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Understanding the treatment and management of not-for-profit, nongovernmental foundations
associated with public universities is crucial for administrators, donors, and stakeholders involved in
higher education and nonprofit sectors. These foundations play a vital role in supporting university
missions—fundraising, research, scholarships, community engagement, and more—while maintaining
compliance with legal and financial standards. This article provides an in-depth exploration of how
such foundations are treated in terms of legal structure, financial management, taxation, governance,
reporting, and strategic alignment with their parent university.

---

Introduction to Not-for-Profit, Nongovernmental
Foundations Linked to Public Universities

Public universities often establish affiliated foundations to enhance their capacity for fundraising,
grant management, and community outreach. These foundations are independent legal entities,
typically organized as 501(c)(3) organizations in the United States, which allows them to operate
exclusively for charitable, educational, or scientific purposes. Their primary goal is to support the
university's mission without generating profits for private gain.

The treatment of these foundations involves a complex interplay of legal, financial, and operational
considerations. They must adhere to federal and state laws, align with the university's strategic goals,
and maintain transparency and accountability to their stakeholders, including donors, government
agencies, and the public.

---

Legal and Structural Framework

Legal Status and Formation

- Not-for-Profit Status: These foundations are typically incorporated as nonprofit organizations under
state law and qualify for federal tax exemption under IRS Code Section 501(c)(3).
- Nongovernmental Entity: Although related to a public university, the foundation operates
independently from government agencies, which impacts its governance and regulatory obligations.



- Relationship with the University: The foundation often has a formal affiliation agreement with the
university, clarifying its governance, purpose, and operational scope.

Governance Structure

- Board of Directors: Usually composed of university representatives, alumni, community leaders, and
other stakeholders. The board oversees the foundation’s strategic direction and compliance.
- Executive Leadership: A president or executive director manages daily operations, fundraising
campaigns, and program implementation.
- Adherence to Policies: Foundations follow policies established by both their own board and the
university to ensure alignment and accountability.

---

Financial Management and Treatment

Fundraising and Revenue Sources

- Donations and Grants: Foundations primarily fundraise through individual donations, corporate
sponsorships, and grants.
- Endowments: They manage endowment funds to provide sustainable income for scholarships,
research, and programs.
- Income from Activities: Fees for events, services, or licensing may supplement income but must
align with nonprofit purposes.

Accounting Principles and Financial Reporting

- Separate Financial Statements: Foundations prepare their own audited financial statements,
following Generally Accepted Accounting Principles (GAAP).
- Consolidation: While legally separate, financial statements may be consolidated with the university's
disclosures for transparency.
- Restricted vs. Unrestricted Funds: Clear categorization of donations and income based on donor
restrictions, impacting resource allocation.

Management of Assets

- Investments: Managed professionally to ensure growth and sustainability.
- Property and Equipment: Owned and maintained by the foundation, with depreciation accounted for
in financial statements.
- Donor Restrictions: Use of assets is strictly governed by donor agreements, requiring rigorous
tracking and compliance.



---

Taxation and Regulatory Compliance

Tax Exempt Status

- 501(c)(3) Designation: Most foundations related to public universities qualify for federal tax
exemption, enabling tax-deductible donations.
- Unrelated Business Income Tax (UBIT): Income generated from activities unrelated to the
foundation’s primary purpose may be subject to UBIT.

Annual Filing Requirements

- Form 990 Series: Foundations must file Form 990, 990-EZ, or 990-PF annually with the IRS, providing
transparency about their finances and activities.
- State Filings: Additional reports may be required at the state level, including registration renewals
and charitable solicitation disclosures.

Compliance with Laws and Regulations

- Charitable Solicitation Laws: Must adhere to state laws governing fundraising activities.
- Conflict of Interest Policies: Ensures ethical decision-making and transparency.
- Audit and Internal Controls: Regular audits and controls are vital for maintaining compliance and
public trust.

---

Relationship and Interaction with the Public University

Strategic Alignment

- The foundation’s activities are aligned with the university’s strategic goals, including expanding
research, enhancing educational programs, and community engagement.
- The foundation provides critical support that the university’s budget may not fully cover, allowing for
innovative projects and scholarships.



Operational Independence and Oversight

- While operationally independent, the foundation often reports to the university’s governing bodies to
ensure alignment and accountability.
- Shared governance structures may include joint committees overseeing fundraising, investment,
and program initiatives.

Financial Transfers and Support

- Funding Agreements: The university may transfer funds to the foundation for specific projects or
operational support.
- Inter-entity Transactions: Proper documentation and adherence to transfer pricing rules are
necessary to maintain transparency and compliance.

---

Reporting, Transparency, and Accountability

Public Disclosure

- Foundations are required to publish annual reports, financial statements, and IRS Form 990 filings,
promoting transparency.
- Donors and the public have access to information about how funds are used and the foundation’s
impact.

Internal Controls and Audits

- Regular audits by external accounting firms ensure financial integrity.
- Internal controls prevent fraud, misappropriation, and ensure compliance with policies.

Stakeholder Engagement

- Foundations often hold community events, donor recognition programs, and outreach campaigns to
strengthen stakeholder trust.
- Transparent communication about achievements and challenges fosters continued support.

---



Strategic Considerations for Foundations Related to
Public Universities

Fundraising Strategies

- Building donor relationships through personalized engagement.
- Leveraging university branding and alumni networks.
- Utilizing digital platforms for broader outreach.

Program Development

- Developing programs that align with university priorities.
- Fostering collaborations with external organizations and industries.

Legal and Ethical Standards

- Upholding the highest standards of ethics and compliance.
- Ensuring transparency in all operations and disclosures.

---

Conclusion

The treatment of a not-for-profit, nongovernmental foundation related to a public university involves a
comprehensive framework that balances legal compliance, financial management, operational
independence, and strategic alignment. These foundations serve as vital instruments in advancing
the university’s mission by mobilizing resources, fostering innovation, and engaging communities.
Their effective governance, transparent reporting, and adherence to regulatory standards are
essential for sustaining public trust and maximizing their impact on education and society.

Through meticulous management and strategic planning, these foundations can continue to support
higher education institutions in fulfilling their societal roles while maintaining their status as
reputable, compliant, and impactful nonprofit entities.

Frequently Asked Questions

What is the accounting treatment for donations received by a



nonprofit foundation affiliated with a public university?
Donations are recorded as unrestricted or restricted revenue based on donor-imposed conditions, and
are recognized when received or when conditions are met, in accordance with nonprofit accounting
standards.

How should a nonprofit foundation related to a public
university handle its grants and funding?
Grants and funding are recognized as revenue when earned and allowable expenses are incurred,
following grant agreement terms and nonprofit accounting principles.

What are the reporting requirements for a university-affiliated
nonprofit foundation?
Such foundations must prepare financial statements in accordance with generally accepted
accounting principles (GAAP) for nonprofits, including a statement of financial position, activity, and
cash flows, and may need to file IRS Form 990.

How does a nonprofit foundation related to a public university
account for investments?
Investments are recorded at fair value, with unrealized gains and losses recognized in the statement
of activities, and are disclosed in the notes to the financial statements.

What is the treatment of endowment funds held by the
foundation?
Endowment funds are classified as permanently or temporarily restricted net assets, with income
generated from these funds either reinvested or used according to donor restrictions.

How should a foundation related to a public university record
and report expenses?
Expenses are recognized when incurred, and are categorized by function and nature, ensuring proper
allocation between program services, management, and fundraising activities.

What are the legal considerations for a nonprofit foundation
associated with a public university?
The foundation must comply with federal and state nonprofit laws, including registration, annual
reporting, and governance standards, often overseen by a board of directors or trustees.

How does a university-related nonprofit foundation handle



related-party transactions?
Related-party transactions must be disclosed transparently, documenting the nature and terms, and
should be conducted at arm's length to ensure proper oversight and compliance.

What is the impact of state and federal regulations on the
treatment of a nonprofit university foundation?
Regulations influence reporting standards, charitable solicitation, tax-exempt status, and governance
requirements, ensuring transparency, accountability, and compliance with IRS and state authorities.

How are the assets and liabilities of a nonprofit foundation
related to a public university reflected in consolidated
financial statements?
If the foundation is consolidated with the university, its assets and liabilities are combined into the
university's financial statements, following consolidation standards; otherwise, they are reported
separately.

Additional Resources
Treatment Of A Not-for-Profit, Nongovernmental Foundation That Is Related To A Public University

Understanding the financial and operational treatment of a not-for-profit, nongovernmental
foundation affiliated with a public university is essential for stakeholders, including university
administrators, trustees, auditors, and regulatory bodies. Such foundations play a crucial role in
supporting the university’s mission through fundraising, research, scholarships, and other
philanthropic activities. Proper classification, reporting, and compliance are vital to ensure
transparency, accountability, and adherence to legal standards.

---

Introduction to Not-for-Profit, Nongovernmental
Foundations Linked to Public Universities

A foundation associated with a public university typically functions as a separate legal entity
established to support the university’s educational, research, and community outreach missions.
These foundations are classified as not-for-profit organizations because their primary purpose is to
serve public or community interests rather than generate profit. They are nongovernmental, meaning
they operate independently of government control but often collaborate closely with the university.

Key characteristics include:
- Legal independence from the university, although they often share missions and goals.
- Tax-exempt status under federal and state laws, such as Internal Revenue Code (IRC) Section
501(c)(3).



- Fundraising and grant management capabilities to support university initiatives.
- Governance structures typically involving a volunteer board of trustees or directors.

---

Legal and Regulatory Framework

The treatment of such foundations hinges on a complex web of legal and regulatory standards
designed to ensure transparency, proper stewardship, and adherence to tax laws.

Federal Regulations
- Internal Revenue Service (IRS) Regulations: The foundation must qualify for and maintain tax-
exempt status under IRC Section 501(c)(3). This involves:
- Operating primarily for charitable, educational, or scientific purposes.
- Avoiding private inurement, meaning earnings or assets cannot benefit private individuals or
entities.
- Filing annual Form 990 informational returns, providing transparency about activities, finances, and
governance.

State Laws and Regulations
- Foundations must register with state agencies, often the state's charity or Attorney General’s office.
- Compliance with state charitable solicitation laws, including registration, reporting, and disclosures.
- Adherence to state-specific nonprofit corporation statutes governing governance, reporting, and
dissolution procedures.

Financial Reporting and Oversight
- Accurate and timely financial statements prepared in accordance with Generally Accepted
Accounting Principles (GAAP).
- Audits conducted by independent auditors are typically required, especially for large foundations.
- Public disclosure of financial information to maintain public trust and transparency.

---

Classification and Accounting Treatment

The foundation’s treatment involves precise classification of its assets, liabilities, revenue, and
expenses. Proper accounting ensures clarity in financial reporting and compliance with accounting
standards.



Organization and Classification
- Separate Legal Entity: The foundation is recognized as a distinct entity, with its own legal
documents, bylaws, and governance.
- Financial Statements:
- Statement of Financial Position (Balance Sheet)
- Statement of Activities (Income Statement)
- Statement of Cash Flows
- Statement of Functional Expenses (if applicable)

Asset Recognition and Management
- Assets include contributions (cash, securities, property), investments, and receivables.
- Investment assets are classified as either:
- Unrestricted, temporarily restricted, or permanently restricted based on donor-imposed restrictions.
- Valuation of assets must adhere to fair value standards.

Revenue Recognition
- Contributions and Donations:
- Recognized when received or pledged, depending on the terms.
- Donor restrictions are noted, affecting how and when revenue is recognized.
- Grants:
- Recognized when conditions are met, often upon completion of performance obligations.
- Investment Income:
- Dividends, interest, and unrealized gains/losses are recorded in accordance with fair value
measurement standards.
- Other Revenue:
- Program service fees, event income, or merchandise sales.

Expenses and Liabilities
- Expenses are categorized into:
- Program services (fundraising, research support, scholarships)
- Management and general
- Fundraising activities
- Liabilities include:
- Accounts payable
- Deferred revenue
- Grants payable
- Pension and other post-retirement benefit obligations

---

Operational and Governance Considerations



Effective governance and operational practices are critical for maintaining foundation integrity and
fulfilling its mission.

Governance Structure
- Usually overseen by a volunteer board of trustees or directors.
- Responsibilities include:
- Approving budgets and strategic plans.
- Ensuring compliance with laws and policies.
- Overseeing financial management and audit processes.
- Monitoring conflicts of interest.

Relationship with the University
- Formal agreements, such as Memoranda of Understanding (MOUs), govern collaborations.
- The foundation typically:
- Raises funds that benefit the university.
- Manages endowments for scholarships and research.
- Provides administrative support for university initiatives.
- While operationally independent, accountability to the university and the public remains paramount.

Fundraising and Donor Relations
- Ethical standards are enforced through policies aligned with the Association of Fundraising
Professionals (AFP) and other bodies.
- Donor restrictions and gift acceptance policies are strictly adhered to.
- Transparency in reporting contributions and their uses is essential.

---

Tax and Compliance Considerations

The foundation must navigate complex tax and compliance obligations to maintain its nonprofit status
and public trust.

Tax-Exempt Status Maintenance
- Ensure activities align with exempt purposes.
- Avoid activities that could jeopardize tax-exempt status, such as unrelated business income.
- File IRS Form 990-series annually, disclosing financial and operational details.

Unrelated Business Income Tax (UBIT)
- Income from activities not substantially related to the foundation’s exempt purposes may be



taxable.
- Careful classification and monitoring of income streams are necessary.

Private Inurement and Private Benefit
- Activities must not benefit private individuals or entities beyond permissible donor-advised funds or
scholarships.
- Regular review of transactions and policies to prevent private inurement.

Reporting and Disclosures
- Transparency reports including Form 990, Schedule A, and Schedule B.
- Public disclosure of financial statements and IRS filings on websites or upon request.

---

Financial Management and Internal Controls

Robust financial management systems and internal controls are vital for safeguarding assets and
ensuring accurate reporting.

Key aspects include:
- Segregation of duties among staff involved in financial transactions.
- Regular reconciliation of bank and investment accounts.
- Approval processes for expenditures.
- Implementation of policies for conflict of interest, expense reimbursement, and gift acceptance.
- Use of accounting software aligned with GAAP.

---

Impact of External Factors and Future Outlook

External factors influencing the treatment and operations of university-affiliated foundations include:

- Legislative Changes: New laws on nonprofit transparency, lobbying restrictions, or tax reforms.
- Public Expectations: Increased demand for transparency and accountability.
- Technological Advances: Adoption of digital fundraising platforms and data security measures.
- Economic Conditions: Fluctuations affecting endowment returns, donation levels, and operational
funding.

The future of such foundations depends on their ability to adapt to these changes while maintaining
compliance and upholding their mission.

---



Conclusion

The treatment of a not-for-profit, nongovernmental foundation related to a public university involves a
complex blend of legal, financial, and operational considerations. Proper classification and adherence
to regulatory standards underpin the foundation's ability to serve its philanthropic mission effectively
while maintaining transparency and public trust.

From governance structures and financial reporting to compliance with federal and state laws, each
aspect requires diligent oversight. As these foundations continue to evolve in a dynamic environment,
their success hinges on robust internal controls, strategic planning, and unwavering commitment to
their charitable purpose. Understanding and applying these principles ensures that these vital
organizations can continue to support higher education and community development sustainably and
ethically.
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