Suggestions for Meaningful Board Member Review of IRS Form 990 (2008 Form)
Nonprofit best practices dictate that before submitting it to the IRS, the board of directors should review and approve the organization’s annual IRS information return; that is, Form 990 and the accompanying schedules.  As NPCs undergo audits and their accountants prepare their Form 990, NAVREF receives questions asking how board members can perform a meaningful review when they are unlikely to be in a position to judge whether the amounts reported are accurate.  In response, NAVREF has developed the following guidance.  

The following incorporates suggestions made during a presentation by Sara Elizabeth Hyre, CPA, of Clark Nuber, Certified Public Accountants and Consultants.

1. Board Member IRS Form 990 Review.  Board members should be given the draft 990 well before it is presented to the board as a whole by the accountant or auditor who prepared it – see # 2 below – so they may first review it on their own.  The following questions are designed to guide individual board members through their preliminary review but recognizes that they it is unrealistic to expect them to be intimately familiar with the reported financial data.  
Part I - Revenue and Expenses, and Changes in Net Assets or Fund Balances:

· Looking at Lines 8-11 (and Part VIII for details), are all the different types of revenue X received reported?  For example, if you know X received one or more government grants, you should see an amount reported on Part VIII, Line 1e.

· Was there a significant increase or decrease in net assets (Part 1, Line 22)?  If yes, and you don’t already know why, ask for an explanation when the 990 is presented.  If a decrease, does it warrant board action to ensure the future viability of X?

Part IX - Statement of Functional Expenses:

· Are the amounts allocated to Management and General (M&G – Column C) reasonable based on your knowledge of X’s administrative staffing and overall management budget?  Hint: Some costs paid out of the administrative account may be appropriately reported as Program Services in Column B.

· Look carefully at the Line 23 “Other” items.  Do any of these include large amounts that may be more appropriately broken out among the functional expense categories listed in Lines 1-23?  For example, “Research Support - $325,547” probably merits a question as would large amounts paid to “consultants.”

· Are amounts grouped together and labeled “miscellaneous” less than 5% of total expenses reported on Line 25?
· Does the Line 25 M&G/total expenses ratio (Column C divided by Column A) seem reasonable?  For example, funders look for a ratio of 25-30%.  A very high ratio may indicate excessive administrative expenses.  Even though NPCs usually fall on the low side - in part because they generally pay no rent or utilities for their office space - a very low amount may raise questions about whether the organization is adequately staffed and insured, and is being well-managed.

Part III, Statement of Program Service Accomplishments: 

· Does the discussion of X’s primary exempt purpose accurately convey X’s mission and the focus of its activities?

· Are the program descriptions a good summary of X’s largest programs?

Part IV Lines 28 and 34

· Did the organization obtain sufficient information from board members to make an informed response to the questions asked on these lines?
· If the organization is determined to be “related” to another organization, is the required compensation information provided in Part VII?  Has Schedule R been completed?
Part VI – Governance, Management and Disclosure:

· Has the board carefully considered the governance questions, particularly those in Section B regarding policies?  Although there may not be specific IRS requirements associated with these questions, the IRS is using them to drive board behavior and decisions.  A “no” response may be a red flag for a funder or invite scrutiny by the IRS.

· Lines 12-15 ask whether the organization has certain policies or follows certain procedures.  It is advisable for an NPC to take steps to ensure that it may respond “yes.” 

Part VII – Compensation of Officers, Directors, Trustees, Key Employees, Highest Compensated Employees and Independent Contractors:

· Are all of the officers, directors and key employees listed who should be?  The executive director is likely to be an officer and must be listed regardless of his/her compensation level.

· Is your name spelled correctly?  Is X’s business address provided, not your home address?

· Is the average number of hours per week that you spent on X governance accurate?  Is the total sufficient to demonstrate adequate board engagement and oversight?  Verify that rounding doesn’t bring this down to 0.

· Did you receive from X any unreported compensation, benefits or reimbursements not subject to an IRS accountable plan?

· Are the amounts reported for the executive director’s compensation and benefits consistent with what the board approved?

Overall:  Keep in mind that the objectives of IRS Form 990 include demonstrating that the organization is fulfilling its tax-exempt purpose; disclosing financial transactions; and ensuring transparency of activities and relationships.

· Does the 990 you just reviewed meet these objectives?

· Does the 990 present a neat, professional appearance?  (Typed with no handwritten notations, no misspellings, no alterations to the form, etc.)  Note:  Guidestar posts all 990s on a publicly accessible web site so appearance matters.

· If you were a potential donor, but were unfamiliar with X, does reviewing the 990 make you more or less inclined to make a donation?  If less, how can the 990 be revised to make you more inclined?

2. Presentation to the Board and Data Review.  Form 990 should be presented to the board by the auditor or accountant who prepares it, not NPC staff.  The presenter should review the financial data in such a way that assures the board that the 990 has been completed correctly.  The method of presentation – in person or by speakerphone – should allow board members to ask the preparer questions about the financial data reported with and without NPC staff present.  Finally, the board should document in meeting minutes that there was a substantive discussion about the draft 990 before the board approved it and before it was filed with the IRS.
