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The purpose of this working paper is to alert researchers to potential inconsistencies in financial reporting between organizations’ Form 990s, between an organization’s audited financial statements and its Form 990, and between different returns from the same organization.   There are several reasons for the inconsistencies:

· Flexibility in GAAP and Form 990 reporting requirements

· Differences between GAAP and Form 990 terminology and definitions

· Failure of 990 preparers to read the 990 instructions (the language on the form can be deceptively simple)

Table 1 summarizes these potential inconsistencies for assets and liabilities.  The second column shows the percentage of returns included in the IRS Statistics of Income Sample that had non-zero entries on the line in order to give an approximate indication of each variable’s importance.  The fourth column in the Assets section of the table, Cost, Market, Either?, indicates the basis for valuation of assets.  Where Either is permitted on the Form 990, one organization may, for example, report the value of its stock portfolio based on the price it paid in 1960 for the securities, while another may value the same securities at market value, substantially higher than the average 1960 price for NYSE stocks.

	Table 1:

Potential Inconsistencies in the Reporting 
of Assets and Liabilities on the Form 990

	990

Line Num.
	Description
	Pct.  w/ Non-Zero Value 
	Cost, Market, Either?
	Possible Differences Between 990 and Fin.  Statements, and Possible Variations in Reporting Between Different Organizations

	Assets

	45
	Cash - non-interest bearing
	79.2
	
	Instructions excludes advances to employees or officers, and refundable deposits paid to suppliers.  Does GAAP permit these items under “cash"?

	46
	Savings & temporary cash investments
	66.1
	
	Must mature in less than 1 year.  (If exactly 1 year, then long-term?)

	47
	Accounts receivable
	48.1
	
	Instructions exclude:

Receivables due from officers, dirs., employees

“Significant” claims (?) against vendors or refundable deposits (line 58)

	48
	Pledges receivable
	6.7
	
	Instructions exclude pledges “estimated to be uncollectible”

	49
	Grants receivable
	11.0
	
	For orgs.  following SFAS 116, present value of g/r may be used

	50
	Receivables from officers, directors, trustees & key emps.
	1.7
	
	

	51
	Other notes & loans receivable
	10.8
	
	Non-investment loans & notes only

	52
	Inventories for sale or use
	18.1
	
	

	53
	Prepaid expenses & deferred charges
	42.6
	
	Includes expenses incurred for a future solicitation campaign as well as prepayments for rent, insurance, etc.

	54
	Investments -- securities
	23.2
	E
	“Enter the book values, which may be market value...” (Valuation can be based on cost or market value.)

	55
	Investments -- land, buildings, & equipment
	13.8
	E
	“Enter the book value (cost or other basis less accumulated depreciation) ...”

	56
	Investments -- other
	10.5
	E
	Book value -- either cost or market value.

Excludes program-related investments (in “other assets”)

	57
	Land, buildings & equipment
	60.9
	E
	“Enter the book value (cost or other basis less accumulated depreciation) ...”

	58
	Other assets
	36.9
	E?
	“Book value.”  Category includes program-related investments (investments intended primarily to accomplish org’s exempt purpose – e.g., low interest loans to needy students)

	59
	Total assets
	99.9
	
	

	Liabilities

	60
	Accounts payable & accrued expenses
	66.8
	
	

	61
	Grants payable
	3.3
	
	Includes commitments “whether or not the commitments have been communicated to grantees.”

	62
	Deferred revenue
	19.3
	
	Revenue received but not yet earned.

	63
	Loans from officers, dirs., trustees & key employees
	3.3
	
	

	64a
	Tax-exempt bond liabilities
	1.8
	
	“... tax exempt bonds (or other obligations) issued by the organization on behalf of a state or local gvt’l unit or by a state  or local gvt’l unit on behalf of the org., and for which the org.  has a direct or indirect liab.

Excludes situations where org.  has only a contingent liab., as it would if it were a guarantor..

	64b
	Mortgages & other notes payable
	32.1
	
	

	65
	Other liabilities
	29.2
	
	

	66
	Total liabilities
	76.1
	
	

	Net Assets



	
	SFAS 117 reporting of net assets
	70.4
	
	The 1996 Statement of Financial Accounting Standards (SFAS) 117 released by the Financial Accounting Standards Board (FASB) instructed organizations to distinguish 3 types of net assets: unrestricted, temporarily restricted, and permanently restricted.

	
	Unrestricted net assets
	54.8
	
	

	
	Temporarily restricted net assets
	23.8
	
	Non-current portion of multi-year grants, typically

	
	Permanently restricted net assets
	10.6
	
	Board designated endowments are technically unrestricted.  However, some organizations confuse permanently restricted endowment funds (i.e., restricted by the donor) with board-designated funds, which an organization can legally choose to use at a later point in time.

	
	Non-SFAS 117 reporting of net assets
	26.7
	
	

	
	Capital stock, trust principal, or current funds
	5.8
	
	

	
	Paid-in capital surplus, or land, building & equip. fund
	1.9
	
	

	
	Retained earnings, endowment, accum. income or other funds
	16.8
	
	

	Note: The percentages reported for net asset items is based on analysis of the NCCS-GuideStar Nonprofit Organizations Research Database for FY 2003 returns.




Revenue and Expenses

The primary source of differences between financial statements (audited or otherwise) and the Form 990 in the reporting of revenue centers on differences in line item definitions and the substantial detail required on the Form 990.  These differences are discussed below in Table 2.

Expenses are categorized across two dimensions: by function (program, fundraising, management & general) and by "object classification" (salaries, legal fees, travel, etc.).  The primary concern regarding reporting of expenses by function is that organizations have incentives to under-report both fundraising and management & general categories in order to impress donors with the extent to which their donations are being used for program activities.

For the object classifications (often called, more simply, expense line items), the largest problem centers on the overuse of the "other expense" category by organizations that find it easier to simply include their existing expense lists in the category rather than going to the trouble to match their items with the categories listed on the form and report them accordingly.  Thus, for example, one sometimes finds a line on an organization's other expense attachment that covers personnel costs although personnel costs should be broken out between lines 25 through 29 (salaries & wages, payroll taxes, employee benefits, etc.).
	Table 2:

Potential Inconsistencies 
in the Form 990 Revenue and Expense Statements (Parts I & 2)


	Revenue Variables

	Line #
	Description
	Percentage Reporting Nonzero Values
	Comments

	1a
	Direct public support
	75.0
	The Financial Accounting Standards Board ruling on contributions, known as FASB 116 and released in 1993, requires that:

-  multi-year gifts, grants, or unconditional pledges to give be counted as revenue when made

- professional services & use of facilities are considered contributions under FASB but not for purposes of the 990, line 1 (Part IV-A & B are used instead)

	1b
	Indirect public support
	20.7
	

	1c
	Gov’t contributions (grants)
	33.2
	Most revenue from governments, even from purchase-of-service agreements and contracts (which most people would assume to be program service revenue)  is correctly classified under 1c.  The primary reason is that these contribute to meeting a public charitys public support test.

Note: Medicare & Medicaid payments should be classified as Program Service Revenue.

	2
	Program service revenue
	60.0
	See line 51: program-related investment income included here.

Generally excludes fee-for-service revenue from governments (line 1 instructions)

	3 
	Membership dues and assessments
	20.8
	What many organizations consider dues for management purposes (and often on their financial statements) is correctly categorized as direct public support to the extent that their value exceeds the value of the benefit given the payor.  Thus, a $20 dues payment that entitles the member to a $10 tote bag would be divided equally between line 1a and 3.

	6
	Rental income
	15.1 (net)
	Generally, the gross income would be reported on the financial statement while both gross and net are reported on the 990.

	8
	Sale of securities and other non-inventory assets 
	22.1 (8d)
	Generally, the gross income would be reported on the financial statement while both gross and net are reported on the 990.

	9
	Special event revenue
	24.5

(net)
	Special events appears to be a category seldom found on the financial statements of most organizations.  Instead, the funds would be lumped under contributions.  Like dues, funds received from a special event may be divided between gross special event revenue and direct public support to the extent that the contribution exceeds the retail value of the goods or services received by the donor.

	
	
	
	

	Expense Variables

 

	30
	Professional fundraising expenses
	8.4
	State charity officials have found occasions where an organization reports zero under expenses because it claims that since its professional fundraiser deducted its expenses prior to giving the charity its proceeds, the expenses need not be reported. 

However, analysis of professional fundraisers' registration statements (see Greenlee & Gordon in NVSQ, 27:3, Sept. 1998) finds that only 3% of charities in Pennsylvania used professional fundraisers so the "zeroing out" of fundraising expenses appears to be relatively uncommon.

	42
	Other expenses
	98.3
	While it is not surprising that most organizations report some items in the "other expense" category, there are concerns that expenses are overreported here.  See the discussion above on Expense Variables.

	Source: Statistics of Income Exempt Organizations Sample, 1994 (only Form 990 filers; 990-EZ filers are excluded)


