
Fundamentals
Ways and means for the public sector

Letôs face it; times have been tight for most not-for-proýts 
lately. Stock market volatility, greater competition for 
donor dollars and inþationary costs for things like  
gasoline have caused many to put on the full-court press 
for fundraising.

Some organizations are using periodic e-mail updates 
to inform their constituencies about new programs and 
projects. High proýle capital campaigns are gaining favor, 
complete with glossy brochures to catch potential donors’ 
eyes. Sending staff to workshops and seminars in order to 
learn more about fundraising options — all of this can  
be proýtable.

In the midst of raising the funding bar, remember  
one of the best options in this arena: special events.  
If well-planned, these can be a great tactic for bringing in 
funds and (sometimes more importantly) educating the 
public about what you do.

Special events can cover a broad spectrum. For example, 
golf tournaments can be fun, lucrative and pulled off with 
a minimum of volunteers. Just make sure there isn’t an 
overabundance in your area. 

One creative golf tournament option: Hold it during the 
winter. One inspired Colorado company held theirs in 
January. To avoid the snow, they rented out a video game 
establishment, got a few big sponsors and had participants 
come in throughout the day to play 100 holes of video  
golf. Each player signed up donors who committed to  
one-dollar-per-hole donations.

Another successful idea comes from Florida. A creative-
thinking exempt organization there holds an annual 
Monopoly tournament with mini-tournaments inside the 
larger one. Participants compete in divisions like two vs. 
two ultimate Monopoly and repo.

Banquets, silent auctions, bike-a-thons, clean-up-the-
beach or state park days are other potential money  
raising ideas. Or think of things like treasure hunts, 
Frisbee golf tournaments and 5 kilometer run/walks  
that might be done on your organization’s property.  
You might even corral your staff as volunteers.  

For instance, start off the special events planning 
meetings with brainstorming on what you can do to 
meet the following three criteria:  

1.	 Bring in $1 million
2.	 Get coverage on CNN
3.	 Have a whole lot of fun  

Seek out businesses to become sponsors (e.g., names 
and logos in publications, banners displayed at the 
event), ýgure out how to attract donors and round  
up the necessary volunteers. It really can be an 
enjoyable experience.

There are, however, a few things to be aware of.  
You must be sure that your sponsors are not 
advertisers. Advertising revenue is subject to the 
dreaded “unrelated business income tax.” Also, you 
may need to check on your insurance policies to 
assure that you are covered for all eventualities that 
the events might bring. And, the IRS wants you to 
report special events in a — what else — special way 
on your return each year.

The tax rules are fairly speciýc about what is a 
qualiýed sponsorship and what crosses the line 
to become advertising. To qualify as corporate 
sponsorships (not subject to tax) you may use the 
sponsor’s name, a list of their locations and their logo. 
You should avoid:  

•	 Language that compares their products to  
their competitors

•	 An “ask” or an “inducement to purchase”
•	 Pricing information
•	 Discounts or other indications of savings or value

The corporate sponsorship rules can be found in the 
Internal Revenue Code at regulation section 1.513-4. 

It’s generally advisable to call to your insurance 
professional to discuss the proposed special event.  
If you’re giving away prizes, you may want to inquire 
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Have you thought of offering “incentives” to your 
constituents in your year-end giving campaign?  
They can be a powerful tie-in when asking donors  
for funds. 

But what about suggested donation rules and 
special offers for exempt organization products?  
They are complicated and vary on a state-by-state, 
organization-by-organization basis. 

Sufýce it to say that with a suggested donation model,  
your organization must be ready, willing and able to  
send anyone the offered resource even if they tell you  
they cannot afford the suggested donation price.

In addition, there are quid pro quo receipting rules in the 
Internal Revenue Code that impose special rules when 
goods or services are provided in conjunction with a 
contribution of more than $75. Those rules require your 
organization to send a receipt that breaks out the fair 
market value (not just the amount you paid for the product 
or service) on the donor’s receipt.

However, according to IRS Publication 1771 (which can be 
found at www.irs.gov/eo under “forms and publications”), 
there are important exceptions to the quid pro quo rules. 
One is the token exception, which opens the door for a 
great opportunity for your organization, especially  
at year-end.

The token exception states, insubstantial goods or 
services a charitable organization provides in exchange 
for contributions don’t have to be described in the 
acknowledgment. Goods and services are considered to 
be insubstantial if the payment occurs in the context of a 
fundraising campaign in which a charitable organization 
informs the donor of the amount of the contribution, that 
is a deductible contribution, and

1.	 The fair market value of the beneýts received doesnôt 
exceed the lesser of 2 percent of the payment/ 
contribution or $89.

2.	 The payment/contribution is at least $44.50, the only 
items provided bear the organization’s name or logo 

(e.g., calendars, mugs or posters) and the cost of these 
items is within the limit for low-cost articles, which  
is $8.90.

Free, unordered low-cost articles are also considered to be 
insubstantial. This means that if you send a low-cost item 
to donors or potential donors as a means of getting their 
attention, you don’t have to break the fair market value of 
that item out on their eventual receipt if they respond to 
the mailing with a monetary contribution.

Examples of the token exception: If a charitable 
organization gives a coffee mug bearing its logo and 
costing the organization $8.90 or less to a donor who 
contributes $44.50 or more, the organization may state 
that no goods or services were provided in return for the 
$44.50 contribution. The $44.50 is fully deductible. 

The dollar amounts are for 2007. Guideline amounts are 
adjusted for inþation. For future years, contact IRS exempt 
organizations customer account services at (877) 829-5500 
for annual inþation adjustment information. 

Look at this from a practical, NFP fundraising standpoint. 
First, the token rules speak of cost not fair market value 
(e.g., if you’re sending a book with a price of $24.95 
printed on the cover, but your organization bought for 
$7.50, you’d be within the token exception limitations). 
What this means is that you can offer a resource to 
donors for a gift of, say, $50 or more and they would get 
a potential charitable deduction for that entire donation. 
The reality is that, with a little shopping, you can buy 
popular, powerful, practical and relevant books in bulk for 
less than the token limitation amounts.

As an added suggestion, make a deal for the per-book 
purchase price but don’t buy the books until you receive 
contributions from donors. Some vendors will even  
drop-ship the books from their warehouse, thereby taking  
the ñfulýllmentò burden off your staff ð but always check  
the prices.



about prize insurance. Next, call your attorney and 
discuss what you’re doing, who’ll be there and where and 
when the event is taking place.

In ýling your annual Form 990 with the IRS, you must 
break out ýnancial information regarding special events 
on line 9 of part I. Report the income and expenses in 
a ýve-column format that includes total funds, total 
contributions, revenue (total funds less contributions), 
speciýc expenses connected with the event and net event 
income (income from the event less speciýc expenses). 
You should show this information for each special event 
you hold during the year.
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Finally, the one thing that often makes or breaks 
special events is attitude. Be positive. Don’t get caught 
up in planning – you have to forge ahead and have  
the ýrst annual of anything. Get it on the calendar, 
pull the team together, then alert the newspaper, TV 
and radio stations. Publicize, set up the event, and go 
for it.

If it’s -2 degrees, snowing on the day of your run/
walk and you end up with more volunteers than 
participants, wrap your hands around a cup of 
hot chocolate, tell the reporters how great your 
organization is and think about what you can do 
better at the second annual event.

A strong endowment fund continues to be a crucial 
component of many not-for-proýt organizationsô  
long-term success. Based on the complexities involved  
and the over use of the term “spend policy,” accounting  
for this endowment income and appreciation can 
produce a source of confusion for organizations.  
Note: In this article, endowment refers to 
permanently restricted contributions.

FASB Statement No. 124 speciýes that unless there  
is a speciýcation from the donor as to restriction on 
the investment income, the investment income and 
gains from endowment funds are classiýed as  
unrestricted. This treatment, however, is subject 
to state regulations. Some states require capital 
appreciation on endowment funds for which there’s 
no income restriction to be tracked as temporarily 
restricted. An organization’s board can then create 
an appropriate utilization policy to release this 
appreciation. It would typically involve a percentage 
of the investment market value over an extended 
period of time (i.e., 5 percent of the market value over 
the previous 12 quarters). These funds are usually 
accounted for as releases from temporarily restricted 
net assets into non-operating activities on the 
statement of activities.

An NFP may elect to adopt a spending policy that 
recognizes reliance upon investment earnings to fund 
current year operations. Such a policy necessitates a 
formal board approval. The organizationôs ýnancial 
statements would recognize this spending amount as a 
reclassiýcation between operating and non-operating 
earnings. Any approved amount should not be in 
excess of the current year unrestricted investment 
income and appreciation.

According to FASB 124, if losses are incurred on a 
donor restricted endowment fund, these losses will 
be applied to the extent of any previously recognized 
appreciation on these donor restricted funds.  
Any remaining loss will reduce unrestricted net assets. 
If gains are incurred on these donor restricted funds 
in subsequent periods, they will ýrst be applied to 
restore unrestricted net assets to the extent at which 
temporarily restricted losses were previously applied.

These treatments entail familiarity with applicable 
state regulations. Consult your local tax professional 
for speciýc treatment within your state.




