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Introduction

Seventy-five percent of the 501(c)(3) public charities that file annually with the IRS each year complete the IRS Form 990; the remaining 25 percent use the shorter Form 990 EZ.  For those organizations completing the longer form, Part II separates expenses into twenty-one line items, or “object classifications” in the language of the IRS instructions, plus several lines for “other expenses.”  The list of twenty-one items is intended to cover most of the expenses a nonprofit organization is likely to incur.  These items include “Grants and Allocations,” “Legal Fees,” “Supplies,” “Compensation of Officers, Directors, and Other Key Employees,” “Supplies,” and “Occupancy.”   All expense line items are further grouped into one of three “functions”:  program services, management and general, or fundraising.   The twenty-five percent of organizations filing the Form 990-EZ report far less detail, only offering up six line items plus a line for other expenses.  Also, the grouping of expenses by “functions” is not on the Form 990-EZ.  

With the substantial detail in the Form 990 expense matrix, one might think that there would be minimal need for the “other” expense lines, but in practice this is not the case.  Many organizations use attachments to elaborate on their other expenses, listing those items with their allocations to the three functions as well as their total amounts.  

This analysis is divided into two parts.  The first describes the use of Other Expenses for all organizations filing Forms 990.  The second presents findings from a detailed analysis of the “other expenses” reported by a random sample drawn from organizations that file the Form 990 and reported “other expenses” greater than $1,000 and are not involved in certain fields, most notably schools and hospitals.

Overview

More than 95 percent of organizations filing the Form 990 in fiscal year 2000 reported some other expenses.  Overall, other expenses accounted for more than 25 percent of the total expenses reported by Form 990 filers.   

Table 1: Distribution by percent of total expenses and organization size

	 
	 
	Organization Size (Level of Total Expenses)

	Other Expenses as a Percent of Total Expenses
	 
	Small
	Medium
	Large

	
	Total
	(<$ 1 mil.)
	($1-5 mil.)
	($5 mil.+)

	Number of Organizations

	0%
	5,795 
	5,284
	347
	164

	1-10%
	39,354 
	30,001
	6,503
	2,850

	10-25%
	46,346 
	31,262
	9,326
	5,758

	26-40%
	24,887 
	17,996
	4,398
	2,493

	40%-60%
	17,362 
	13,874
	2,410
	1,078

	60% or more
	25,565 
	21,900
	2,376
	1,289

	Total
	159,309 
	120,317
	25,360
	13,632

	Percent of Category

	0%
	3.6
	4.4
	1.4
	1.2

	1-10%
	24.7
	24.9
	25.6
	20.9

	10-25%
	29.1
	26.0
	36.8
	42.2

	26-40%
	15.6
	15.0
	17.3
	18.3

	40%-60%
	10.9
	11.5
	9.5
	7.9

	60% or more
	16.0
	18.2
	9.4
	9.5

	Total
	100.0
	100.0
	100.0
	100.0

	
	
	
	
	

	Source:  NCCS-GuideStar National Nonprofit Research Database, FY 2000 Form 990 Filers (Jan. 2003 beta version).  This table excludes 1,414 organizations reporting null or zero values for total expenses.


The columns display groupings for organizations’ total expenses and the rows display groupings for the percent of total expenses found in other expenses.  The largest groupings among organizations of all sizes are the “10-25%” grouping and then the “1-10%” grouping.  Together, these two groupings account for more than half of the total organizations. For the medium and large organizations, the   “10-25%” grouping is especially large, including one-third of these organizations.  

There has been some question as to whether organizations are more likely to put money for the management and fundraising functions into the “other expenses” category than money from the programs.  Though certain organizations might do that, it appears that overall, public charities assign their other expenses to the three functions in roughly the same proportions as they do to total expenses.  The table below illustrates this.

	Table  2: Other and Total Expenses by Function and Organization Size

	(Dollars are in thousands)

	

	 
	Total Expenses
	Total Program
	Total Mgt. & General
	Total Fundraising

	Small (<$1 mil.)  (N=120317)


	29,670,182
	23,652,970
	4,784,102
	882,553

	Medium ($1-5 mil.)  (N=25360)


	56,396,048
	46,455,434
	7,975,701
	1,473,201

	Large ($5 mil.+)  (N=13632)


	526,247,280
	455,954,400
	64,107,475
	5,448,898

	Total  (N=159309)
	612,313,510
	526,062,804
	76,867,278
	7,804,651

	 
	 
	 
	 
	 

	 
	Total Other Expenses
	Other Program
	Other Mgt. & General
	Other Fundraising

	Small (<$1 mil.)
	8,327,690
	6,741,364
	1,231,071
	314,611

	Medium ($1-5 mil.)
	14,068,756
	11,760,764
	1,822,622
	469,273

	Large ($5 mil.+)
	144,970,156
	126,773,231
	17,015,939
	1,386,616

	Total
	167,366,602
	145,275,359
	20,069,631
	2,170,500

	
	 
	 
	 
	 

	Percentage
	Other Exp. 
as % of Total Expenses
	Other Program Exp. as % 
of Tot. Program Exp.
	Other Mgt. &Gen.  Exp. as % of Total Mgt. &Gen. Exp.
	Other Fundraising Exp. as % of Total Fundraising Exp.

	Small (<$1 mil.)
	28.1 
	28.5 
	25.7 
	35.6 

	Medium ($1-5 mil.)
	24.9 
	25.3 
	22.9 
	31.9 

	Large ($5 mil.+)
	27.5 
	27.8 
	26.5 
	25.4 

	Total
	27.3 
	27.6 
	26.1 
	27.8 


Source:  NCCS-GuideStar National Nonprofit Research Database, FY 2000 Form 990 Filers (Jan. 2003 beta version).  .

What Is Reported As “Other Expenses”?

To better understand the use of the “Other Expenses” line item by filers, we selected a random sample of 106 organizations from a sampling frame of 28,730 organizations that met each of several criteria: 

· Filed Forms 990 in fiscal year 2000 

· Reported over $1,000,000 in total expenses and more than $1,000 in other expenses.  

· Are not religious organizations, schools and colleges, hospitals, mental health organizations, or organizations that primarily engage in fundraising or supporting another nonprofit organization support.  
The sampling frame of over 28,000 organizations recorded almost $220 billion in expenses, with approximately $60 billion of those being listed by the organizations as “Other Expenses.”  The mean organization reports about 25 percent of expenses as “Other Expenses,” with a slightly smaller median value of 19 percent.  A few organizations, approximately two percent, list 100 percent of their expenses as “Other Expenses.”  

The organizations included in the sample listed $700 million in expenses, with over $300 million listed as “Other Expenses.”   For this set, the mean organization had 34 percent of their expenses listed in “Other Expenses” and a median of 25 percent, both somewhat larger than for the sampling frame as a whole.  

Table 3:  Summary of “Other Expenses” Reported by Sample Organizations

	 
	Number
	Percent of Total
	Amount
	Percent of Total

	Organizations
	               106 
	
	
	

	Average number of items per organization
	                 11 
	
	
	

	"Other expenses" items
	            1,168 
	          100.0 
	        309,734,172 
	           100.0 

	   "Other expenses" items reportable on Part II lines
	               368 
	            31.5 
	          65,912,957 
	             21.3 

	   "Other expenses" items with no line on Part II
	               800 
	            68.5 
	        243,821,215 
	             78.7 


The 106 organizations in the sample had 1,168 items listed as “Other Expenses, ” an average of 11 items per organization.  (Table 3)   More than 31 percent of the items representing more than 21 percent of the total amount of “other expenses” could be readily assigned to one of the specific lines on Part II of the Form 990.  For example, occupancy costs were listed 136 times in “other expenses,” but should be reported on Line 36 of the Form 990.  

Table 4 (found at the end of this report) lists the types of “other expenses” that the sample organizations reported and highlights those that could be readily assigned.  The largest single item, in monetary terms, was something we called “Consulting” with about $120 million or approximately one-third of the total.  Consulting includes any skilled services other than accounting or legal services, and includes items such as  “Consulting,” “Purchased Services,” “Prof. Services,” ”Bank Services,” “Skilled nursing,” and others. 

Though the largest in terms of its dollar value, consulting, with 127 entries was third by number of occurrences to the non-classified entries that had 235 entries and $60 million, the second largest monetary total.  These non-classified entries included, among others: “Nutritional supplies,” “Cultural enrichment,” “Subsistence,” “Clothing,” “Top of the hill,” “Afro cult camp cost,” and “M & S Indirect.”  As these examples would indicate, there was frequently only one occurrence of each item in the unclassified list.  Many organizations simply type the words “Other Expense” and this is third largest category by money at $19.5 million. 

The next largest category by expenses was Occupancy, which was second by number of occurrences with 135.  The occupancy list, which amounted to nearly $18.5 million, included such costs as “Sewage,”  “Rent,” “Repairs and Maintenance,” “Operating and maintenance exp” and “Gas.”  The other major categories that were listed under “Other Expenses,” but seem to belong on items listed on the form were:  “Other Salaries and Wages,” “Compensation of officers, directors, etc.,” “Grants and Allocations,” “Postage and Shipping,” “Supplies,” “Fundraising” and “Travel.” 

Insurance does not appear on the Form 990 at present.  While tenth among other expenses in terms of total dollars, it was listed as one of the “Other Expenses” by 78 of the 106 organizations in the sample.  Furthermore, almost all of these listings simply say “Insurance” and nothing more, indicating its commonality among various organizations.  

Summary and Conclusions

The vast majority of filing public charities include other expense items on their Forms 990.  We estimate these expenses to account for approximately 25 percent of the total expenses.  A close examination of a random, but not entirely representative sample shows that many of the items listed could be allocated to existing line items.  We estimate that existing line items could take approximately 40 percent of the items listed under other expenses and that 20 percent of the dollars could be listed under existing line items.  

We recommend that two categories, “Consulting” and “Insurance,” be added to the Form 990.   “Consulting” as noted before, was by far the largest category by total dollars and was reported by more than half of the total organizations.    Nearly three-quarters of organizations reported insurance costs.  Of the organizations that reported consulting and insurance, their mean percent of total expenses was 7 and 1.5, higher than other items currently on the form.  (For example, postage averages only 0.4 percent of total expenses for those that list it on their form.)

To prevent the overuse of the “other expenses” category, we recommend that the IRS take several steps.  First, it should add a sentence in the instructions for “Line 43 – Other Expenses:” 

Other Expenses are not to include expenses that could reasonably be assigned to other object classifications or line items (lines 22-42).

While this seems like an obvious point that is stated already in the first sentence of the instructions (see Appendix), this study shows that many organizations fail to do so.   Emphasizing this simple instruction may induce at least some of them to improve their expense reporting.  

Second, the addition of a brief note highlighting this reporting problem on the cover page of the instructions, or in other communications with tax preparers and nonprofits by both the IRS and state charity offices is also likely to improve reporting on this section.

Third, the IRS should work with tax preparation software developers to develop “intelligent warnings” when items typed into the Other Expense category include words that indicate the items could be assigned to other line items.  For example, a pop-up window could appear after a user enters the words “building maintenance” since this should be included on the Occupancy line.  Alternatively, warnings could be added in a verification or error-checking procedure that is run after all the items on the form have been entered, a common approach in tax preparation systems.

Table 4: Types of “Other” Expenses, by Total Amount

	 
	Expense Code
	Number of Entries
	Total Amount

	1
	Consulting
	127
	 $      119,133,965 

	2
	Unclassified
	235
	           59,181,371 

	3
	Other Expense
	52
	           19,513,940 

	4
	Occupancy 
	136
	           18,462,947 

	5
	Other salaries
	36
	           16,799,608 

	6
	Grants and Allocations
	23
	           15,480,796 

	7
	Advertising  
	63
	           12,115,852 

	8
	Food      
	24
	           11,859,135 

	9
	Postage and shipping  
	7
	             7,677,657 

	10
	Insurance 
	87
	             7,112,054 

	11
	Taxes     
	24
	             6,210,444 

	12
	Ancillary 
	2
	             3,273,987 

	13
	Compensation of officers, directors, etc.             
	15
	             2,020,814 

	14
	Administrative
	13
	             1,624,118 

	15
	Miscellaneous
	67
	             1,508,124 

	16
	Fundraising  
	12
	             1,443,392 

	17
	Bad Debt  
	19
	                863,566 

	18
	Travel    
	7
	                832,810 

	19
	Dues      
	45
	                714,614 

	20
	Investment
	10
	                692,817 

	21
	Conferences, conventions, and meetings
	7
	                556,950 

	22
	Entertainment
	11
	                420,787 

	23
	Equipment rent
	13
	                420,471 

	24
	Transportation
	26
	                409,335 

	25
	Bank      
	29
	                323,808 

	26
	Other employee benefits 
	11
	                205,608 

	27
	Telephone 
	6
	                192,995 

	28
	Communications
	4
	                167,685 

	29
	Legal fees
	20
	                156,615 

	30
	Supplies  
	6
	                152,357 

	31
	Computer  
	14
	                145,034 

	32
	Accounting Fees       
	10
	                  41,525 

	33
	Specific Assistance to Individuals  
	2
	                  33,114 

	34
	Benefits paid
	2
	                  27,867 

	35
	Programs  
	1
	                    6,585 

	36
	Penalties 
	2
	                (48,575)

	
	Total
	1,168
	309,734,172

	Highlighted values indicate line items from the Form 990.
	
	


Appendix 1:  IRS Instructions for Line 43, Other Expenses (2002)

Show the type and amount of each significant expense for which a separate line is not provided.  Report all other miscellaneous expenses as a single total.  Expenses that might be reported here include investment counseling and other professional fees, but not professional fundraising fees, accounting fees, or legal fees.  These are reportable on lines 30 through 32.

Other expenses includible on line 43 are:  penalties, fines, and judgments; unrelated business income taxes; insurance and real estate taxes not attributable to rental property or reported as occupancy expenses; and any marketing and distribution costs not included on other lines of Part II.  Attach a schedule if more space is needed.

State reporting – miscellaneous expenses.  Some states that accept Form 990, or Form 990-EZ, in satisfaction of their filing requirements may require that certain types of miscellaneous expenses be itemized regardless of amount.  See General Instruction E.
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