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You've heard the joke about the IRS agent who tells the

association executive) "I'm from the government) and I'm

here to help." Welt in this case) the agent actually did.

~•

of 2005, the
rofessional associa

of Commercial
Women (CREW)

was mg tremendous
success. Our organization, established
25 years ago, had gained visibility and
stature in the Dallas community. Our mem
bership had grown to 300, and our separate
charitable arm, CREWClassic, had donated
more than $2 million to local charities.

CREWDallas is one of 60 separately
incorporated members of CREWNetwork, a
national federation in Lawrence, Kansas,
that works to advance women in the com

mercial real estate industry. At CREWDal
las, everything was great-until the IRS
came calling.

The Internal Revenue Service notified us

by letter in the spring of 2005 that they
would be performing a compliance audit for
both our 501(c)(6) professional association
and our 501(c)(3)charitable organization.
What could have been a nightmare turned
into a unique opportunity to transform
much of our organization.

After surviving this experience, we
decided to share our tale with other associa

tion executives to help them understand
the audit process and the administrative
and governance responsibilities required of
a nonprofit organization .•

By E'I"c1.beth E. So lender
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The Letter's in the Mail
We received the audit notification in a

roundabout way, this in itself demon
strating the accounting and recordkeep
ing issues we had to face. The IRS
mailed the initial letter to a previous
address still on file with the Texas Secre

tary of State's office. We didn't receive it.
So the IRSsent a second letter to the

office of a former part-time administra
tor. She forwarded it to the national

office, which sent it back to the current

part-time administrator's office. Three
months passed before Michelle Wheel
er, our current volunteer treasurer and
chief financial officer of Jackson-Shaw

Company in Dallas, received the letter.
She opened it during a board meeting,
which caused quite a furor.

Wheeler, who is a CPA,immediately
called the IRS,apologized for the delay
in responding, and set an appointment
to meet the agent. The letter included a
detailed list of requested documents.
The agent requested hard-copy docu
ments of all organization calendars,
newsletters, membership directories,
committee members, boards of direc

tors, association sponsors, donors to

CREWClassic, board meeting minutes,
bylaws, and financial records.

To prepare for the meeting, our
board members and the national office

began gathering documents. Locating
these documents proved difficult for
four reasons:

III Our chapter did not have a central
filing location.

III Our chapter's calendar and newslet
ters appeared on the organization's
Web site; we did not keep paper
copies.

III The national CREWoffice had

assumed our accounting responsi
bilities and was sharing the admin
istrative responsibilities for the
chapter with a local part-time
administrator. We had sent several
boxes of financial information and

other chapter materials to the
national office, which we now had

to get back.
III Our chapter's legal counsel changed

annually among attorneys serving
on the board. No individual was

responsible for current amend
ments, bylaws information, or for
serving as a registered agent.

What Happened to Our Return
from 1999?
Given these challenges, Wheeler, with
the help of the administrators in Dallas
and staff at the national office, spent a
month tracking down documents in
volunteer files, various boxes, and Web

site archives. In September, Wheeler
met with the IRSagent, personally
delivering four file boxes of materials
for the IRS.

We received a letter several months

later that included an "explanation of
items" document indicating where our
organization needed to improve. We
learned that no tax returns had been

filed for 1999, and a return for another

year had been filed without an officer's
signature. How could this happen?

A number of things contributed to
the oversights, primarily the fact that
our financial-reporting formats and
information varied from year to year.
Some years, our board of directors
included an accountant, who served as

treasurer. Other years, we did not have
anyone on the board with an account
ing background. For four years, one of
the national accounting firms filed our

FREE RESOURCES FOR ASSOCIATION AUDIT COMMITTEES
ByDiane Babuin
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"Today, associations and not-for-prof
it organizations come under scrutiny
similar to public companies," says
John F.Morrow, vice president,
American Institute of Certified Public
Accountants (AICPA},New YorkCity.
"Therefore, it's vitally important that
these organizations have a strong
audit committee in place, functioning
at the highest level of efficiency.A
financial-reporting scandal is not just
about a potential loss of public confi
dence; it can also leave an organiza
tion unable to fulfill its mission."

That's why the AICPAcreated the
Audit Committee Effectiveness Center
within its Web site at www.aicpa.org/
audcommctr. At this site, you will find
The AICPAAudit Committee Toolkit:

Not-for-Profit Organizations, which
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includes checklists, model policies,
sample letters, reports, and other
resources. Youcan obtain a printed
version for a nominal fee or a free
download at www.aicpa.org/
audcom mctr/tool kitsnpo/
homepage.htm. The download is
available in MicrosoftWordformat,
and you can customize the tools for
internal use.

"This is an excellent set of tools for
the nonprofit-sector audit commit
tee," says Richard F.Sample, audit
committee chair for Alternatives, Inc.,
Raritan, New Jersey, which provides
services and support to developmen
tally handicapped individuals. "This
has been particularly useful to us as
we are a nascent committee, and the
tools have given us a roadmap and a

usable guide that cut our workload
significantly."

To help you in the search for talent
and expertise on your audit commit
tee, the AICPAalso offers an Audit
Committee Matching System at
www.aicpa.org/info/committees/
index.asp. You can use this free online
resource to find CPAcandidates to
serve on your board of directors and
audit committee. This tool facilitates
a match between the skills of a candi
date and the needs of your own
organization.

Diane Babuin is senior manager of
communications, American Institute

of Certified Public Accountants, New

York City. E-mail: dbabuin@aicpa.org
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We used the process as a valuable
learning experience and a unique opportunity

to transform our recordkeeping,
administration, and boards.

tax returns pro bono. Even then the
firm relied on the accuracy of the infor
mation provided, and the returns were
unaudited and unreviewed.

In addition, the IRSagent found it
difficult to distinguish between the
professional association and the chari
table organization because of signifi
cant commingling in their calendars,
newsletters, sponsorships, donations,
and even in their board members. For

example, the association and charity
sometimes solicited sponsorships and
donations in the same documents.

Another red flag signaled problems:
other than handwritten thank-you
notes, no letters were sent acknowledg
ing donations or the value of the dona
tions to donors.

From Transgressions to
Transformations

Although the audit process was time
consuming and more than a little scary,
we were lucky. The IRSchose not to
penalize either organization. Ultimate
ly, we used the process as a valuable
learning experience and a unique
opportunity to transform our record
keeping, administration, and boards.

We now have a new registered agent
who serves as general counsel and has
agreed to archive all official docu
ments. A certified public accountant is
acting as the treasurer for the next two
years and will oversee the tax returns.
Our professional association and chari
ty now have separate boards. We have

also hired a full-time executive director

to oversee chapter administration and
compliance. The new executive director
also takes the minutes, which include
an attendance record, the date and

time the meeting starts, and the meet
ing agenda. Minutes are not detailed

and offer very little narrative.
Based on the lessons we learned, we

offer this advice to other association
executives:

Designate someone to keep official
records. Many association chapters of
national organizations have rotating
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Depending on the size of your organization,
assign an accountant to audit or review

all financial information.
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boards and little consistent manage

ment. In an ideal world, you would des

ignate an attorney as the registered

agent for all notices and as corporate

counsel. This person needs to archive

most official documents for up to

three years.

Obtain consistent accounting serv

ices. Rotating volunteer treasurers

with different accounting methods
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can yield inconsistent bookkeeping. If

it is financially possible, hire outside

accountants. Appoint a financial or

audit committee to review the organi
zation's finances and tax returns.

Include one financial expert, who
should chair the committee, and two
or three other individuals who can

read financial statements. Depending

on the size of your organization,

Wayne Berson, CPA
7101 Wisconsin Avenue

Bethesda, MD 20814
301-654-4900 or 800-990-990T
www.bdo.com

IBDQ
BOO Seidman, LLP
Accountants and Consultants
www.bdo.com

WHAT'S ON YOUR
DOCUMENT
RETENTION LIST?
If your association does not already

have a document-retention list, now

is the time to develop one. The

National Council of Nonprofit

Associations, Washington, DC, rec

ommends keeping bank statements

and general correspondence for a

minimum of three years. Minutes,

bylaws, and the charter should be

retained permanently.

Include the following in your reten

tion program:

III Charter, bylaws, and all amend

ments;

III Tax-exemption letter;

!II Name of registered agent for the

Secretary of State;

III Tax retu rns and worksheets for

Form 990;

III Accounts payable and check

copies;

III Audit reports;

III All correspondence with the IRS;

III Organization's official annual cal-

endar of all events;

III Newsletters;

III Membership directory;

III Membership applications and

reports;

III Board of directors, including con-

tact information;

III Minutes of board meetings;

III Sponsor or donor lists;

III Sponsorship-solicitation letters; and

III Sponsorship-acknowledgement
letters.



assign an accountant to audit or
review all financial information.

Keep complete and accurate min
utes. Taking the minutes at a board
meeting is not an appreciated respon
sibility. Yet minutes that document
board actions are extremely impor
tant.

File the tax return (Form 990).
Some organization's volunteers fail to
file because they assume that non
profit organizations do not have to file
tax returns. With few exceptions (tax
exempt organizations with gross
annual receipts ofless than $25,000,
churches, and certain religious, state,
and local instrumentalities), these vol

unteers would be wrong.
If your organization does not hire

an accountant to file tax returns,

include the filing deadlines for state
and national returns on your board's
calendar. The IRSmaintains a Web site

(www.irs.gov) that lists filing require
ments and links to state sites.

Differentiate between related

organizations. Make the differences
between your 501(c)(6) trade associa
tion and your 501(c)(3) charitable
organization very clear. Each board
should operate separately, with its
own meetings, minutes, newsletters,
accounting, and invoices.

When related organizations share
members, a board of directors, and
administrative services, it can be diffi

cult to discern their differences. Keep
in mind that the trade association can

provide administrative services to the
charity; however, the charity must
operate exclusively for its charitable
purposes and cannot provide goods or
services to the association.

Properly acknowledge sponsors.
Professional associations often rely on
sponsors to provide funds to under
write programs and services for their
members. Carefully review what ben
efits sponsors are given in return.

Displaying the sponsor's name and
logo is not considered a substantial
benefit. However, displaying product
information, addresses, phone num
bers, price lists, and Web sites is con-

side red advertising. Funds from spon
sors receiving these benefits can be
subject to unrelated business income
taxes.

Is an Audit in Your Future?

All nonprofit organizations are
required to file tax returns, but most
have never been audited. We were the

exception, but that could be changing.
The Bureau of National Affairs

reports that since July 2004, the IRShas
contacted more than 1,800 nonprofit
organizations, initiating either exami
nations or compliance checks to gather
more information. An IRSrepresenta
tive reported in May that this has
resulted in 1,225 compliance checks
and 600 examinations.

During a compliance audit, the IRS
verifies that an organization is adher
ing to recordkeeping and reporting
requirements. Examinations are more
detailed. Failure to correct deficiencies

can result in an organization receiving
monetary penalties and/or losing its
tax-exempt status, as well as being
subject to additional audits.

By sharing our experience, we hope
we've encouraged association leaders
to remain vigilant about their record
keeping, administration, and gover
nance responsibilities. Of course, to
ensure proper compliance, it's always a
good idea to 0btain the advice of a pro
fessional accountant or tax specialist
just in case the IRSdecides to pay you a
visit, too. Em

Elizabeth E. Solender is past president of
the National CREW Network and CREW

Dallas organizations, as well as chair

emeritus of the CREW Foundation pro

gram. The president of Solender/Hall,

Inc., a commercial real estate company

in Dallas, Solender currently serves as

program director for the North Texas

Chapter of the National Association of

Corporate Directors, Dallas, and on the

board of Dallas National Bank. E-mail:
eliza@solenderhall.com

Fundraising Consultants
for Nonprofit Organizations

Strategic Planning

Development Audit

Campaign Planning & Feasibility Study

Campaign Consulting & Management

Board, Volunteer & Staff Development

Major Gift Development Program

Endowment Development•
L.'-I STEPHEN E.••.• CRAMER &

ASSOCIA TES. llC

ASAE Annual Meeting Exhibit Booth #621
www.cramer~assocS.com
651.324.0454
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