 10 reports the value of buildings
and similar assets held by the filer. A building, whether it is a
permanently restricted asset or an unrestricted asset, may as a
practical matter be difficult to liquidate. The same may be said about
certain assets the filer holds, such as intangible assets (reported at
Line 14). So in assessing a filer's net assets to determine their
availability to meet near-term needs, it may be desirable to review the
kinds and relative amounts of assets that the filer reports in the Assets
section (Lines 1 - 15) of Part X."

Attention should also be paid to the Liabilities section of the Balance
Sheet (Lines 17-26). Similar to the way assets are reported, liabilities
are listed roughly in order of when they are to be paid. If the filer
reports a large amount of accounts payable at the end of the year
(Line 17 Column B), this may mean difficulty in the ensuing year when
at least some of these debts are required to be paid. Long-term loans
may be less troubling. More generally, if the filer reports large
amounts of liabilities and if a comparison of several years of a filer’s
Forms 990 show increasing liabilities, this may reflect an unheaithy

"' Line 15 reports Other assets. If the amount reported at Line 15 is 5% or more of
total assets reported at Line 16, the filer is required to complete Part IX of Schedule
D (Supplemental Financial Statements) where the assets are described and their
book value is reported. If a sizeable amount of assets (5% or more of total assets)
is reported at Line 15, to adequately understand the balance sheet, Part IX of
Schedule D should be carefully reviewed.
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financial situation and be taken as a reason for making further
inquiry. "

“? Line 25 reports Other liabilities. If an amount is reported at Line 25, regardless of
the percent of total liabilities, the filer is required to compiete Part X of Schedule D
where the liabilities are described and their amount is reported. If a sizeable amount
of liabilities is reported at Line 25, to adequately understand the balance sheet, Part
X of Schedule D should be carefully reviewed.
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NONPROFIT

Chapter 8

Did the Filer Engage in any Self-Dealing or Excess Benefit
Transactions During the Year?

The IRS and state charity bureaus are the government agencies that
provide general regulatory oversight over the nonprofit and tax-
exempt sector. A primary concern of these agencies is to assure that
nonprofit organizations are not used by those who control them to
improperly transfer their assets to private interests in circumstances in
which these assets should have been used to further the exempt
purposes of the organizations. An example of such a transaction
might be the sale by a board member of property he owns to the
nonprofit organization on whose board he sits at a price in excess of its
fair market value or the furnishing of services by the filer to a board
member without charge or at a price below their market value.

These transactions may be generally described as self-dealing. (Thus,
a board member in effect deals with himself when his board buys from
him.) Itis likely that an interested reader might be as concerned
about these transactions as regulators.

These self-dealing transactions are also called excess benefit
transactions and, as will be discussed below, include the payment of
compensation to a key employee (say, the executive director) far in
excess of what others in like positions are being paid.

Before proceeding it should be kept in mind that many self-dealing
transactions may be advantageous to the filer. For example, rather
than the sale by a board member of property he owns to the nonprofit
organization on whose board he sits at a price in excess of its fair
market value (which might be called a “malign” self-dealing
transaction), the sale might be below fair market value to the
advantage of the filer (which might be called a “benign” self-dealing
transaction).



To begin an inquiry into this topic, one looks to Questions 25 a and b,
26, 27 and 28 of Part IV (Checklist of Required Schedules) at page 4 of
the Form 990 proper. If any of these questions are answered “Yes,”
attention should be paid. (If they are all answered “No,” then one

may assume that probably there are no problems relating to self-
dealing or excessive compensation.) When any of these questions are
answered “Yes,” the filer is required to complete some part of
Schedule L.

Question 28 (on page 4) is the most general. Question 28a asks
whether during the period covered any current (or former') officer,
director or key employee’ had a business relationship with the filer
(other than as an officer, director or key employee).’ If the question is
answered “Yes,” the filer is required to complete Part IV of Schedule L.

Part IV of Schedule L elicits the following information:

e The name of the officer, director or key employee (referred
to as the “interested person") is set out at Column a.

» The relationship between the interested person and the filer
(e.g., director of the organization) is reported at Column b.

e The amount of the transaction is set out at Column c. The
amount needs to be fairly substantial to be reported.
Generally all payments during the year from a single
transaction between an interested person and the filer need
to be reported only if they exceed the greater of $10,000 or
1% of the filer's total revenues. And in the case of multiple
transactions with an interested person (all less than
$10,000) the amount must be reported only if the aggregate
exceeds $100,000.

e A description of the transaction is reported at Column d.
The Instructions to Schedule L give as examples of such
transactions the rental of property or the sale of assets.
Recently a new Part V has been added to Schedule L where

! See Chapter 6 on the relevance of inquiries about former directors, etc.

* Generally the term “key employee” is defined as those who are not officers (or
directors) who make over $150,000 a year and have significant management
responsibilities. See Chapter 6 for a further definition of the term “key employee.”
’ Question 28b asks whether during the period covered any current (or former)
officer, director or key employee had a family member who had a direct or indirect
business relationship with the filer. If the question is answered “Yes,” the filer is
required to complete Part IV of Schedule L. Question 28c asks whether during the
period covered any current (or former) officer, director or key employee served as an
officer, director, trustee, key employee, partner, or member of an entity (or a
shareholder of a professional corporation) doing business with the filer. If the
question is answered “Yes,” the filer is required to complete Part IV of Schedule L.
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the filer can provide additional information to questions on
Schedule L.* It is here that the filer is given the opportunity
to explain whether a transaction was advantageous or
disadvantageous to the filer. For example, a sale by an
interested person (e.g., a director) might have been below
market value and thus advantageous to the filer and this
would be obvious interest to the reader. Of course, the filer
may not have explained the transaction. Doing so is
optional. If the amount reported at Column c is large, and
nothing is reported at Part V, it may motivate the reader to
make further inquiry to find out whether the transaction was
favorable (benign) or unfavorable (malign) ° to the filer.

e Finally Column e of Part IV asks whether part or all of the
consideration paid by the filer to an interested person was
based on a percentage of revenues of the organization. The
Instructions give an example of a management fee based on
a percentage of revenues of the filer. While arrangements
where consideration is based on a percentage of the filer's
revenues can be entirely acceptable, this is an area where
abuse can occur and the reader may want to seek further
information.

We now consider the other questions mentioned above. Question 25a
of Part IV on page 4 asks whether the filer engaged in an excess
benefit transaction with a disqualified person and if the answer is “Yes”
requires the filer to complete Part I of Schedule L. “Disqualified
persons” are persons like directors, officers and key employees or
persons with substantial influence over the filer. An excess benefit
transaction, generally, is one where a disqualified person receives
more from the filer (say, compensation) than the worth of what s/he
gave back in return (say, services). These transactions are addressed
under section 4958 of the Code. See the Expansion on Section 4958.
Question 25b asks whether the filer became aware that it had engaged
in an excess benefit transaction with a disqualified person in a prior
year. As excess benefit transactions are impermissible and reflect
abuse, if either of these sub-questions is answered “Yes,” the reader

* Here is what the Instructions to Part V say in part: “Use Part V if the organization
needs additional space to explain a transaction or provide additional information.”

° If the transaction was unfavorable to the filer, it may have been an excess business
transaction and reported at Part I. See Expansion on section 4958 where excess
business transactions are explained. It may, however, be doubted that a filer would
report a transaction as an excess benefit transaction as such transactions are
penalized and are in some sense unlawful and so the transaction would likely be
reported at Part IV and nothing would be said about it at Part V.
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should take note. And if either of these sub-questions is answered
“Yes,” the filer must complete Part I of Schedule L. Line 1 Column a of
Part I on Schedule L lists the name of the disqualified person and
Column b elicits the description of the excess benefit transaction.
Column c asks whether the excess benefit transaction has been
corrected (a yes and no box are provided). If an excess benefit
transaction has occurred, the disqualified person, to avoid a very large
tax, must correct the transaction by, in effect, giving the excess
amount back to the filer. Line 2 reports the tax imposed on the
disqualified person and Line 3 reports the amount of tax, if any,
reimbursed by the filer.®

Question 26 asks whether a loan was made to or by the filer to or by a
current (or former) officer, director, key employee, highly
compensated employee’ or disqualified person® as of the end of the
filer's tax year. If so, Part II of Schedule L, eliciting information about
the loan, is to be completed. Some states prohibit loans to directors
and employees (e.g., NY) and others do not. In any event, the reader
may raise an eyebrow if the question is answered “Yes.”’

° The reimbursement of a section 4958 tax is itself an excess benefit transaction.

’ Generally highly compensated employees are those employees (other than
directors, officers, or key employees) who are among the five highest paid
employees who received reportable compensation of more than $100,000 from the
filer or related organizations. See Chapter 6 for a more complete definition of
“highly compensated employee.”

* See discussion above regarding Question 25 and excess benefit transaction for the
definition of “disqualified person.”

’ Question 27 asks whether the filer provided a grant or other assistance regardless
of amount to an officer, director, or key employee or substantial contributor during
the filer’s tax year. Other assistance includes the provision of goods, serves or the
use of facilities. A substantial contributor generally is one who contributed at least
$5,000 during the filer's tax year. If Question 27 is answered “Yes,” the filer is to
complete Schedule L, Part III.



NONPROFIT

Chapter 9
Is the Filer a Public Charity or Private Foundation?

All section 501(c)(3) nonprofits are either private foundations or non-
private foundations. The term “private foundation” is a technical term
and relates to the kind of nonprofit an organization is and the nature
of its support and not to the fact it is a philanthropy. (We will refer to
a non-private foundation as a “public charity.”) This distinction
between private foundation and public charity is important since, from
a nonprofit’s standpoint, it is usually undesirable to be a private
foundation. For example, as noted below, there are some significant
limits on making contributions to private foundations, and private
foundations are generally prohibited from doing any lobbying and must
pay a small excise tax on net assets.

The distinction can also be significant for those who wish to find out
about nonprofits. For most 501(c)(3) nonprofits, the fact that they
have qualified as public charities means that they receive support
(mostly financial) from a wide, or at least fairly wide, range of private
sources and government agencies. And, groups that receive financial
support from many sources are usually thought well of by many people
and this is surely something important to know about a nonprofit that
one is evaluating. Furthermore, the fact that many support a group
usually means that a good number are to some degree monitoring its
activities and this may provide comfort to those considering supporting
the organization.

Thus, a reader of the Form 990 may want to know whether the filer is
a private foundation or public charity. Question 1 of Part IV of the
core Form 990 on page 3 asks, in effect, whether the filer is a public
charity and if so directs the filer to complete Schedule A. Part I of
Schedule A shows whether the filer is a private foundation. It provides
a number of lines (Lines 1-11) with brief descriptions of different kinds
of entities, each of which is not a private foundation. The filer is
instructed to check the box that applies to it. By reviewing Part I, one



can determine whether the filer is a public charity, and, if so, what
kind of public charity it is.

Schedule A, Part I:

SCHEDULE A ]
{Form 960 or 990-E2) Public Charity Status and Pubilc Support
Compiete ¥ the orgentration s & saction S01{CHY) organization or & sechon
. A847{agT) nonexernpt charabie trust,
oo Sovarc Sor > Attach o Fonm 990 o7 Form 890-£Z. * Sae separate matruchions.
Heme of the orgacizetivn Employor idrtification raamber

IEZXN_Reason for Public Charity Status (All organizations must compiete This part ] See Instnichions.
Tbeargmizmimitm&ams(efwndaﬁmbecmitis:(&ffmesiti‘rouyntcheckm!ywbc\x.}
DAmm,mmdwm,mmmwmmnmﬁmim

I A schodt described in section 17{bN1)AMR). (Attach Schedula £}

DAWUBWMWWWW%;WHWWM

DAmediedmaeardvagmimﬁmcpwﬁedhcmﬁmtbnwiﬂmmmafmwhucﬁmﬂwmxmm

hospdtal’s narne, city, and state:

[]Aﬂwgmﬂimaperﬂe&fambesmdaodbgeawﬁvmmamwwggmmwmmmuh

section {70{MINA}). ([Complete Part {1}

-] Dgfmm.ummumwﬁmmmimtm

7 DMmmawmandMWMa@vmuﬁmmmmm
deacribed in section {70{BN1HAN). (Complete Part 1)

8 []A community trust described in section 170BH1NANA. {Complete Part )

4 DM@MWW%{M:{I}W&MM%%dmwmmm,mm.mdgm
mim!mmﬁamdmhsexmﬁmdbm—mbmmmm,m&}mmm%%%dits
support from gross investment income and unrelated business taxable income (lees section 511 tax) from businesses
acquired by the organization after Jure 30, 1375. See section 500(ajt2). (Completa Paert [}

10 Dmmmmmmmsdemmvwmwmmm‘s@smmwp

31 Dmma@n&mwmmmmmmmammmmmmarmcmymme

Wmmamwwwmhmswummmmymm

mmmemmmmmdwmammmm&mnawmm

a [0 Typel b [0 TypeH ¢ [ Type i-Functionally integrated d [0 Typei-Other

DByd'sed(ngﬂ'-&sbox‘Fcaﬁymahmgmbsﬁmhmmbddhcﬂyah&embjmamdsq&ﬂwdp«m

QMMMMWWMaMNQMMWWMWhMMMASﬂ

o B3P

w

[

or section S09aK2).
f lfﬁ'aam@mm&ﬁs%w&mmmm&mmﬁaswpehﬁmﬁ,ar}"ypelﬁsm'ﬁng
organirgtion. checkthsbox . . . . . . . . L L L L L L L L0 (]
g  Since August 17. 20086, has the organization accepted any gift or contritistion from any of the
following persons?
(} A person whe dirsctly or indirectly controls, sither siche o together with persons described in (i} and | You [ No
iif; below, the govemsing body of the supported organzation? . . . . . . . . . . . . . o]
{ii} A family member of a person described in fisbove? . . . . . . . L . . . L . . ... 1iglil
(i) A 35% controlied ontity of 2 person desoribed in or fabove? . . . . . . . . . . . . . ﬂﬂ
b Provide the folowing information about the supported organization(s).
B Nemsof supporiod MEN % Typa of crganieton | g e tho o JADH you oty il is the (i} Amaunt of
organiaton {doncribad o0 %o 1.9 | n cor Mt in ook support

m | organomton
abowe or FIC saction | gevamng doourat? wLEdW (# organized & e
oo etrontionds

o

Yos Mo Yes Mo Yes NO

]
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Generally, there are three types of public charities (i.e., non-private
foundations). First, there are those entities that are per se public
charities because of their very nature and that do not have to show a
wide base of public support (a specially defined term explained below),
such as churches (Line 1), schools (Line 2) and hospitals (Line 3).
Second, there are those groups that are not per se public charities but
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are public charities because they do receive broad public support
(Lines 7 and 9). Finally, there are those groups that may not receive
wide public support but are supporting organizations to groups that
are public charities (Line 11). (Part I also lists (Lines 4, 5, 6 and 10)
several other kinds of groups (e.g., a government unit, community
trust, etc.) that are not private foundations. Because they are fairly
uncommon, to save time we will not cover them. Information can be
found about these groups in the Instructions to Schedule A’s Part 1.)

Most filers are the second type of public charity, namely, those that
receive broad public support and check the box at either Line 7 or Line
9. For a group to so qualify as a public charity, a fair amount of its
support must be “public support.” The question of what constitutes
public support is quite complicated in its details. For our purposes, a
general idea of what the term means will suffice. There are two kinds
of public charities that qualify under this category. For one kind
(which is described under section 509(a)(2) of the Code), public
support includes contributions from individuals, grants from
government agencies and exempt function income. (Exempt function
income includes such items as tuition or ticket sales). For the other
kind (which is described under section 509(a)(1) of the Code), public
support includes contributions from individuals and grants from
government agencies, but not exempt function income. In both cases,
for contributions to qualify as public support, they cannot be too large.
These rules are elaborated upon later in this chapter.

Part IT of Schedule A on page 2 is where a filer shows the nature and
amount of its support. It does so for the past five years. The key line
to look at is Line 14 that shows the public support fraction based on an
average for the past five years. The public support fraction is the
percentage of a filer’s total support made up by public support.
Generally, the public support fraction must be more than one-third for
a group to qualify as a public charity (although in some cases it can be
lower). Obviously, the higher the public support fraction or
percentage, the broader the support the filer has received and,
consistent with what was said above about the depth of an
organization’s support, this fraction may be of real interest to the
reader of the Form 990. (For those who want to derive more
information and insight on Part II, the Instructions provide a good
guide.)

More about Private Foundations

Some of what follows repeats what has been said above but provides
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more detail for the interested reader.

In the late 1960s, Congress introduced the private foundation rules
into the Internal Revenue Code. Congress was concerned that some
charities were controlled by only a few people who were using these
groups to improperly advance their private interests. In these
circumstances, such charities were abusing their exempt status.
Generally, under the private foundation rules, section 501(c)(3)
groups that receive support from relatively few sources are deemed to
be private foundations, and private foundations are more closely
regulated than those 501(c)(3) groups that are not private
foundations. Usually, these latter groups, which we call public
charities in this text, are 501(c)(3) groups which receive broad public
support.

Generally, if a group is deemed to be a private foundation,
philanthropies will be less likely to make grants to it. Furthermore,
individuals are less likely to contribute to private foundations real and
tangible property and securities not listed on a public market. In
addition, private foundations must pay a small excise tax on their
investment income. Private foundations are also subject to strict self-
dealing rules and subject to a virtual prohibition on lobbying activities.
All charities that are exempt from federal income taxation under
section 501(c)(3) of the Code are then classified as public charities or
private foundations pursuant to section 509 of the Code. As just
noted, classification as a public charity or private foundation may be of
critical importance to donors of every kind. 501(c)(3) groups that
qualify under subsection 509(a)(1), (2) or (3) of the Code are not
private foundations.! (Otherwise stated, they are public charities.)

509(a)(1) groups are divided into (1) what we refer to as per se
organizations, namely, schools, churches, and hospitals, and (2) those
organizations which normally receive a substantial part of their support
from what is referred to as public support. For the latter group, public
support consists of support from governmental agencies and
community foundations and contributions from the general public to
the extent that they do not exceed 2% of total support. In effect a
fraction is set up, called the public support fraction, and if the public
support fraction is 1/3rd or more, the group passes the “mechanical”
public support test and needs show no more. If, however, the group
has a public support fraction of more than 10% but less than 33 1/3%,

" A 501(c)(3) group that qualifies as a public charity under subsection 509(a)(1), (2)
or (3) is still a 501(c)(3).



and it can show sufficient “facts and circumstances” pointing to its
public nature, such as conducting a program to garner boarder public
support, having a board made up of governmental officials and letting
its facilities be used by the pubilic, it will pass the public support test
and qualify as a 509(a)(1) group. Note that for 509(a)(1) groups,
exempt function income (e.g., income from tuition or ticket sales) and
capital gains are excluded from both the numerator and denominator
of the public support fraction. Unusual grants, such as a one-time
start-up grant, are also excluded from the numerator and denominator
of the public support fraction. As noted above, organizations that are
public charities under 509(a)(1) check the box at Line 7 of Schedule
A’s Part 1.

509(a)(2) groups are organizations that normally receive a substantial
part of their support from exempt function income, grants from
governmental agencies and contributions from the public. Here are
some of the ways a 509(a)(2) differs from a 509(a)(1) group: For a
509(a)(2) group, the numerator of the public support fraction includes
gross receipts from exempt function income in both the numerator and
denominator. Note, however, that if any such exempt function receipt
exceeds $5,000 or 1% of total support for the year, it will not be
included in the numerator to the extent of such excess. (Exempt
function income refers to income a filer receives for performing its
exempt function, such as a school charging tuition or a theatre selling
tickets, or a social service group charging fees for its services.)
Furthermore, the public support fraction must equal at least 33 1/3%,
i.e., no 10% “facts and circumstances” test is available. In addition,
investment income plus certain net unrelated business income for a
509(a)(2) group cannot exceed 33 1/3% of support. Finally, for a
509(a)(2) group, contributions from “disqualified persons” are not
included in the numerator. Disqualified persons include directors and
officers or family of such persons and “substantial contributors.” A
substantial contributor is anyone who has contributed an aggregate
amount of more than $5,000 if such amount is more than 2% of total
contributions received by the organization before the close of its fiscal
year. Note that it is 2%, etc., of all contributions ever received by the
organization rather than 2% total of support received during the
taxable year, as is the case under 509(a)(1). As noted, organizations
that are public charities under 509(a)(2) check the box at Line 9 of
Schedule A.

We have noted that so long as an organization normally receives the

right amount of public support, it will qualify as a public charity. An
organization will be considered as normally receiving such support for
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its current year and the next one if, for the five years immediately
preceding the current year, it met the applicable public support test.

Schedule A Part II:
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Part IT of Schedule A by columns and rows shows the nature of
support the filer qualifying under 509(a)(1) has received for the past
five years. Line 14 reports the filer’'s public support fraction
(percentage). If it is 33 1/3% or higher, the filer can be assured of
being a public charity for the next two years. If the filer’s public
support fraction is 10% or more but less than 33 1/3%, but claims to
have passed the “facts and circumstances” test, it will mark the box
at Line 17 and explain in Part IV of Schedule A how it met the “facts
and circumstances” test. In these circumstances the filer can also be
assured of being a public charity for the next two years.

Similar to Part II of Schedule A, Part III by columns and rows shows
the nature of support the filer qualifying under 509(a)(2) has received
for the past five years. Line 14 reports the filer’s public support
fraction (percentage). If it is 33 1/3% or higher the filer can be
assured of being a public charity for the next two years. Recall that
for the 509(a)(2) there is no “facts and circumstances” test.

As noted above, a high public support fraction means that the filer
receives support from a wide variety of public sources and a reader
may take this as an indication of broad support for the group.

In terms of avoiding private foundation status, it doesn’t really matter
whether a 501(c)(3) qualifies as a 509(a)(1) or a 509(a)(2).

509(a)(1) has the advantage of not having to meet the 33 1/3% public
support test. Since, if a group has a public support fraction of at least
10% and meets the facts and circumstances test, it will qualify as a
public charity. On the other hand, if a group with a good amount of
exempt function income, such as a theater will receive from ticket
sales, it might qualify under 509(a)(2), since 509(a)(2) takes into
account exempt function income into the equation.

509(a)(3) groups, called supporting organizations, are attached to
509(a)(1) or (a)(2) groups. Generally, these groups must be set up to
benefit and must be controlled by the supported organization, i.e., the
509(a)(1) or (a)(2) groups to which they are attached. 509(a)(3)
groups do not need to meet any public support test and at the same
time enjoy all the advantages of a public charity.
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Chapter 10
Does the Filer Lobby? & About the 501(h) Election

A number of nonprofit groups advocate for changes in public policy
and as part of their advocacy efforts engage in lobbying. The term
“lobbying” refers to attempts to influence legislators (or those who
work with them) or to support or oppose the enactment of some
legislation. It may be done by directly contacting legislators (direct
lobbying) or by asking others to contact them (grassroots lobbying).
Organizations exempt under section 501(c)(3) are permitted to
engage in some lobbying, but if they do too much they may jeopardize
their tax-exemption. Line 4 of Part IV (Checklist of Required
Schedules) page 3 asks whether the filer engaged in lobbying
activities. If the filer answers “Yes,” it must complete Schedule C, Part
II1.

Thus, if a reader of a filer's Form 990 wanted to know more about the
filer's lobbying activity, she could do so by reviewing Part II of
Schedule C. There are several reasons why a reader may be
interested in learning whether a filer has engaged in lobbying activity.
The reader may think, for example, that groups like the filer ought not
only help people but in addition should advocate for changes that will
address the problems that caused its clients to need help. Or a reader
might have different ideas and believe that groups like the filer ought
to stay completely clear of the political process and thus not engage in
lobbying activity. In some cases a filer may be a group that advocates
for a position or positions with which the reader disagrees. She may
then want to know the extent of its lobbying activity.

Organizations complete Part II-A of Schedule C if they have chosen,
under section 501(h), to have the question of whether they have
engaged in a permissible amount of lobbying decided by how much
they spend on lobbying. Groups who have not so chosen the 501(h)
election must complete Part II-B. (See below for more about the
section 501(h) election.) For those filers who have completed Part II-
A, a reader, by examining this part, can learn the total amount the



filer spent on lobbying (Line 1c) and of this total amount, how much
was spent on grassroots lobbying (Line 1a) and how much on direct
lobbying (Line 1b). Lines 2c and f of Part II-A also report these
amounts for the past four years. By subtracting the amount reported
at Line 2f (grassroots lobbying expenditures) from the amount
reported at Line 2c (total lobbying expenditures) you determine the
amount of direct lobbying expenditures for the year in question.

As noted, those organizations that have not chosen to have the
question of whether they have engaged in a permissible amount of
lobbying decided by how much they spend on lobbying must complete
Part II-B of Schedule C. By examining this part a reader can learn a
fair amount about the filer's lobbying activities, including whether it
used volunteers, paid staff, media advertisements and the like.

Organizations exempt under section 501(c)(3) are prohibited from
participating or intervening in any campaign on behalf of, or in
opposition to, any candidate for political office, and, if they do so, a
10% tax is imposed on such activities. Part I-B of Schedule C reports
the amount of such tax paid, if any.

More about Section 501(h) Election

For an organization to remain eligible for tax-exempt status under
section 501(c)(3), it must not engage in too much lobbying activity.
Section 501(c)(3) provides in relevant part that an organization shall
be eligible for tax-exemption so long as “... no substantial part of the
activities of which is carrying on propaganda, or otherwise attempting,
to influence legislation (except as otherwise provided in subsection
(h))...”. Since under the “no substantial part” test there is very little
guidance to help section 501(c)(3) organizations know what is too
much lobbying, in 1976 the Congress added subsection (h) to section
501. Subsection (h) generally allows section 501(c)(3) organizations
to elect to have the question of whether they are engaging in too
much lobbying decided on the basis of how much money they spend
on lobbying, i.e., the level of their lobbying expenditures. We will
refer to this election as the “(h) election.” Generally, section
501(c)(3) organizations are permitted under the (h) election to spend
up to 20% of the first $500,000 of their budget on lobbying and
reduced percentages of budget amounts above $500,000 with an
overall cap of $1 million. Of the permissible amounts, only 25% may
be spent on grassroots lobbying. Generally, grassroots lobbying
involves contacting members of the general public and urging them to,



in turn, contact legislators to urge the legislator to act favorably or
unfavorably on some proposed legislation.

The (h) election provides very clear guidance as to what is and is not
lobbying. Its rules are liberal in the sense of characterizing activity
which might be considered lobbying if a group has not made the
election, as not constituting lobbying.

Many close observers of the nonprofit sector think that groups that do
lobbying at any significant level are well advised to make the election.
It appears, however, that few have done so.
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Expansion: Section 4958
(the “Intermediate Sanctions” Rule)

Since the mid-1990s, an Internal Revenue Service rule addressing the
problem of improper payments to certain individuals has been in effect. This
rule is sometimes referred to as the “intermediate sanctions” rule. Before
this rule about the only sanction the IRS had when a section 501(c)(3)
improperly transferred assets to a private interest was to revoke its
exemption. In many cases this was believed to be too extreme. The new
rule provides a sanction between doing nothing and revoking an
organization’s tax-exemption.

This rule, prescribed under section 4958 of the Code, imposes a tax on
“disqualified persons” on the “excess benefit” they have received from an
“excess benefit transaction.” A tax is also imposed upon board members
who approved the transaction knowing it was an excess benefit transaction.
An excess benefit transaction is one in which a disqualified person receives
more from a section 501(c)(3) organization than she provides to the
organization.

Thus, if a 501(c)(3) nonprofit organization provides its executive director
with a compensation package that is far higher than that received by other
persons in comparable organizations in the same geographical area who are
performing services comparable to those performed by the executive
director, it may be found that the executive director has been paid an
unreasonable or excessive compensation and a tax may be imposed on the
executive director under section 4958 of the Code. Generally the tax will be
on the amount of the compensation package that was excessive. In some
cases a tax will also be imposed upon members of the board of the nonprofit
who approved the compensation package. An excessive compensation
payment is called an “excess benefit transaction” under 4958.

As will be explained below, a payment of excessive compensation is just one
kind of excess benefit transaction. For anyone reviewing a filer's Form 990
to determine what it reveals about the filer's performance, it will be of
obvious interest to learn that the filer has engaged in an excess benefit
transaction. Line 25a in Part IV on page 4 asks whether the filer engaged in

-1-



any excess benefit transaction during the year and Line 25b asks whether it
became aware of any excess benefit transaction for a prior year. If the filer
answers either of these questions “Yes,” it must complete Schedule L.
(Schedule L is discussed in Chapter 8.)

Here is a hypothetical example. Suppose a 501(c)(3) organization pays its
executive director $500,000 when the compensation for persons in
comparable positions in the same geographical area is $300,000. The
executive director would be a disqualified person, and if the IRS determined
than an excess benefit transaction had occurred, a tax of 25% on the excess
benefit (viz., $50,000) would be imposed on the executive director. If the
executive director did not return the $200,000 to her organization on the
earliest of the date she was notified of the tax or the date when the 25% tax
was assessed, she would be subject to a second-tier tax of 200% (viz.,
$400,000). Each board member who approved the compensation knowing it
was an excess benefit transaction would be subject to a tax of 10%
($20,000). There would be no second-tier tax on board members.

A “disqualified person” is defined as any person who is in a position to
exercise substantial influence over the affairs of the organization. The
Treasury Regulations under section 4958 define disqualified persons as
including (1) board members, (2) presidents, chief executive officers or chief
operating officers, (3) treasurers and chief financial officers, and (4) those
others who facts and circumstances tend to show have substantial influence
over the affairs of the organization.

What constitutes excessive or unreasonable compensation? For this
question the Treasury Regulations under section 4958 are helpful. Here is
what they say about reasonable compensation:

The value of services is the amount that would ordinarily be paid for
like services by like enterprises (whether taxable or tax-exempt)
under like circumstances (i.e., reasonable compensation). Treas.
Regs. §53.4958-4(b)(1)(ii).

Thus, generally speaking, to determine whether someone’s compensation is
reasonable, a comparison should be made of the compensation being paid to
persons doing similar jobs in similar enterprises in the same geographical
area.

If compensation is listed at Part VII of the Form 990 on page 7 which
appears to a reader to be so high as to raise some question as to whether it
might be excessive, it is likely that the filer may have developed some
documentation supporting the compensation’s reasonableness in order to
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comply with safe-harbor provisions (mentioned immediately below) of the
4958 regulations. A reader could request to see this documentation. It may
be that the organization would comply with her request. It would not be
legally required to. But such failure to comply in itself may be significant to
the reader. Under the section 4958 Treasury Regulations, compensation
arrangements between an organization and a disqualified person are
presumed to be reasonable if the following conditions are satisfied. First,
the board or a committee of the board has approved in advance the
compensation without the disqualified person taking part in the vote.
Second, the governing body awarding the compensation relied upon data as
to comparable salaries. And third, the board adequately and
contemporaneously with its decision documented the basis for its
compensation award. Thus, as suggested, documentation supporting the
compensation’s reasonableness may be available.

A reader of the Form 990 may be interested in compensation information
generally not to determine whether a filer has paid anyone excessively. For
example, a nonprofit may be canvassing a number of similar organizations
to learn what they are paying their respective executive directors. This has
become an easy task now that organizations’ Forms 990 are available on the
internet. Furthermore, if any one or more of these organizations had
prepared the documentation just described and were willing to share it with
others, it would be very helpful for this inquiry.

The payment of excessive compensation is not the only type of excess
benefit transaction. Any payment by a 501(c)(3) nonprofit to a disqualified
person in which the nonprofit organization gets back from the disqualified
person less in value than it paid the disqualified person would be an excess
business transaction. Thus, many self-dealing transactions between board
members and the nonprofits on whose board they sit may be excess benefit
transactions. For example, if a board member sells a building to his
nonprofit for $700,000 whose fair market value at the time of sale was only
$400,000, this would be an excess benefit transaction and presumably a tax
would be imposed on the $300,000 excess benefit. Self-dealing transactions
are discussed at Chapter 8.
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Expansion: Endowments

Part V (Endowment Funds) of Schedule D (Supplemental Financial
Statements) includes information on the filer's endowments. As shown
in Chapter 7, Part X (Balance Sheet) contains some information on
endowments. Schedule D’s Part V provides additional information on
endowments - information that was not elicited in Forms 990 before
its expansion in 2008.

Part V of Schedule D:

Endowment Funds. Complete if the organization answered “Yes® 1o Form 930, Part IV, line 10.
{8) Curmont year (B} Prior year {¢) Two years back | (d) Throe years back | (@) Four yaars back

{a Beginning of year balance . . .
b Contributions . . . . . . .
¢ Net investrment earnings, gains, and
josges . . . . . . . . . .

d Grantsorscholarships . . . .

e Other expenditures for faciities and
programs . . . . . . . . .
Administrative expenses . . . .
End of yaar balance . . . . .
Provide the estimated percentage of the year end balance held as:
Board designated or quasi-endowment » %

Term endowment P %
Ara there andowment funds not in the possassion of the organization that are held and administered for the
organization by: Yes | No
) unrelatedorganizations . . . . . . . . . L . L L . L L L 3afi)
(i) relatedorganizations . . . . . . . . . . L . L 0 L0 L L 0L L. [3afii}
b if “Yes” to Jaffi), are the related organizations listed as required on Schedule R? . . . . . . . . . 3b |
4  Describe in Part XIV the intended uses of the organization's endowment furids,

f
g
2
a
b Permanent endowment B %
c
3a

Generally, endowments are funds set aside to generate income that
will be used to support the filer. Schedule D reports on three types of
endowments: (1) permanent endowments, (2) term endowments and
(3) quasi-endowments or board-restricted endowments.

Permanent endowments - Permanent endowments are the funds
that are set aside (the principal) to be held in perpetuity with the
income generated from the principal being used to support the filer.!

t Here is how the Instructions to Schedule D define the term permanent endowment:
“Permanent (true) endowments are funds maintained to provide a permanent source
of income, with the stipulation that principal must be invested and kept intact in
perpetuity. While only the income generated can be used by the organization.” The
Glossary to the Instructions defines the term this way: “Endowment funds that are
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What constitutes income is a vexing and complicated question. For
these purposes (and this goes for what will be said about term
endowments below) income refers at least to the income generated by
investing the principal, such as interest and dividend payments. It
may also include the gains (realized or unrealized) on the principal’s
underlying investments. What income means depends, of course, on
what the donor of the endowment specified in the gift instrument and
it may also depend on state law. Where the gift instrument is silent on
the subject, some states now allow boards to appropriate from an
endowment fund whatever portion of the fund they deem prudent
where for these purposes the duration and the goal of preservation of
the endowment fund is a principal constituent of prudence. Permanent
endowments can be established to provide the filer (in perpetuity) with
general support or for some specific purpose, such as to help (in
perpetuity) to provide financing for a scholarship. As noted in Chapter
7, permanent endowments are reported at Line 29 (permanently
restricted net assets) of the Balance sheet at Part X of the core Form
990.

Generally a permanent endowment is a good thing. It may supply a
steady source of income year after year. If the permanent endowment
is large, it may generate a fair amount of income. You can ascertain
the size of a permanent endowment by looking at the amount reported
at Line 29(B) of Part X of the core Form 990.2 There is no way of
telling for what purposes the income from the permanent endowment
is to be used, for example, whether the income is to be used for
general support or to support a specific component of the filer’s
activities, such as a scholarship. Of course, if the income is to be used
to support a specific component of the filer’s activities, to the extent of
that support, general support income need not be allocated to the
component and is thus presumably available for general support.

Term endowments - Term endowments are funds that are set aside
(the principal) to be held for a period of time (determined by the

maintained to provide a permanent source of income with the stipulation that the
principal be invested and kept in tact in perpetuity while only the income generated
can be used by the organization. See SFAS 117.” Here is SFAS 117's definition:
“Endowment funds generally are established by donor-restricted gifts and bequests
to provide a permanent endowment, which is to provide a permanent source of
income ... . The principal of a permanent endowment must be maintained
permanently - not used up, expended or otherwise exhausted - and is classified as
permanently restricted net assets.”

* You can also determine the size of a permanent endowment by multiplying the
percent reported at Line 2b of Part V of Schedule D by the amount reported at Line
1g of Part V.



donor) with the income generated from the principal being used to
support the filer.> For example, a term endowment might involve a
gift that provides that the endowment be maintained for the life of the
donor with the income being spent to provide general support to the
filer and that the principal revert to the filer as unrestricted assets on
the donor’s death. Or a term endowment might be a gift to an
endowment stipulating that the income generated by the endowment
be used to support a building project. Typically the gift will further
stipulate that on the completion of the project the principal of the term
endowment becomes available to the filer to be used in accordance
with the gift’s terms. Term endowments are reported at Line 28
(temporarily restricted net assets) at Part X of the core Form 990.

Quasi-endowments or board-designated endowments - Quasi-
endowments or board-designated endowments are funds set aside in a
special fund by the filer's board pursuant to a board resolution. They
are like endowments since it is only the income they generate that can
be spent. They are unlike permanent and term endowments as the
board can for any reason end its restriction and remove any funds
from the quasi-endowment at any time it chooses.* There is no

? Here is how the Instructions to Schedule D define the term term endowment:
“Term endowments are endowment funds ... maintained to provide a source of
income for either a specified period of time or until a specific event occurs.” The
Glossary to the Instructions defines the term this way: “An endowment fund ...
maintained to provide a source of income for either a specified period of time or until
a specified event occurs. See SFAS 117.” Here is SFAS 117’s definition:
"Endowment funds generally are established by donor-restricted gifts and bequests
to provide a ... term endowment, which is to provide income for a specified period. ...
The principal of a term endowment must be maintained for a specified period and is
classified as temporarily restricted net assets.” It may be noted that the IRS
definition is couched in terms of “either a specified period of time or until a specific
event occurs.” An example of the latter might be that the endowment be maintained
to pay income to support visiting scholars until their work is done and they return
home. It will be seen that although this latter stipulation is phrased in terms of the
happening of a specified event (the scholars' work is finished), it is in fact for a
specified period.

4 Here is how the Instructions to Schedule D define the term quasi-endowment:
“Board-designated endowments, or quasi-endowments, are endowments established
by the organization itself, either from unrestricted donor or organizational funds,
over which the organization itself imposes restrictions on their use, and which
restrictions can be temporary or permanent in nature. See SFAS 117 (ASC 958-205-
45).” The Glossary to the Instructions defines the term quasi-endowment this way:
"An endowment fund established by the organization itself, either from unrestricted
donor or organizational funds, over which the organization itself imposes restrictions
on their use, and which restrictions can be temporary or permanent in nature. These
funds are sometimes referred to as board-designated endowments. See SFAS 117
(ASC 958-205-45).” Here is SFAS 117’s definition: “An organization’s governing
board may earmark a portion of its unrestricted net assets as a board-designated
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special line on Part X (Balance Sheet) of the core Form 990 for quasi-
or board-designated endowments. They are reported at Line 27
(unrestricted net assets) at Part X of the core Form 990, included
along with a lot of other funds, as unrestricted assets. The expanded
Form 990 in Schedule D marks the first time information has been
collected on board-restricted endowments.

The presence of a board-designated endowment may mean a couple of
things. First, that the board concluded that the filer had sufficient
revenues for operating purposes to justify setting aside some
unrestricted assets in a board-designated fund. This may be taken to
reflect positively on the filer’s financial condition and on the prudence
of the board. It might also mean that the board has set funds aside
for a future project(s) or some special expenditure(s). It might be of
interest to the reader to find out which of these alternatives is the case
and, if the latter, what the project is. This would require contacting
the filer.

In considering Part V of Schedule D, perhaps the first thing to
determine is what kinds or types of endowments the filer has. This
can be done by looking at Line 2 of Part V where the filer reports its
estimate of the percentage (if any) of each kind of endowment. Thus,
at Line 2a the filer reports the percentage of the balance of all
endowments at the end of the year made up by board-designated or
quasi-endowments and at Line 2b a similar percentage for permanent
endowments and at Line 2c a similar percentage for term
endowments. So this tells you what types of endowments the filer
has. Line 1g reports the balance of all endowments at the end of the
year, so by multiplying the percentage estimate at Line 2 of a
particular type of endowment by the amount reported at Line 1g you
can determine the size of that endowment. For example, if the filer
reported $500,000 at Line 1g and 80% at Line 2b, you could deduce
that tshe filer held $400,000 in permanent endowments at the end of
year.

It may be of interest to know whether the amount of an endowment
has increased or decreased during the year. If you have access to the

endowment (sometimes called funds functioning as endowment or quasi-
endowment) to be invested to provide income for a long but unspecified period. The
principal of a board-designated endowment, which results from an internal
designation, is not donor restricted and is ciassified as unrestricted net assets.”

* Presumably this would be the same or similar to the amount reported at Line 29(B)
of Part X of the core Form 990. Line 29(B) of Part X reports the amount of
permanently restricted net assets at hand at the end of the year.
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filer's Form 990 for the year before the one you are examining, you
can determine the estimates of the amount the filer had on hand at
the end of the earlier year of the various kinds of endowments. To
save space we will refer to the earlier year as Year 1 and the year of
the year of the Form 990 you are examining as Year 2. (Before
proceeding keep in mind that a filer may only have one kind of
endowment and if so only one percentage will be listed.®) So by
multiplying Lines 2 a, b and ¢ (assuming the filer holds all three types
of endowments) by the amount reported at Line 1g of Schedule D of
the Filer’s Year 1 Form 990, you derive the amounts held by the filer of
each type of endowment at the end of Year 1 which will be the
amounts held by the filer at the beginning of Year 2. And by
comparing the amounts so determined with the similar amounts
determined for Year 2,7 you can ascertain whether the amounts held
by the endowments grew or diminished or remained constant. Of
course, payments such as those to support the program for which the
endowment was established may have been made during the year so
the amount reported at Line 1g will be the net of additions to and
subtractions from the endowments. This will become clearer below.

It may be that the filer will report a different number of kinds of
endowments in the two separate years being examined. If, for
example, Year 1 reported only two kinds of endowments and Year 2
reported three kinds, then you could conclude that the filer had added
a new kind of endowment (the kind that was not reported on in Year
1) during the year (Year 2) being reported on.®

It should be kept in mind, however, that having determined that an
endowment has increased or decreased during the course of the year
does not tell you whether the increase (or decrease) has come about
because of further contributions to (or withdrawals from) the

¢ If it has two kinds of endowments, say permanent and term endowments, then two
percentages will be reported at Lines 2b and ¢c. And, of course, if the filer heid all
three kinds of endowments, amounts will be reported at Lines 2a, b, and c. Below
we will show that it is possible to find out certain things when the filer reports only
one kind of endowment that is not possible when it reports more than one.

7 As suggested this would be done by multiplying Lines 2a, b and c reported at Year
2’s Part V by the amount reported at Line 1g of Year 2's Part V.

* And there are a number of different permutations that work by the same logic.
Thus, if Year 1 reported three different kinds of endowments and Year 2 reported
two, you could conclude that one kind of endowment terminated during the year (the
one for which no percentage is reported in Year 2). Or if Year 1 reported one kind of
endowment and Year 2 reported two kinds of endowments, you could conclude that
the filer added a new kind of endowment in Year 2 (the one for which a percentage is
reported in Year 2 but not in Year 1). And so on.
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endowment or from investment earnings or losses. This information
can be derived from Part V in the case where only one type of
endowment is reported. This may not be an unusual circumstance.
We will explain why this cannot be done if more than one kind of
endowment is reported, after we go through an example involving just
one kind of endowment. If, for example, Part V shows that filer held
only a board-designated or quasi-endowment at the end of the year
(i.e., Line 2a reports 100%) and if Part V of the previous year's Part V
also shows that the filer only held a board-designated endowment,
then any contributions reported at Line 1b will necessarily have been
to that endowment. By like token, if investment earnings (or losses)
are reported at Line 1c, one may assume that those changes are
attributable to the board-designated endowment.® In the case where
the filer reports more than one kind of endowment, this analysis
cannot be made since there is no way of telling, for example, how
much of the contribution amount reported at Line 1b is to be attributed
to which of the two or three kinds of endowments. A similar analysis
to that just made for the case where the filer holds only a board-
designated endowment can be made if the filer holds just a permanent
endowment or just a term endowment.°

It may be taken as a positive sign if contributions have been made to
any of the filer's endowments. If a contribution has been made to a
board-designated endowment, it suggests that the filer has available
to it additional funds that can be set aside and this portends financial
health. Contributions to a permanent endowment may also be taken
as an encouraging sign, as is usually the case with contributions to a
term endowment.

To close, we consider the spending side of the endowment equation.
Line 1d of Part V reports the amounts spent from endowment income
on scholarships or grants. As we are not considering the Forms 990
file by philanthropies - such entities usually file a Form 990 PF - it will
presumably be scholarships that are reported at Line 1d, and this
would more likely be the case if the filer were an educational
institution. (In some cases, however, non-philanthropy 501(c)(3)
nonprofits may make grants.) If the filer reports only one type of

° It may be that a filer has more than one board-designated endowment. In such
case, Part V would only provide information on the aggregate of such endowments.
We believe, however, that it is very rare that a filer would have more than one
board-designated endowment.

' Unlike board-designated endowments, however, it may be that the filer holds more
than one permanent or term endowment.
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endowment at Part V, one may deduce that the payments reported at
Line 1d were from that endowment.!!

Line 1e reports the amount spent from endowment income during the
year on facilities and programs. It also reports the amount that a
board has taken out (divested) of the principal from a board-
designated endowment. In the case of permanent and term
endowments this refers to the objects that the gift instrument that set
up the endowments specified what the income should be used to
support, e.g., the conduct of a particular program or the construction
or support of a facility. In the case of a board-designated endowment
the amount reported would either be the income from the endowment
spent on the endowment’s object or the amount of principal withdrawn
(divested) by the board. If more than one kind of endowment is
reported, there is no way of knowing how the amount reported at Line
1e should be allocated among the endowments. If only one
endowment is reported, obviously the amount can be attributed to that
endowment. In the case where only a board-designated endowment is
reported, there is no way of knowing whether the amount reported
relates to income expenditures or divestment of principal.*?

' If the filer reported two or more kinds of endowments, say a term and a
permanent endowment, there would be no way of telling whether the payments were
made from one or more endowments and, if from more than one, how the amount
reported at Line 1d should be allocated between the endowments.

? Line f reports administrative expenses charged to the income of endowments. This
relates to such things as accounting and financial management expenses. In most
cases the amount will be small or nothing will be reported. If the amount is large,
perhaps it bears attention. Again, if more than one endowment is reported, there is
no way of knowing how much of the reported expenses are to be attributed to which
endowment,



NONPROFIT

Expansion: Part VIII (Statement of Revenue)

As noted in Chapter 4, Part VIII (Statement of Revenue) on page 9
breaks down the revenue information reported in the Revenue subpart
of Part I on page 1. Below we suggest how to read Part VIII.

Line 1 (Contributions, gifts, grants and other similar amounts) divides
the amount reported at Line 8 of Part I into six categories.

Line 1a (Federated campaigns) reports income received indirectly
from the public via federated campaigns (e.g., United Way
campaigns).'

Line 1b (Membership dues) reports dues paid by members for which
the member receives no goods or services in return and which are
generally deductible by the members as charitable contribution
deductions. The fact that the filer receives contributions from
members does not necessarily mean it is a membership nonprofit
organization (i.e., one where the members annually elect the board
of directors). If the filer answers “Yes” to Line 6 of Section A of Part
VI on page 6 (see Chapter 3), asking whether the filer has
members, it may be assumed that it is such a membership
organization.” If the filer answers “No” it will usually be the case
that the membership program is being used to raise contributions
for the filer. If the filer reports a significant amount on this line, it
might be inferred that it has a large membership base (which in
itself may suggest it is doing something of value) that provides a

' As explained in Chapter 9, federated campaign money, because it generally goes
into the numerator of the public support fraction, is useful for helping produce a high
public support fraction that helps the filer qualify as a public charity rather than a
private foundation. Furthermore, if the reader has access to several Forms 990 of
the filer and they all reported income on this line, it might be concluded that this will
be a reliable source of income in the future.

* Even if the filer is such a membership organization, it does not mean that the
members who pay annual dues (as well as electing the filer's board of directors each
year) receive something of value back from the filer so that their dues payments
would not be considered charitable contributions but rather program service revenue
(see discussion of Line 2 below).



reliable source of income each year. These conclusions would be
reinforced if the reader had access to several Forms 990 of the filer
and they all reported significant amounts on this line. As noted
below in our discussion of Line 2, if a member receives something
back from the filer in return for his or her or its dues, the revenue
will be considered program service revenue.

Line 1c (Fundraising events) reports the amount of money raised at
fundraising events that generally was eligible for the charitable
contribution deduction by those who contributed the money, that is,
money contributed for which the contributor received nothing back
in return. It may be that the contributor did receive something of
value back in return from the filer (e.g., a dinner). That amount
would be subtracted from the total amount paid and what was left
could be taken as a deduction and reported on this line.
Nondeductible amounts would be reported on Line 8. See material
on Line 8 below. If the filer reports a significant amount on this line,
it might be inferred that the filer through the holding of fundraising
events has developed a reliable source of income (as well as
suggesting that it is doing something of value). These conclusions
would be reinforced if the reader had access to several Forms 990 of
the filer and they all reported significant amounts on this line.

Line 1d (Related organizations) reports on the amount of money
received from related organizations. A related organization might
be a subsidiary or parent of the filer or an organization that supports
the filer or that the filer supports. Related organizations are
explained in more detail in the Expansion on Related Organizations.
In most cases nothing will be reported on this line. If a substantial
amount is reported, it will suggest that to fully understand how the
filer operates it may be necessary to find out more about its
relationship with the related organization(s).

Line 1le (Government grants (contributions)) reports the amount
received from government agencies. These are grants which are
like grants from private philanthropies in so far as the purpose of
the grant is to enable the filer to provide benefits to the public
rather than to the government agency that made the grant. In
many cases these grants will be called contracts. Despite the fact
that they are called contracts, for the reason just given, in most
cases income from government contracts is to be reported on this
line. If a government agency makes such a grant to (or contract
with) the filer it may be concluded that it is likely that the agency
thinks well of the filer and this may be significant to the reader.
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Some nonprofits receive most of their funds by way of government
contracts and this too will be significant in understanding the nature
of the filer. One can usually tell whether the filer received a large
proportion of all of its revenue from the government by looking at
this line.

Line 1f (All other contributions gifts, grants and similar amounts not
included above) primarily reports on the amounts received as
contributions from individuals and grants from private
philanthropies. This is the same amount that is reported at Line 8
(Contributions and grants) of Part I on page 1. See the discussion
at Chapter 4 regarding contributions income and program service
revenue and the discussion below at the end of Line 2.

Line 1g (Noncash contributions included in lines 1a-1f) reports the
dollar value of gifts in kind. Such amounts are not considered
revenue for Form 990 purposes. If the amount exceeds $25,000,
the filer must complete Schedule M (Non-Cash Contributions) and
answer “Yes” to Line 29 of Part IV.

Line 1h (Total. Add lines 1a-1f) reports the total of the above and is
the same amount as is reported at Line 8 of Part 1.

Lines 2a-e (Program service revenue) reports on the filer’s five largest
sources of program service revenue. Line 2f reports all other program
service revenue. Generally program service revenue is revenue
derived from charging for services (and in rare cases goods). These
revenues are divided into two major categories: related income
reported at column B (Related or exempt function income) and
unrelated income reported at column C (Unrelated business revenue).
Related or exempt function income refers to income derived from
pursuing the filer's exempt purposes. Ticket sales income received by
a nonprofit arts organization or tuition received by a school are
examples. Fees charged for services by a helping organization is
another example. Also, as noted above in our discussion of Line 1, if a
member receives something back from the filer in return for his or her
dues (such as regular reports of information), the revenue will be
considered program service revenue. Unrelated business revenue
refers to income received from activities that have nothing to do with
achieving the organization’s exempt purpose and are conducted for the
most part merely to raise funds to support the organization’s exempt
activities. An example would be a nonprofit that published a journal
that ran advertising for products having nothing to do with the
nonprofit’'s exempt purpose. In this case, the filer would be required
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to file a Form 990-T and report the amount of the unrelated business
income on which a tax would be imposed.

As noted, exempt function income for a listed activity is reported as
part of total revenues at column A and at column B and unrelated
business income is reported as part of total revenues at column A and
at column C.? Most filers do not have unrelated business income. If
they do and it exceeds $1,000 they are required to file a Form 990-T.
While a filer does not have to make available its Form 990-T, if it
reports a considerable amount of unrelated business income, the
reader may want to request a copy from the filer.

In boxes to the right of the Lines 2a-f the business code for the
activity listed is to be reported. These codes are not found in the
Instructions for the Form 990 but rather in the Instructions for the
Form 990-T. On the last page of the Instructions for Form 990-T there
are listed, under the title "Codes for Unrelated Business Activity," over
200 codes covering various activities (e.g., code 443120 is for
computer and software stores and code 445100 is for grocery stores).
Even if the listed activity is not an unrelated business activity (which
will be the case in most instances) the filer is required to list a
business code for the activity.

In Chapter 4 it was suggested that the distinction between donative
nonprofits (those that rely primarily on contributions) and
entrepreneurial nonprofits (those that rely primarily on charging for
their services) might be of interest. If an inspection of Line 2 (and
Line 9 of Part I) reveals that the filer gets most of its income from
program service revenue, it may be concluded that it is an
entrepreneurial nonprofit. (And if it gets most of its income from
contributions reported on Line 1 (and Line 8 of part I), it may be
concluded that it is a donative nonprofit.)

Line 2g (Total. Add lines 2a-2f) reports the total of the above and is
the same amount as is reported at Line 9 of Part I.

* Some unrelated business income is excluded from taxation. For example, if
volunteers run the unrelated business its income will be exciuded from the unrelated
business income tax. So also if the income is derived from the sale of goods that
were donated to the filer. The amounts of such excluded income is reported in
column D (Revenue excluded from tax under sections 512, 513, or 514) as well as
part of total revenues at column A.



Line 3 (Investment income including dividends, interest, and other
similar amounts)) reports dividends and interest income and income
from the disposition of capital assets. The amount would be reported
as part of total revenues at column A and at column D. It would be
reported at column D because dividend and interest income and
income from the disposition of capital assets is excluded from
unrelated business taxable income under section 512(b) of the Internal
Revenue Code.* This kind of income is usually derived from savings
(kept in a reserve) or from endowments. See the Expansion on
Endowments for discussion of endowments and the like. A significant
amount of such income will usually reflect endowments and reserves
of a considerable size. This can be verified by looking at Line 29
(Permanently restricted net assets) of Part X, and Part V (Endowment
Funds) of Schedule D. Large amounts of such income and such assets
usually means a steady source of income from these sources,
uninfluenced by the whims of funders, and that can be a good thing in
terms of the filer’s future financial viability.’ The amount reported at
Line 3 is combined with the amounts reported at Lines 4 and 7d and
reported at Line 10 (Investment income) of Part 1.

Line 4 (Income from investment of tax-exempt bond proceeds) reports
investment income received from investing the proceeds of tax-
exempt bond issues. This has to do with a government agency issuing
tax-exempt bonds where, for example, the proceeds are turned over
to a section 501(c)(3) organization to support its exempt activity. If
the interest paid to the 501(c)(3) organizations from its investing the
proceeds of the bonds is higher than the interest paid on the bonds,
the bonds may lose their tax-exempt status and this line is designed to
alert the IRS to what may be problem. The rules are complicated and
the instances of these transactions are rare and further comment is
beyond the scope of this paper. The amount reported at Line 4 is
combined with the amounts reported at Lines 3 and 7d and reported at
Line 10 (Investment income) of Part I.

Line 5 (Royalties) reports royalty income from the licensing of the use
of (usually intangible) property such as a nonprofit theatre licensing to
a for-profit theatre the production rights to a play it owns. The
amount would be reported as part of total revenues reported at
column A and at columns C or D depending on whether or not the
income is excluded from unrelated business taxable income under

* In rare cases some of such income might be included under column B (Related or
exempt function income) or column C (Unrelated business revenue).

* This conclusion would be reinforced if the reader had access to several of the filer's
recent Forms 990.



section 512(b) of the Internal Revenue Code.® The amount reported at
Line 5 is combined with the amounts reported at Lines 6d, 8¢, 9¢, 10c
and 11le and reported at Line 11 (Other revenue) of Part 1.

Line 6 deals with income from investments in real and personal
property. Real property income refers to rent received from renting
space. Personal property income refers to rent received from renting
items like machinery, usually rented along with a space rental.

Line 6a (Gross rents) reports the gross rent received broken down
between real (column (i)) and personal property (column (ii)).
(There are special rules for apportionment when the property rented
includes both real and personal property.)

Line 6b (Less: rental expenses) reports the expenses incurred in
connection with the rental of such property.

Line 6¢ (Rental income or (loss)) reports the net amount of such
income (Line 6a - Line 6b = Line 6c) allocated between real (column
i) and personal (column ii) rental income.

Line 6d (Net rental income or (loss)) reports under column (A)
(Total Revenue) the sum of the amounts reported at Line 6¢ column
(i) and (ii). Generally rental income from real property is excluded
from the unrelated business income tax under section 512(b) and
that part reported in column (A) relating to such income would be
reported at column (D) (Revenue excluded from tax under sections
512, 513 or 514). Generally rental income from personal property
is included in unrelated business income tax and that part reported
in column (A) relating to such income would be reported at column
(C) (Unrelated business revenue).” The amount reported at Line 6d
is combined with the amounts reported at Lines 5, 8¢, 9¢, 10c and
11e and reported at Line 11 (Other revenue) of Part I.

Large amounts of such income can mean a steady source of income
from these sources, uninfluenced by the whims of funders, and that
can be a good thing in terms of the filer’s future financial viability.

¢ In most cases royalty income is not subject to the unrelated business income tax.
In rare cases (where, for example, it is received from a for-profit subsidiary) it may
be.

" There are special rules for apportionment when the property rented includes both
real and personal property. In very rare cases some of such income might be
included under column B (Related or exempt function income).
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This conclusion would be reinforced if the reader had access to several
of the filer’s recent Forms 990.

Line 7 deals with the income (or losses) from the disposition of capital
assets. The usual disposition involves the sale of securities and the
amount of these dispositions is reported in column (i) (Securities).
Line 7 also includes the sale of such assets as real estate or fixed
assets used by the filer to conduct its activities. Income from these
sales is reported in column (ii) (Other).

Line 7a (Gross amount from sales of assets other than inventory)
reports the total gross sales price of the type of assets in question.

Line 7b (Less: cost of other basis and sales expenses) reports the
cost (or other basis) plus the selling expenses of the type of assets
in question.

Line 7c (Gain or (loss)) reports the net amount of such dispositions
(Line 7a - Line 7b = Line 7c¢).

Line 7d (Net gains or (loss)) under column A (Total Revenue) shows
the sum of the amounts reported at Line 7¢ in columns i and ii.
Generally gains and losses from the disposition of such assets are
excluded from the unrelated business income tax under section
512(b) and would be reported at column D (Revenue excluded from
tax under section 512, 513 or 514). In rare cases, the gains and
losses from the disposition of such assets is included in unrelated
business income tax, and if so, that part reported in column A
relating to such income would be reported at column C (Unrelated
business revenue).® The amount reported at Line 7d is combined
with the amounts reported at Lines 3 and 4 and reported at Line 10
(Investment income) of Part I.

Typically, income from these dispositions does not occur too frequently
and so it is likely that amounts reported here would not reflect too
strongly on the filer's future financial viability.

Line 8 deals with that income from fundraising events for which the
payor of the income is not entitled to a charitable contribution
deduction.

* It is virtually impossible to imagine such income ever being included under column
B (Related or exempt function income),



Line 8a (Gross income from fundraising events (not including $_ _ _
_ of contributions reported on line 1c)) - reports the total amount
paid by participants in fundraising events held by the filer for which
the payors were not entitled to a charitable contribution deduction.
The total amount paid by participants in such fundraising events for
which the payors were entitled to a charitable contribution deduction
would be reported in the parentheses in the title to Line 8a (and on
Line 1c). For example, when someone attends an event and pays,
say $500, and in return for the payment receives certain benefits
such as a dinner and attendance at a performance which benefits
are worth, say $200, because the payor received something worth
(namely, $200) for part of her total payment, $200 of the $500
payment would be reported here and the remaining $300 would be
reported at Line 1c. See material on Line 1c above.

Line 8b (Less: direct expenses) reports the direct expenses incurred
by the filer in putting on the fundraising event, e.g., the cost of the
food and beverage served at a dinner benefit.

Line 8c (Net income or (loss) from fundraising events) reports the
net amount (Line 8a - Line 8b = Line 8c) under column A. In most
cases the income from fundraising events will not consist of
unrelated trade or business income and such amount will also be
reported under column D. In rare cases the income from
fundraising events might consist of unrelated trade or business
income and in such cases such amounts will also be reported under
column C.° The amount reported at Line 8c is combined with the
amounts reported at Lines 5, 6d, 9¢, 10c and 11e and reported at
Line 11 (Other revenue) of Part 1.

If the sum of the amounts reported at Lines 1c and 8a exceeds
$15,000 the filer is required to answer “Yes” to Line 18 at Part IV and
complete Schedule G (Supplemental Information Regarding
Fundraising or Gaming Activities).

Here follows a brief discussion of Schedule G. Line 1 of Part I
(Fundraising Activities) of Schedule G asks about the means the filer
has used to fundraise, e.g., mail, phone, special fundraising events,
etc. Line 2a asks whether the filer had an agreement with any
individual or entity for professional fundraising services. Line 2b
requests the filer to list the ten highest paid of such individuals or

’ In very rare cases some of such income might be included under column B (Related
or exempt function income).



entities who were paid at least $5,000. A table is provided that
elicits various information regarding such professional fundraising
services (e.g., whether the fundraiser had custody or control over
contributions, gross receipts from the activity, amount paid to the
fundraiser, etc.). Line 3 asks the filer to list all the states in which it
is registered to solicit funds. This may give the reader some idea of
the scope of the filer's fundraising and reflects on the likelihood of
its receiving funds from such sources.

Part IT (Fundraising Events) elicits information, event by event, in
tabular form about events in which gross receipts exceeded $5,000.
Revenue data is similar to that reported at Line 8 (gross receipts -
charitable contributions = gross revenue). Direct expenses are
broken down into various categories (e.g., cash prizes, rent/facility
costs, and other direct expenses).

Part III (Gaming) elicits substantial information about gaming. The
instances of gaming transactions are rare and further comment is
beyond the scope of this paper. See following comments on Line 9.

Line 9 deals with revenue from gaming activities such as bingo. There
are complicated rules about whether income from certain games is or
is not subject to the unrelated business income tax (e.g., bingo is not
and instant bingo is). Elucidating such rules is beyond the scope of
this paper.

Line 9a (Gross income from gaming activities) reports the gross
amount from gaming activities.

Line 9b (Less: direct expenses) reports the direct expenses incurred
by the filer in running the gaming activities, e.g., cash prizes, rental
of gaming equipment, compensation paid to callers, etc.

Line 9c (Net income or (loss) from gaming activities) reports the net
amount (Line 9a - Line 9b = Line 9c¢) under column A. This amount
is broken down between gaming income that does not consist of
unrelated trade or business income and is reported under column D
and income from gaming activities that consists of unrelated trade
or business income and is reported under column C.!° The amount
reported at Line 9c is combined with the amounts reported at Lines
5, 6d, 8¢, 10c and 11e and reported at Line 11 (Other revenue) of
Part I.

' 1t will never be the case that such income would be included under column B
(Related or exempt function income).



If the amount reported at Lines 9a exceeds $15,000, the filer is
required to answer “Yes” to Line 19 at Part IV and to complete Part III

of Schedule G (see above).

Line 10 reports income from the sale of inventory items, typically
items the filer makes to sell to others or buys for resale.

Line 10a (Gross sales of inventory, less returns and allowances)
reports the gross income from the sale of inventory, less returns
and allowances.

Line 10b (Less: direct expenses) reports the costs of goods sold
related to the sales of inventory, such as labor and materiais and
supplies consumed, and a portion of overhead. (The Instructions
note: “Marketing and distribution costs are not included in the costs
of goods sold but are reported in column B, Program services
expenses, of Part IX.”)

Line 10c (Net income or (loss) from sales of inventory) reports the
net amount (Line 10a - Line 10b = Line 10c¢) under column A. This
amount is broken down between income that consists of exempt
function income and is reported under column D and income that
consists of unrelated trade or business income and is reported under
column C."" The amount reported at Line 10c is combined with the
amounts reported at Lines 5, 6d, 8c, 9c and 11e and reported at
Line 11 (Other revenue) of Part I.

Line 11 reports miscellaneous income. The three largest sources of
such income are reported at Lines 11a through 11c and the rest of
such revenue at Line 11d. These amounts are broken down between
income that consists of exempt function income included under column
B, income that does not consist of unrelated trade or business income
and reported under column D and income that consists of unrelated
trade or business income and is reported under column C. In boxes to
the right of the Lines 11a-c the business code for the activity listed is
to be reported. These codes are not found in the Instructions to the
Form 990 but rather in the Instructions for the Form 990-T. On the
last page of the Instructions for Form 990-T there are listed, under the
title "Codes for Unrelated Business Activity," over 200 codes covering
various activities (see above at Line 2). Even if the listed activity is
not an unrelated business activity (which will be the case in most

"It will never be the case that such income would be included under column D
(Revenue excluded from tax under section 512, 513, or 514).
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instances) the filer is required to list a business code for the activity.
If none of the listed codes describe the activity in question, the filer is
to enter 900099.

The total of miscellaneous income is reported at Line 11e. The amount
reported at Line 11e is combined with the amounts reported at Lines

5, 6d, 8¢, 9c and 10c and reported at Line 11 (Other revenue) of Part
L.

Line 12 (Total Revenue) - reports the total of all the totals of Part VIII
(Lines 1h, 2g, 3, etc.) broken down between total revenue reported
under column A, exempt function income reported under column B,
income that consists of unrelated trade or business income reported
under column C and income that does not consist of unrelated trade or
business income reported under column D. The amount reported at
Line 12 is the same as the amount reported at Line 12 of Part I.
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Expansion: Related Organizations

A notable feature of the expanded Form 990 is its eliciting of a great
deal of information on payments by related organizations to personnel
connected with the filer and transactions with related organizations.
This sort of information was elicited in the Forms 990 issued in the
years just preceding its expansion in 2008, but the expanded Form
990 adds many more questions regarding related organizations. We
believe that these additions derive from the IRS’s concern about the
use of related organizations for questionable purposes. For example, a
related organization might be used to pay an employee of the filer to
avoid having to disclose on the filer's Form 990 the full extent of the
compensation s/he had received for performing services for the filer.
The reader should then be alert that when the filer has relations with a
related organization there may be an issue worth pursuing. As noted
in the Introduction, because in the vast number of cases filers are not
related to other organizations, this topic is covered here.

How do you check to see whether the filer is related to another
organization? First you look at Lines 33-37 in Part IV on page 4 of the
Form 990. In virtually every case where there is such a relationship,
the filer is instructed to complete certain parts of Schedule R. We
explain Schedule R below. The principal line is Line 34, which asks
whether the filer was related to any tax-exempt or taxable entity. If
the answer is “Yes,” the filer is instructed to complete Schedule R,
Parts II, III, IV and Part V, line 1. The other lines refer to somewhat
technical and rare situations and shall now only be briefly commented
on.

Line 33 relates to disregarded entities, entities such as LLCs that are
part of the filer’'s operation, in effect divisions or branches, that are
treated as separate organizations for state law purposes (e.g.,
liability claims) but as part of the filer for Federal income tax
purposes. Information on these entities would be found at Part I of
Schedule R.



Line 35 relates to controlied entities described by section 512(b)(13)
of the Code. Section 512(b)(13) entities are usually subsidiaries of
the filer that conduct unrelated or taxable business activities and
section 512(b)(13) eliminates the possibility of avoiding taxation
by the controlled entity making certain deductible payments to its
parent. Information on these entities would be found at Part V of
Schedule R.

Line 36 relates to transfers by the filer to an exempt non-charitable
related organization. This usually involves transfers to certain
entities that engage in political activity (e.qg., section 527
organizations). Information on these entities would be found at Part
V of Schedule R.

Line 37 asks whether the filer conducted more than 5% of its
activities though an entity that is not a related organization and that
is treated as a partnership for federal income tax purposes.
Typically this refers to joint ventures that are conducted for
unrelated business income or to engage in political activity.
Information on these entities would be found at Part VI of Schedule
R.

So what are related organizations? First we will consider the case
where the two organizations are nonprofit organizations. There are
three categories of related organizations.

1. If the filer stands in a parent/subsidiary relationship to another
organization, they are related organizations. The filer might be
the parent or the subsidiary. In a parent/subsidiary relationship,
the parent has the power to elect or appoint a majority of the
board of its subsidiary. (Even if the parent lacks this power, if a
majority of the directors of the subsidiary are employees or
agents of the parent, it will be a parent/subsidiary relationship.)

2. 1If the filer stands in a brother/sister relationship to another
organization, they are related organizations. Here the two
organizations are controlled by the same persons, that is, the
same persons constitute a majority of the directors of both
organizations.

3. Finally, if the filer stands in a supporting/supported relationship
to another organization, they are related organizations. In this
relationship the filer under section 509(a)(3) is either a
supporting organization of the other organization (the supported
organization) or the filer under section 509(a)(3) is a supported
organization of the other organization (the supporting
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organization). The specific rules under section 509(a)(3) that
determine whether a supporting/supported relationship exists
are detailed and quite complicated. Suffice it to say that the
supporting organization must provide the supported organization
with significant support that helps the supported organization
carry out its charitable purposes and the supported organization
must have sufficient control over the supporting organization.

We turn now to the case where the other organization is a for-profit
entity. (Remember the filer will always be a nonprofit organization.)
Here are the principal examples of related organizations in this
context. The filer and such other organization will be related
organizations if, in the case where the other organization is a
corporation, the filer owns more than 50% of the stock (by voting
power or value) of the corporation. If the other organization is a
partnership, the filer and such other organization will be related
organizations if the filer has an ownership interest of more than 50%
of the profits or capital interest in the partnership.?

If the filer is a related organization with another tax-exempt
organization, it must complete Part II of Schedule R, by providing such
information as the name of the other organization, its primary activity
and its public charity status.? If the filer is a related organization with
another taxable organization it must complete Parts III (relating to
taxable partnerships) or IV (relating to taxable corporations of trusts),
as appropriate. These Parts collect information similar to Part II and in
addition include a column for share of total income.?> These parts,
which must be completed whether or not the filer had transactions
with the related organization in question, may be of interest in

! Similarly if the filer has an ownership interest of more than 50% of the profits or
capital interest in a limited liability company (LLC) treated as a partnership under
federal tax law, the filer and the LLC will be related organizations. In addition, if the
filer is the managing partner in a partnership or LLC which has three or fewer
managing partners (regardless of which partner has the most actual control), the
filer and the other entity will be related organizations. Likewise if the filer is the
general partner in a limited partnership which has three or fewer general partners
(regardless of which partner has the most actual control), the filer and the other
entity will be related organizations. If the filer is the sole member of a disregarded
entity, it and the disregarded entity will be related organizations. (See the
discussion of Line 33 above for a description of a disregarded entity.) Finally, if the
filer has more than 50% ownership interest in a trust, it and the trust will be related
organizations.

% See Chapter 9.

® part I elicits information on disregarded entities and Part VI information on
unrelated organizations treated as partnerships.
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themselves, but it may be in Part V which reports on transactions with
related organizations where the real interest will lie. Line 1 lists 18
different kinds of transactions (e.g., loans, lease of facilities,
performance of service, etc.). The filer is required to answer “Yes” if it
had any such transaction with any entity listed in Parts II, III, or IV. If
the answer is “Yes” and it relates to a transaction with a related
organization that is a section 512(b)(13) controlled entity or a non-
501(c)(3) tax-exempt organization, the filer must complete Line 2,
which asks for the name of the organization involved and the type and
amount of the transaction.* The reader should realize that the IRS
may be looking at this Schedule and Part V, and if anything seems to
be not quite right, the reader may want to inquire further.

As suggested at the outset, perhaps the transaction that may be of
most interest is that where a related organization provides a key
employee or one of the filer’s highly paid employees with
compensation in addition to the compensation provided by the filer.

Part VII (Compensation of Officers, Directors, Trustees, Key
Employees, and Highest Compensated Employees) of the core Form
990 on page 7 is where you would look to see if any such payments
transpired. See Chapter 6 for a full explanation of Part VII and
compensation issues. Part VII Section A requires the filer to report the
names and compensation of key employees. Section A also elicits
such information on officers, directors and trustees. As explained in
Chapter 6, most directors and trustees do not get paid for their service
and officers are either board members who don't get paid or
employees who do get paid.

Column E° elicits information on reportable compensation from related
organizations paid to such individuals. Part VII also requires the filer
to report the names and compensation of the filer’s five highest

* That Line 2 is limited in its scope to 512(b)(13) controlled entities and non-
501(c)(3) tax-exempt organizations is not immediately evident from a reading of the
beginning line of Line 2 which states in part: “If the answer to any of the above is
“Yes,"” see the instructions for information on who must complete this line ....” The
instructions make it clear that Line 2 to is limited to 512(b)(13) controlled entities
and non-501(c)(3) tax-exempt organizations. See the text above on Lines 35 and
36 for an idea of what 512(b)(13) controlled entities and non-501(c)(3) tax-exempt
organizations are.

% As explained in Chapter 6, Section A of Part VII elicits information on compensation
is six columns. For example, column A is where the name and title of the individual
in question would be listed, column B the average number of hours a week s/he
works and, as noted in the text, column E reports the reportable compensation paid
by a related organization to the individual in question.
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compensated employees (other than key employees) who received
reportable compensation of more than $100,000 from the filer and any
related organizations. Again, any compensation from a related
organization paid to such employees would be reported at column E.
Compensation payments to employees of nonprofits from related
organizations are rare. Such payments may flag an inappropriate
transaction. Where a reader sees such payments reported, s/he may
want to find out more about them.
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Inspection

Form 990 Return of Organization Exempt From Income Tax

Under section 501(c), 527, or 4947(a)(1) of the Intemal Revenue Code {except private foundations)
Department of the Treasury » Do not enter Social Security numbers on this form as it may be made public.
Internal Revenue Service » Information about Form 990 and its instructions is at www.irs.gov/form990.

City or town, state or province, country, and ZIP or foreign postal code

A For the 2013 calendar year, or tax year beginning 2013, and ending , 20

B Check if applicable: |C Name of organization D Employer identification number
D Address change Doing Business As

I:] Name change Number and street (or P.O. box if mail is not delivered to street address) Room/suite E Telephone number

D Initial return

Terminated
Amended return G Gross receipts $
Application pending | F Name and address of principal officer: Hia} s this a group return for subordinates? ] Yes [] No
Hib) Are all subordinates included? [ ] Yes [] No
| Taxexemptstatus | 501Q0) 5019 ¢ ) < (insert noy [] agaz@yn or [ 527 if “No,” attach a list. (see instructions)
J  Website: » H(c) Group exemption number »
K Form of organization:D Corporation D Trust D Association D Other » [ L Year of formation: I M State of legal domicile:

Summary

1 Briefly describe the organization’s mission or most significant activities:

g 2  Check this box &[] if the organization discontinued its operations or disposed of more than 25% of its net assets.
& | 3 Number of voting members of the governing body (Part VI, line 1a) . e 3
: 4  Number of independent voting members of the governing body (Part VI, line 1b) . . . . 4
;3 § Total number of individuals employed in calendar year 2013 (Part V, line 2a) 5
3| 6 Total number of volunteers (estimate if necessary) . 6
< | 7a Total unrelated business revenue from Part VIll, column (C), line 12 . . . . . . . . 7a

b Net unrelated business taxable income from Form 990-T,line34 . . . . . . . . . 7b

Prior Year Current Year

o | 8 Contributions and grants (Part VI, fine 1h) .
g 9  Program service revenue (Part VIl line 2g)
nq’:, 10  Investment income (Part VIil, column (A), lines 3, 4, and 7d)

11 Other revenue (Part VIII, column (A), lines 5, 6d, 8c, 9¢, 10c, and 11e) . .

12  Total revenue—add lines 8 through 11 (must equal Part VIIl, column (A), line 12)
13  Grants and similar amounts paid (Part IX, column (A), lines 1-3) .

14  Benefits paid to or for members (Part IX, column (A), line 4)

15  Salaries, other compensation, employee benefits (Part IX, column (A), lines 5-10)
16a Professional fundraising fees (Part IX, column (A), line 11e)
Total fundraising expenses (Part IX, column (D), line 25) »
17  Other expenses (Part IX, column (A), lines 11a-11d, 11f-24¢) .
18  Total expenses. Add lines 13-17 (must equal Part 1X, column (A), line 25)
19  Revenue less expenses. Subtract line 18 from line 12 .

Expenses
o

Beginning of Gurrent Year End of Year

20  Total assets (Part X, line 16)
21 Total liabilities (Part X, line 26) . .
Net assets or fund balances. Subtract line 21 from Ime 20

m Signature Block

Under penatties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it is
true, correct, and complete. Declaration of preparer (other than officer) is based on all information of which preparer has any knowledge.

Net Assets or
Fund Balances

Sign } Signature of officer Date
Here
’ Type or print name and title
Pai d Print/Type preparer’s name Preparer's signature Date Check D i PTIN
Preparer self-employed
Use on'y Firm’s name ¥ Firm's EIN »
Firm's address » Phone no.
May the IRS discuss this return with the preparer shown above? (seeinstructions) . . . . . . . . . . . . []Yes[]No
Form 990 (2013)

For Paperwork Reduction Act Notice, see the separate instructions. Cat. No. 11282Y



Form 990 (2013) Page 2
m Statement of Program Service Accomplishments
Check if Schedule O contains a response or note to any lineinthisPartit . . . . . . . . . . . . . O
1 Briefly describe the organization’s mission:

2 Did the organization undertake any significant program services during the year which were not listed on the
prior Form 990 or 990-EZ? . . . . . . . . . . . L L Lo [MYes [ INo
If “Yes,” describe these new services on Schedule O.

3 Did the organization cease conducting, or make significant changes in how it conducts, any program
ServiCes? . . . L L L L L Lo e [JYes [INo
If “Yes,” describe these changes on Schedule O.

4  Describe the organization's program service accomplishments for each of its three largest program services, as measured by
expenses. Section 501(c)(3) and 501(c)(4) organizations are required to report the amount of grants and allocations to others,
the total expenses, and revenue, if any, for each program service reported.

4a (Code: )(Expenses$ including grantsof § )(Revenue$ )
4b (Code: )(Expenses$ including grantsof $ ) (Revenue$ )
4c¢ (Code: ) (Expenses $ including grantsof § ) (Revenue$ )

4d Other program services {Describe in Schedule O.)
(Expenses $ including grants of $ ) (Revenue $ )

4e  Total program service expenses P
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Form 990 (2013)
Checklist of Required Schedules

1

10

"

12a

13
14a

15
16
17
18
19

20a
b

Page 3

Is the organization described in section 501(c)@3) or 4947(3)( ) (other than a private foundation)? If “Yes,”
complete Schedule A . .. e, .o
Is the organization required to complete Schedule B, Schedule of Contributors (see instructions)? .

Did the organization engage in direct or indirect political campaign activities on behalf of or in opposmon to
candidates for public office? If “Yes,” complete Schedule C, Part | . .

Section 501{(c)(3) organizations. Did the organization engage in lobbying activities, or have a section 501(h)
election in effect during the tax year? If “Yes,” complete Schedule C, Part Il . . .o
Is the organization a section 501(c)d), 501(c)(5), or 501(c)(6) organization that receives membershrp dues,
assessments, or similar amounts as defined in Revenue Procedure 98-197 If “Yes,” complete Schedule C,
Partill . .
Did the organization maintain any donor advised funds or any similar funds or accounts for which donors
have the right to provide advice on the distribution or investment of amounts in such funds or accounts? /f
“Yes,” complete Schedule D, Part | . ... e
Did the organization receive or hold a conservation easement, mcludmg easements to preserve open space,
the environment, historic land areas, or historic structures? If “Yes,” complete Schedule D, Part Ii

Did the organization maintain collections of works of art, historical treasures, or other similar assets? /f “Yes,”
complete Schedule D, Part Il .o . .o e
Did the organization report an amount in Part X, Ime 21 for escrow or custod|al account hablhty serve as a
custodian for amounts not listed in Part X; or provide credit counseling, debt management, credit repair, or
debt negotiation services? If “Yes,” complete Schedule D, Part IV . e
Did the organization, directly or through a related organization, hold assets in temporarily restricted
endowments, permanent endowments, or quasi-endowments? If “Yes,” complete Schedule D, Part V

If the organization’s answer to any of the following questions is “Yes,” then complete Schedule D, Parts VI,
Vil, VIll, 1X, or X as applicable.

Did the organization report an amount for land, buildings, and equipment in Part X, line 10?7 /f “Yes,”
complete Schedule D, Part VI . .

Did the organization report an amount for investments — other securities in Part X, hne 12 that is 5% or more
of its total assets reported in Part X, line 167 If “Yes,” complete Schedule D, Part Vil .

Did the organization report an amount for investments— program related in Part X, fine 13 that is 5% or more
of its total assets reported in Part X, line 167 If “Yes,” complete Schedule D, Part Vill .

Did the organization report an amount for other assets in Part X, line 15 that is 5% or more of its total assets
reported in Part X, line 167 If “Yes,” complete Schedule D, Part IX . .

Did the organization report an amount for other liabilities in Part X, line 25?7 If “Yes,” complete Schedu/e D, Pan‘X
Did the organization’s separate or consolidated financial statements for the tax year include a footnote that addresses
the organization’s liability for uncertain tax positions under FIN 48 (ASC 740)? If “Yes,” complete Schedule D, Part X

Did the organization obtain separate, independent audited financial statements for the tax year’? If “Yes,” complete
Schedule D, Parts XI and Xil

Was the organization included in consohdated tndependent audrted flnancral statements for the tax year’7 If “Yes and if
the organization answered "No" to line 12a, then completing Schedule D, Parts X and X/l is optional .

Is the organization a school described in section 170(b)(1)(A)i)? If “Yes,” complete Schedule E

Did the organization maintain an office, employees, or agents outside of the United States? .

Did the organization have aggregate revenues or expenses of more than $10,000 from grantmakmg,
fundraising, business, investment, and program service activities outside the United States, or aggregate
foreign investments valued at $100,000 or more? If “Yes,” complete Schedule F, Parts | and IV.

Did the organization report on Part IX, column (A), line 3, more than $5,000 of grants or other assistance to or
for any foreign organization? If “Yes,” complete Schedule F, Parts Il and IV . .o

Did the organization report on Part IX, column (A), line 3, more than $5,000 of aggregate grants or other
assistance to or for foreign individuals? If “Yes,” complete Schedule F, Parts Ill and IV. P
Did the organization report a total of more than $15,000 of expenses for professional fundraising services on
Part IX, column (A), lines 6 and 11e? If “Yes,” complete Schedule G, Part | (see instructions)

Did the organization report more than $15,000 total of fundraising event gross income and contributions on
Part Vi, lines 1c and 8a? If “Yes,"” complete Schedule G, Part Il .

Did the organization report more than $15,000 of gross income from gaming activities on Part VIII Ime 9a’?

If “Yes,” complete Schedule G, Part Il .

Did the organization operate one or more hospital facuhtres’? If “Yes ” comp/ete Schedu/e H

If “Yes” to line 20a, did the organization attach a copy of its audited financial statements to this return?

Yes | No

11a

11b

11c

11d

11e

11f

12a

12b

13

14a

14b

15

16

17

18

19

20a

20b

Form 990 2013)



Form 990 (2013)
EIsRl)  Checklist of Required Schedules (continued)

21

22

23

24a

o

25a

26

27

28

88

31

32

37

Page 4

Did the organization report more than $5,000 of grants or other assistance to any domestic organization or
government on Part IX, column (A), line 1? If “Yes,” complete Schedule I, Parts | and Il

Did the organization report more than $5,000 of grants or other assistance to individuals in the Unlted States
on Part IX, column (A), line 27 If “Yes,” complete Schedule I, Parts | and Il

Did the organization answer “Yes” to Part VI, Section A, line 3, 4, or 5 about compensation of the
organization’s current and former officers, directors, trustees, key employees, and highest compensated
employees? If “Yes,” complete Schedule J . e

Did the organization have a tax-exempt bond issue with an outstanding prmmpal amount of more than
$100,000 as of the last day of the year, that was issued after December 31, 20027 If “Yes,” answer lines 24b
through 24d and complete Schedule K. If “No,” go to line 25a .

Did the organization invest any proceeds of tax-exempt bonds beyond a temporary period exceptlon’? .

Did the organization maintain an escrow account other than a refunding escrow at any time during the year
to defease any tax-exempt bonds? . e e e e

Did the organization act as an “on behalf of” issuer for bonds outstanding at any time during the year? .
Section 501(c)(3) and 501(c)(4) organizations. Did the organization engage in an excess benefit transaction
with a disqualified person during the year? If “Yes,” complete Schedule L, Part |

Is the organization aware that it engaged in an excess benefit transaction with a disqualified person in a prior
year, and that the transaction has not been reported on any of the organization's prior Forms 990 or 890-EZ?
If “Yes,” complete Schedule L, Part | . .

Did the organization report any amount on Part X, line 5, 6, or 22 for receivables from or payables to any
current or former officers, directors, trustees, key employees, hlghest compensated employees, or
disqualified persons? If so, complete Schedule L, Part il .. O,
Did the organization provide a grant or other assistance to an officer, director, trustee, key employee,
substantial contributor or employee thereof, a grant selection committee member, or to a 35% controlled
entity or family member of any of these persons? If “Yes,” complete Schedule L, Part Il .

Was the organization a party to a business transaction with one of the following parties (see Schedule L,
Part [V instructions for applicable filing thresholds, conditions, and exceptions):

A current or former officer, director, trustee, or key employee? If “Yes,” complete Schedule L, Part IV

A family member of a current or former officer, director, trustee, or key employee? If “Yes,” complete
Schedule L, Part IV .

An entity of which a current or former ofF icer, dlrector trustee or key employee (or a famlly member thereof)
was an officer, director, trustee, or direct or indirect owner? If “Yes,” complete Schedule L, PartlV .

Did the organization receive more than $25,000 in non-cash contributions? If “Yes,” complete Schedule M
Did the organization receive contributions of art, historical treasures, or other similar assets, or qualified
conservation contributions? If “Yes,” complete Schedule M . .

Did the organization llqwdate terminate, or dissolve and cease operatlons? if “Yes comp/ete Schedu/e N,
Part | . .o

Did the orgamzatlon sell exchange drspose of or transfer more than 25% of its net assets’? lf “Yes ”
complete Schedule N, Part Il

Did the organization own 100% of an entity dlsregarded as separate from the organuzatlon under Regulatlons
sections 301.7701-2 and 301.7701-37 If “Yes,” complete Schedule R, Part | .

Was the organization related to any tax- exempt or taxable entrty" If “Yes,” comp/ete Schedule R Part i, III
or iV, and Part V, line 1 . . . .

Did the organization have a controlled entlty within the meaning of section 512(b)(13)’7

If "Yes" to line 35a, did the organization receive any payment from or engage in any transactlon wrth a
controlled entity within the meaning of section 512(b)(13)? If “Yes,” complete Schedule R, Part V, line 2 .
Section 501(c)(3) organizations. Did the organization make any transfers to an exempt non-charitable
related organization? If “Yes,” complete Schedule R, Part V, line 2 . e P

Did the organization conduct more than 5% of its activities through an entity that is not a related organization
and that is treated as a partnership for federal income tax purposes? If “Yes,” complete Schedule R,

Part VI .

Did the organization complete Schedule O and provude explanatrons in Schedule O for Part Vl Ilnes 11b and
19?7 Note. All Form 990 filers are required to complete Schedule O .

Yes | No

21

23

24a

24b

24c

24d

25a

25b

26

28b

29

31

32

35b

37

38
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Form 990 (2013) Page B
Statements Regarding Other IRS Filings and Tax Compliance

Check if Schedule O contains a response or note to any ling inthisPartV. . . . . . . . . . . . . . [
Yes | No
1a  Enter the number reported in Box 3 of Form 1096. Enter -0- if not applicable . . . . 1a E
b Enter the number of Forms W-2G included in line 1a. Enter -0- if not applicable . . . . 1b '.
¢ Did the organization comply with backup withholding rules for reportable payments to vendors and
reportable gaming (gambling) winnings to prize winners? . . . e 1c
2a Enter the number of employees reported on Form W-3, Transmlttal of Wage and Tax
Statements, filed for the calendar year ending with or within the year covered by this return | 2a |

b If at least one is reported on line 2a, did the organization file all required federal employment tax returns? . 2b
Note. If the sum of lines 1a and 2a is greater than 250, you may be required to e-file (see instructions) ‘

3a Did the organization have unrelated business gross income of $1,000 or more during theyear? . . . . 3a
b If “Yes,” has it filed a Form 990-T for this year? If “No” to line 3b, provide an explanation in Schedule O . . 3b

4a At any time during the calendar year, did the organization have an interest in, or a signature or other authority
over, a financial account in a foreign country (such as a bank account, securities account, or other financial
account)? . . . L L L L L L s . 4a

b If “Yes,” enter the name of the foreign country: »
See instructions for filing requirements for Form TD F 80-22.1, Report of Foreign Bank and Financial Accounts.

5a Was the organization a party to a prohibited tax shelter transaction at any time during the tax year? . . . 5a
b Did any taxable party notify the organization that it was or is a party to a prohibited tax shelter transaction? 5b
€ If “Yes” to line 5a or 5b, did the organization file Form 8886-T? . . . 5¢
6a Does the organization have annual gross receipts that are normally greater than $1OO 000 and d:d the
organization solicit any contributions that were not tax deductibie as charitable contributions? . . . . 6a
b If “Yes,” did the organization include with every solicitation an express statement that such contrrbutrons or
gifts were not tax deductible? . . . . a0 0 4 & o o ¢ 6b

7  Organizations that may receive deductnble contnbutlons under sectnon 170(c)
a2 Did the organization receive a payment in excess of $75 made partly as a contribution and partly for goods |

and services provided to the payor? . . . . .o e e e e ' 7a
b If “Yes,” did the organization notify the donor of the value of the goods or services prowded'? R 7b
¢ Did the organization sell, exchange, or otherwise drspose of tangible personal property for which rt was

required to file Form 82827 . . . . . 50 0 a0 o065 5 o o8 95 - 7c
d If “Yes,” indicate the number of Forms 8282 filed dunng the year . . . 7d 5
e Did the organization receive any funds, directly or indirectly, to pay premrums ona personal benefit contract? | 7e
f  Did the organization, during the year, pay premiums, directly or indirectly, on a personal benefit contract? . 7f
g If the organization received a contribution of qualified intellectual property, did the organization file Form 8899 as required? | 7g
h  If the organization received a contribution of cars, boats, airplanes, or other vehicles, did the organization file a Form 1098-C? 7h

8 Sponsoring organizations maintaining donor advised funds and section 509(a)(3) supporting
organizations. Did the supporting organization, or a donor advised fund maintained by a sponsoring
organization, have excess business holdings at any time duringtheyear? . . . . . . . . . . . 8

9 Sponsoring organizations maintaining donor advised funds.

a Did the organization make any taxable distributions under section 49667 . . . . e e 9a
b Did the organization make a distribution to a donor, donor advisor, or related person’) e e 9b
10  Section 501(c)(7) organizations. Enter: |
a Initiation fees and capital contributions included on Part Vill, line 12 . . . . . 10a |
b Gross receipts, included on Form 990, Part VIil, line 12, for public use of club facrhtres . 10b
11 Section 501(c)(12) organizations. Enter:
a Gross income from members or shareholders . . . . 11a
b Gross income from other sources (Do not net amounts due or pard to other sources
against amounts due or received fromthem.) . . . . . . 11b
12a Section 4947(a){1) non-exempt charitable trusts. Is the orgamza’non fi hng Form 990 in lieu of Form 1041? 12a
b If “Yes,” enter the amount of tax-exempt interest received or accrued during the year . . 12b i
13  Section 501(c)(29) qualified nonprofit health insurance issuers.
a s the organization licensed to issue qualified health plans in more than one state? . . . . 13a

Note. See the instructions for additional information the organization must report on Schedule O |
b Enter the amount of reserves the organization is required to maintain by the states in which

the organization is licensed to issue qualified healthptans . . . . . . . . . | 13b

¢ Enter the amount of reservesonhand . . . . . 13¢
14a Did the organization receive any payments for lndoor tannmg services dunng the tax year'7 e . 14a
b _If "Yes," has it filed a Form 720 to report these payments? If "No," provide an explanation in Schedule O . 14b

Form 990 2013



Form 990 (2013) Page 6
caldl Governance, Management, and Disclosure For each “Yes” response to lines 2 through 7b below, and for a “No”

response to line 8a, 8b, or 10b below, describe the circumstances, processes, or changes in Schedule O. See instructions.

Check if Schedule O contains a response or note to any lineinthisPartVl . . . . . . . . . . _ . []
Section A. Governing Body and Management
Yes | No
Enter the number of voting members of the governing body at the end of the tax year. . 1a 1[

1a

a b

~N ®

a
b
9

If there are material differences in voting rights among members of the governing body, or
if the governing body delegated broad authority to an executive committee or similar
committee, explain in Schedule O.

Enter the number of voting members included in line 1a, above, who are independent . 1b

Did any officer, director, trustee, or key employee have a family relationship or a business relationship with
any other officer, director, trustee, or key employee? . . . . 2
Did the organization delegate control over management duties customanly performed by or under the dnrect
supervision of officers, directors, or trustees, or key employees to a management company or other person?

3
Did the organization make any significant changes to its governing documents since the prior Form 990 was filed? 4
5
6

Did the organization become aware during the year of a significant diversion of the organization’s assets? .
Did the organization have members or stockholders?

Did the organization have members, stockholders, or other persons who had the power to elect or appomt
one or more members of the governing body? . . . . . 7a
Are any governance decisions of the organization reserved to (or subject to approval by) members
stockholders, or persons other than the governing body? . . . . . b
Did the organization contemporaneously document the meetings held or written actions undertaken durlng
the year by the following:

The governing body? . . . . e e e e 8a
Each committee with authority to act on behalf of the govemlng body? c e 8b
Is there any officer, director, trustee, or key employee listed in Part Vi, Section A, who cannot be reached at
the organization’s mailing address? If “Yes,” provide the names and addresses in Schedule O. . . . . 9

Section B. Policies (This Section B requests information about policies not required by the Internal Revenue Code.)

10a
b

11a
b
12a
b
c

13

14
15

16a

Yes | No

Did the organization have local chapters, branches, or affiliates? . . . 10a
If “Yes,” did the organization have written policies and procedures govemmg the ac’nvmes of such chapters
affiliates, and branches to ensure their operations are consistent with the organization's exempt purposes? 10b
Has the organization provided a complete copy of this Form 990 to all members of its governing body before filing the form? [ 11a
Describe in Schedule O the process, if any, used by the organization to review this Form 990. W)
Did the organization have a written conflict of interest policy? If “No,” go to line 13 . . . 12a
Were officers, directors, or trustees, and key employees required to disclose annually interests that could glve rise to conﬂlcts" 12b

Did the orgamzatlon regularly and consistently monitor and enforce compliance with the policy? If “Yes,”

describe in Schedule O how this was done . . . . e s 12¢
Did the organization have a written whistleblower pohcy? e P, 13
Did the organization have a written document retention and destructlon pohcy? N 14

Did the process for determining compensation of the following persons include a review and approval by
independent persons, comparability data, and contemporaneous substantiation of the deliberation and decision?

The organization’s CEQ, Executive Director, or top management official . . . . . . . . . . . . 15a
Other officers or key employees of the organization . . . e e 15b
If “Yes” to line 15a or 15b, describe the process in Schedule O (see mstructlons)

Did the organization invest in, contribute assets to, or participate in a joint venture or similar arrangement
with a taxable entity during theyear? . . . . . . . . . . . . . . . . ... ... 16a
If “Yes,” did the organization follow a written policy or procedure requiring the organization to evaluate its |
participation in joint venture arrangements under applicable federal tax law, and take steps to safeguard the |
organization’s exempt status with respect to such arrangements? . . . . . . . . . . . . . . [ ;|6b

Section C. Disclosure

17
18

19

20

List the states with which a copy of this Form 990 is required to be filed »
Section 6104 requires an organization to make its Forms 1023 (or 1024 if applicable}, 990, and 990-T {Section 501(c)(3)s only)
available for public inspection. Indicate how you made these available. Check all that apply.

[ ownwebsite  [] Another's website [J Uponrequest [] Other (explain in Schedule O)

Describe in Schedule O whether (and if so, how) the organization made its governing documents, confiict of interest policy, and
financial statements available to the public during the tax year.

State the name, physical address, and telephone number of the person who possesses the books and records of the
organization: »

Form 990 (2013)



Form 990 (2013) Page 7
Compensation of Officers, Directors, Trustees, Key Employees, Highest Compensated Employees, and
Independent Contractors
Check if Schedule O contains a response or note to any lineinthisPartVi . . . . . . . . . . . . . []

Section A. Officers, Directors, Trustees, Key Employees, and Highest Compensated Employees
1a Complete this table for all persons required to be listed. Report compensation for the calendar year ending with or within the
organization’s tax year.

« List all of the organization’s current officers, directors, trustees (whether individuals or organizations), regardless of amount of
compensation. Enter -0- in columns (D), (E), and (F) if no compensation was paid.

« List all of the organization’s current key employees, if any. See instructions for definition of “key employee.”

¢ List the organization’s five current highest compensated employees (other than an officer, director, trustee, or key employee)
who received reportable compensation (Box 5 of Form W-2 and/or Box 7 of Form 1099-MISC) of more than $100,000 from the
organization and any related organizations.

+ List all of the organization's former officers, key employees, and highest compensated employees who received more than
$100,000 of reportable compensation from the organization and any related organizations.

¢ List all of the organization’s former directors or trustees that received, in the capacity as a former director or trustee of the
organization, more than $10,000 of reportable compensation from the organization and any related organizations.
List persons in the following order: individual trustees or directors; institutional trustees; officers; key employees; highest
compensated employees; and former such persons.
[L] Check this box if neither the organization nor any related organization compensated any current officer, director, or trustee.

(€}
Position
A B (do not check more than one © ® '(F)
Name and Title Average | pox, unless person is both an Reportablg Reportgble Estimated
hcﬂﬁ rt)er officer and a director/trustee) comrf)ensatlon compen?attei%n from amc;trjlnt of
week (list anyf————71~= rom rela other

hours for ga 3 g § Fld the organizations compensation

related _—;é: E g s %§" g organization (W-2/1089-MISC) from the

organizations §g g 3 §§ (W-2/1099-MISC) organization

beIO\ly dotted -.-é % ° E] and r‘elated

ine} q |3 3 '§ organizations

3 év 2
g

(1)
(2)
(&)
(4
(5)
(6)
04]
8
(9)
(10)
(11)
(12)
(13)
(14)

Form 990 2013



Form 990 (2013) Page 8

UG Section A. Officers, Directors, Trustees, Key Employees, and Highest Compensated Employees (continued)

©
Position
@ ® (do not check more than one ® ® )
Name and title Average | pox, unless person is both an Reportable Reportable Estimated
hours per | officer and a director/trustes) | COMpensation |compensation from amount of
week (list any, S =T = - T from related other
hours for ai 3 3 2 3 Q the organizations compensation
related S5 2|8 g E—g 3| organization | (W-2/1099-MISC) from the
lorganizations ag & 3 §g = HW-2/1099-MiISC) organization
below dotted| S < | & g1"s and related
line} S g 4 1§ organizations
3 é; 2
g
(1s)
(16)
(17) ]
(1)
(19)
(20)
1)
(22)
(23)
(24)
(25)
b Sub-total . . . . . . . . . . . . ... ... »
¢ Total from continuation sheets to Part Vil, SectionA . . . . . »
d Total (addlinestbandic). . . . . . .-

2 Total number of individuals (including but not limited to those listed above) who received more than $100,000 of
reportable compensation from the organization »

3 Did the organization list any former officer, director, or trustee, key employee, or highest compensated
employee on line 1a? If “Yes,” complete Schedule J for such individual e
4  For any individual listed on line 1a, is the sum of reportable compensation and other compensation from the
organization and related organizations greater than $150,000? /f “Yes,” complete Schedule J for such
individual .
5 Did any person listed on line 1a receive or accrue compensation from any unrelated organization or individual
for services rendered to the organization? If “Yes,” complete Schedule J for such person
Section B. Independent Contractors
1 Complete this table for your five highest compensated independent contractors that received more than $100,000 of
compensation from the organization. Report compensation for the calendar year ending with or within the organization's tax
year.

A B8) ©)
Name and business address Description of services Compensation

2  Total number of independent contractors (inciuding but not limited to those listed above) who
received more than $100,000 of compensation from the organization »

Form 990 (2013)



Form 990 (2013)
ETARYIE Statement of Revenue

Page 9

Check if Schedule O contains a response or note to any line in this Part VIII . . ]
(A) (B) (C) (D)

Total revenue Refated or Unrelated Revenue
exempt business excluded from tax
function revenue under sections
revenue 512-514

Contributions, Gifts, Grants
and Other Similar Amounts

=0 QaouU

> a

Federated campaigns . . . | 1a
Membershipdues . . . . | 1b
Fundraisingevents . . . . | 1¢
Related organizations . . . | 1d
Government grants (contributions) | 1e
All other contributions, gifts, grants,

and similar amounts not included above | 1

Noncash contributions included in lines 1a-1f:
Total. Add lines ta—1f .

Program Service Revenue

2a

Q@ ™0 ao00

Business Code

All other program service revenue .
Total. Add lines 2a-2f .

>

Other Revenue

6a

[+]

7a

%OU‘

10a

o

Investment income (including dividends, interest,

and other similar amounts)

Income from investment of tax-exempt bond proceeds »

Royalties

>

>

'(i) Real

(i) Personal

Gross rents

Less: rental expenses

Rental income or (loss)

Net rental income or (loss)

»

Gross amount from sales of (i) Securities

' ) Gther

assets other than inventory

Less: cost or other basis
and sales expenses .

Gain or (loss) .

Net gain or (loss)

Gross income from fundraising
events (not including $

of contributions reported on line 1c).
SeePart IV, line18 . . . . . 4
Less: directexpenses . . . . b
Net income or {loss) from fundraising
Gross income from gaming activities,
SeePartiV,line19 . . . . . 3

Less: directexpenses . . . . b

Net income or (loss) from gaming activites . . »

Gross sales of inventory, less
returns and allowances . . . g

Less: costofgoodssold . . . b

Net income or (loss) from sales of inventory . . »

I

events . »

Miscellaneous Revenue

Business Code

11a

o a0

12

All other revenue .
Total. Add lines 11a-11d .
Total revenue. See instructions.

vy

Form 990 2013



Form 990 (2013) Page 10

Statement of Functional Expenses
Section 501(c)(3) and 501(c)(4) organizations must complete all columns. All other organizations must complete column (A).

Check if Schedule O contains a response or note to any lineinthisPartIX . . . . . . . . . _ . . [J
edeoyiciudolsmote e Total é‘:&enses Prograss )service Mana e(g)ent and F nd(g)isin
Ui
8b, 9b, and 10b of Part Vill. diten anagemert and el

1  Grants and other assistance to governments and
organizations in the United States. See Part IV, line 21

2  Grants and other assistance to individuals in
the United States. See Part IV, line 22 .

3 Grants and other assistance to governments,
organizations, and individuals outside the
United States. See Part IV, lines 15 and 16 .

4  Benefits paid to or for members

5 Compensation of current officers, dlrectors
trustees, and key employees

6  Compensation not included above, to disqualmed
persons (as defined under section 4958(f)(1)) and
persons described in section 4958(c)(3)(B)

7 Other salaries and wages .

8  Pension plan accruals and contributions (mclude
section 401(k) and 403(b) employer contributions)

9  Other employee benefits .

10  Payroll taxes . . .

11 Fees for services (non—emp|oyees)
Management

Legal

Accounting

Lobbying . .

Professional fundraising services. See Part IV Ime 17
Investment management fees

Other. (If line 11g amount exceeds 10% of line 25, column
(A) amount, list line 11g expenses on Schedule Q) .

12 Advertising and promotion

13 Office expenses

14 Information technology

Q@m0 0000

15 Royalties .
16  Occupancy
17  Travel .

18  Payments of travel or entertamment expenses
for any federal, state, or local public officials

19 Conferences, conventions, and meetings

20 Interest .

Payments to affiliates .

Depreciation, depletion, and amortlzatlon
Insurance . . o
Other expenses. ltemize expenses not covered
above (List miscellaneous expenses in line 24e. If
line 24e amount exceeds 10% of line 25, column |
(A) amount, list line 24e expenses on Schedule O.)

R 8RER

e Q0T

All other expenses
25  Total functional expenses. Add lines 1 through 24e

26 Joint costs. Complete this line only if the
organization reported in column (B) joint costs
from a combined educational campaign and
fundraising solicitation. Check here » [] if
following SOP 98-2 (ASC 958-720) -

Form 990 2013



Form 990 (2013)

Balance Sheet

Page 11

Check if Schedule O contains a response or note to any lineinthisPartX . . . . . . _ . . . . . _ []
{A) (8)
Beginning of year End of year
1 Cash—non-interest-bearing 1
2  Savings and temporary cash investments 2
3  Pledges and grants receivabie, net 3
4  Accounts receivable, net . 4
5 Loans and other receivables from current and former offrcers drrectors
trustees, key employees, and highest compensated employees.
Complete Part I of Schedule L e
6  Loans and other receivables from other disqualified persons (as defined under section
4958(f)(1)), persons described in section 4958(c)(3)(B), and contributing employers and
sponsoring organizations of section 501(c)(9) voluntary employees' beneficiary
a organizations (see instructions). Complete Part il of Schedule L. . o
@| 7 Notesand loans receivable, net
2 8 Inventories for sale or use
9 Prepaid expenses and deferred charges
10a Land, buildings, and equipment: cost or
other basis. Complete Part VI of Schedule D 10a
b Less: accumulated depreciation . . . . 10b 10c
11 Investments—publicly traded securities
12 Investments—other securities. See Part IV, line 11
13  Investments—program-related. See Part IV, line 11 .
14  Intangible assets . .
15 Other assets. See Part IV, Ime 11 . .
16 Total assets. Add lines 1 through 15 (must equal Irne 34)
17 Accounts payable and accrued expenses .
18  Grants payable .
19  Deferred revenue
20 Tax-exempt bond Iuabrhtres .
21 Escrow or custodial account liability. Complete Part IV of Schedu!e D
£122 Loans and other payables to current and former officers, directors,
2 trustees, key employees, highest compensated employees, and
'-g disqualified persons. Complete Part Il of Schedule L .
4123 Secured mortgages and notes payable to unrelated third parties
24  Unsecured notes and loans payable to unrelated third parties
25  Other liabilities (including federal income tax, payables to related third
parties, and other liabilities not included on lines 17-24). Complete Part X
of Schedule D . T,
26  Total liabilities. Add lines 17 through 25
Organizations that follow SFAS 117 (ASC 958), check here > [] and
§ complete lines 27 through 29, and lines 33 and 34.
5127  Unrestricted net assets .
g 28  Temporarily restricted net assets .
2 29  Permanently restricted net assets .
7 Organizations that do not follow SFAS 117 (ASC 958), check here P [j and
5 complete lines 30 through 34.
8130 Capital stock or trust principal, or current funds . .
§ 31 Paid-in or capital surplus, or land, building, or equipment fund
f 32  Retained earnings, endowment, accumulated income, or other funds .
é’ 33 Total net assets or fund balances . .
34  Total liabilities and net assets/fund balances

Form 990 2013



Form 990 (2013)
IEZEEd Reconciliation of Net Assets

Page 12

Check if Schedule O contains a response or note to any line in this Part Xl

COONDOH WN -

k.

Financial Statements and Reportlng

Total revenue (must equal Part VIll, column (A), line 12) . 1
Total expenses (must equal Part IX, column (A), line 25) 2
Revenue less expenses. Subtract line 2 from line 1 . . 3
Net assets or fund balances at beginning of year (must equal Part X hne 33 column (A)) 4
Net unrealized gains (losses) on investments 5
Donated services and use of facilities 6
Investment expenses . 7
Prior period adjustments . 8
Other changes in net assets or fund balances (explaln in Schedule O) . 9
Net assets or fund balances at end of year. Combine lines 3 through 9 (must equai Part X Ilne

33 column (B)) . . 10

Check if Schedule O contains a response or note to any line in this Part Xl .

2a

Accounting method used to prepare the Form 990: []1Cash [JAccrual [ Other

If the organization changed its method of accounting from a prior year or checked “Other,” explain in
Schedule O.

Were the organization’s financial statements compiled or reviewed by an independent accountant? .

If “Yes,” check a box below to indicate whether the financial statements for the year were compiled or
reviewed on a separate basis, consolidated basis, or both:

[]Separate basis [ ] Consolidated basis [ Both consolidated and separate basis

Were the organization’s financial statements audited by an independent accountant?

If “Yes,” check a box below to indicate whether the financial statements for the year were audited ona
separate basis, consolidated basis, or both:

(I Separate basis  [] Consolidated basis ] Both consolidated and separate basis

If “Yes” to line 2a or 2b, does the organization have a committee that assumes responsibility for oversight
of the audit, review, or compilation of its financial statements and selection of an independent accountant?
If the organization changed either its oversight process or selection process during the tax year, explain in
Schedule O.

As a result of a federal award, was the organization required to undergo an audit or audits as set forth in
the Single Audit Act and OMB Circular A-1337.

if “Yes,” did the organization undergo the required audit or audlts7 If the orgamzatlon d|d not undergo the
required audit or audits, explain why in Schedule O and describe any steps taken to undergo such audits.

3a

3b

Form 990 (2013)



