
As a nonprofit, your organization focuses on providing value to the public.  As a nonprofit organization, the 

IRS allows your organization to be exempt from taxes.  The IRS takes the time to verify that nonprofits are in 

compliance with the IRS defined tax-exempt status.  The IRS reviews your Form 990 and/or gathers infor-

mation about your organization’s mission.  The completion and submission of the Form 990 allows the IRS to 

review your information to determine if additional time is needed for the IRS to gain a better understanding 

of your organization's mission and management.  This fact finding occurs during an IRS audit.  Your organiza-

tion should be aware of what causes a higher chance of being chosen for an IRS' audit.  Here are 5 potential 

IRS Audit Triggers: 

Incomplete or Inaccurate Form 990 submission:  The Form 990 is your communication to the IRS as to the 

status and management of your nonprofit.  If the IRS determines that you are not transparent with your 

submission, they will want to have further discussions during an audit.  Organizations often forget to 

attach schedules that are required for Form 990 or Form 990-EZ filings.  Carefully review IRS website in-

formation regarding Form 990 – Part IV, Checklist of Required Schedules or Form 990-EZ – Part V, Other 

Information and Part VI, Section 501(c)(3) Organizations Only, to ensure your organization has completed 

and attached all required schedules.  Your accountant or the IRS can provide further guidance if you are 

unsure as to completing the Form 990 correctly.  

Public Concerns:  The IRS will follow-up with your nonprofit regarding public and media concerns regarding 

the validity of your organizations nonprofit behavior.  The IRS requests a Form 13909 to be submitted if 

there are complaints regarding the behavior of a nonprofit organization.  These complaints might identify 

impropriety such as nonprofit leadership using fundraising for personal gain or the nonprofit refusing to 

provide to the public their Form 990 when requested.  The IRS will perform an audit if there is negative 

public media regarding behavior of a nonprofit. 

Compensation:  The IRS reviews the compensation structure disclosed within the Form 990 to determine if it 

is reasonable relating to the size and nature of the nonprofit organization.   If compensation is considered 

excessive, the IRS will determine if the nonprofit is focused on the benefit of the public or for individual 

gain.  The IRS will also question compensation that appears too low if the nonprofit is large or requires 

greater skills to manage the organization.  

Unrelated Business Income (UBI):  Some nonprofit organizations generate income by selling unrelated prod-

ucts or services.  This activity is acceptable but is typically considered a taxable event.  The IRS scrutinizes 

the allocation of the nonprofit organization’s expenses to the unrelated sale of products and services to 

determine reasonableness.  If nonprofit organization’s expenses are to highly allocated to the unrelated 

taxable activity, the organization might be paying taxes that are too low.  This could trigger an IRS audit. 
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Private Benefit/Inurement:  The intent of a nonprofit organization is to ensure it serves a public interest, not 

a private one.  No part of the nonprofit organization should benefit a private individual because of their 

relationship such as insiders.  Insiders would include board members, officers, directors and important 

employees.  These insiders have an opportunity to control or influence the organization.  A nonprofit or-

ganization is prohibited from allowing their income or assets to be used to benefit an insider.   This bene-

fit could occur when donations are used or assets are deployed.  If a nonprofit organization engages in 

inurement or substantial private benefit, the organization risks losing its exemption.  A nonprofit should 

consider clear documentation as to what vendors and suppliers and being used for goods and services.  

The nonprofit organization should request multiple bids to ensure that there was equal consideration be-

fore buying goods, services or entering into contracts. 

For questions about your upcoming audit or to schedule a free consultation, contact us at  

info@communityauditors.com. 
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