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Introduction
_______________________________________________

his manual was prepared to assist
local union officers who are
responsible for the financial records
of their local unions.

It is the purpose of this book to
provide guidelines for keeping the records
straight but not to dictate an exact
procedure, except where a requirement from
the AFT Constitution or the IRS is indicated.
These instructions should help to simplify
the procedures for signing up new members,
balancing the books, completing the various
forms required by the federal government
and, in general, fulfilling your
responsibilities as treasurer or financial
secretary of your local.  This is not a highly
technical work but, rather, an attempt to
explain in layman’s language the basics of
record keeping.

This manual is specifically geared to
medium-sized or small unions.  Treasurers
of larger unions, of course, would need more
elaborate accounting systems

 An exciting addition to this edition of
Keeping the Records Straight is a section on
keeping financial records on the computer
and the introduction of the AFT Internet
Web Site at http://www.aft.org.  On the
AFT Web Page, you will find “Items of
Interest for Treasurers,” which contains a
list of accounting software programs
recommended for AFT locals; AFT’s
Guidelines for Audit Committees;
reminders of upcoming deadlines; this
entire document and other items that may
be important to treasurers.

We strongly recommend that the local
treasurer contact a professional accountant
or attorney for answers to any technical or
complex questions that may arise in
maintaining the records.  Our staff is also
prepared to assist local officers.  To reach
our staff, please call the AFT Financial
Services Department at 1-800-238-1133,
Extension 4493.  Expert advice, at times,
can save a good deal of money as well as
prevent needless frustration.

We hope that this manual will lighten the
burden of the dedicated volunteers who have
made the AFT what it is today.

Edward J. McElroy
AFT Secretary-Treasurer

ΤΤ
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About Our Tax-Exempt Status
_________________________________________________________________________________

              

All AFT affiliates are exempt from federal
income tax under the provisions of Section
501(c)(5) of the Internal Revenue Code.  This
exemption applies only to income taxes.  AFT
affiliates are not exempt from sales tax, payroll
taxes or personal property taxes.

When your local was chartered, the name of
your local was submitted to the IRS to be placed
on the roster identifying AFT affiliates.  The
AFT Group Exemption Number is 0787.

There is no need for your local to apply for
exempt status!  You do, however, need to
apply for an EIN and indicate the Group
Exemption Number (0787) in the appropriate
location on the Form 990.

Several locals have been contacted by the
IRS questioning their exempt status.  If you
receive such a query from the IRS, you should
supply them with the information above.  In
addition to saving volumes of paperwork, you
will be spared the $300 “User Fee” that the IRS
is now charging to process applications for
exemption.

The primary reason for the IRS not having
up-to-date information about AFT locals is that
many locals have not supplied us with their
Employer Identification Number (see page 31).
Please make sure that the AFT is notified of that
number when you receive it so that we can
include it on the roster sent to the IRS.

While state governments generally exempt
not-for-profit organizations from income taxes
based upon the IRS exemption, some states
require additional reports from not-for-profit
organizations.
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When a New Member Joins
____________________________________________________________________________________________

Membership Application
A person wishing to join the AFT should

complete a membership application card (Fig. 1)
(available free from the AFT national office) in
order to provide basic personal information for
the local’s records.  All of the blanks should be
completed, printing the name and address
clearly.  Incorrect addresses cause delays in
communications with the member and cost the
local and national offices additional,
unnecessary postage.

Payroll Deduction
If your local has payroll deduction (this is

strongly recommended), the new member must
also fill out a dues-deduction authorization card
(Fig. 2).  The completed card is verified by the
local treasurer and transmitted to the employer
so that dues deductions may begin promptly.
The sample card is prepared so that any
additional dues increases will not necessitate
each member re-signing a dues deduction
authorization.  Ideally, dues are a percentage of
salary, so that when a local negotiates a salary
increase, the dues will automatically increase.
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Dues and Dues Collection
______________________________________________

New IRS Requirement
The IRS now requires that the following

statement be printed on all solicitations for
membership dues:

“Dues paid to [name of union] may not be deductible
for federal income tax purposes; however, under limited
circumstances, dues may qualify as a business expense.”

Dues Structure
The AFT Constitution requires that locals

adopt a “pass-through” dues system.  With the
pass-through, increases in affiliation fees (per-
capita taxes and insurance fees paid to the AFT,
state federation, state AFL-CIO and the local
central labor body) are automatically
incorporated into the local dues.

As stated earlier, the ideal dues structure is
stated as a percentage of salary rather than a
fixed amount.  In some cases, it would be
difficult to obtain the information necessary to
establish dues as a percentage of actual salary;
therefore, it may be necessary to select another
salary amount on which to base the dues.  Some
of the options might be the beginning salary, the
average salary or a particular step on the salary
schedule.

There are two methods of accomplishing the
dues pass-through.  Examples of these two
methods are:

1) “The dues of this federation shall be .0085
(.85%) of the average member’s salary for the
previous year plus the per-capita taxes and
insurance fees required to those affiliates
described in Article X of this Constitution,” or

2) “The dues of this federation shall be .01 (1%)
of the average member’s salary for the previous

year plus increases in per-capita taxes and
insurance fees required to those affiliates in
Article X of this Constitution.”

In establishing the pass-through, you will
have to experiment to find that percentage and
salary that will set your dues at what you want
them to be for the next year.  After that, the local
portion of the dues will increase each year as
salaries increase and increases in affiliation fees
will automatically become a part of the dues.

                

Dues Collection
The most inefficient and undependable

system of collecting dues is, of course,
collecting by cash or check directly from the
member.  Delays in collection and financial
havoc usually result from this method.

If your local is denied payroll deduction by
law, by contract or by an uncooperative
employer, there are alternative methods of
collection that provide regular collection from
the member and prompt transmittal to the union.

Pre-Authorized Check Plan
To establish a pre-authorized check plan

(PACP), you should first obtain from your bank
a copy of the specifications they require for the
layout of the checks, then find a supply company
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that will print pre-authorized checks for each
member participating in the program.  A
minimum of 12 checks are needed for each
member.

The member will need to sign a two-part
authorization card to have the bank
automatically deduct the checks from his or her
account.  You will need to discuss the format of
this card with all of the participating banks as
some banks have specific wording that they
require on the card, others require that the card
be a certain size, etc.  The goal is to design a
single authorization card that will meet the
requirements of all of the banks involved.  It
may take several months to complete the
negotiations and mechanics of a PACP.

After the program has been established, the
local deposits one check from each member per
month to its account and the pre-authorized
checks are processed through the member’s
bank just like any other check.  The advantage,
obviously, is that the local does not have to wait
for the member to write and mail the check.

Pre-Authorized Dues Payments
This plan will enable your local to debit your

member’s personal checking or savings account
at the bank of their choice.

This service will be offered by banks in your
area through the use of the Automated Clearing
House (ACH).  The ACH acts as a central
facility for processing electronic payments and
receipts.  Given the national scope and function
of the ACH system, your members’ dues
payments can be debited from virtually any
account at any bank, savings and loan, credit
union or other participating financial institution,
regardless of geographic location in the United
States.

Here’s how a Pre-Authorized Dues
Payments Service should work:

1. Obtain Member Consent - It is required that
participants grant you permission to
automatically debit their account.  A written
copy of this authorization must remain on
file at your local.

 
2. Transmissions of Data to Your Local Bank -

Rather than receiving checks, member
payout information will be sent to your bank
via direct transmission.  Magnetic tape or
diskette input is usually available at your
bank upon request.  As an alternative, your
local may elect to have your payment
processor transmit directly to your bank.

 
3. Settlement - Members’ accounts will

automatically be debited on the agreed-upon
date.  Your bank will simultaneously credit
your designated local account for the total
amount of the payments and forward you an
advice as to whose accounts were debited.
This settlement procedure allows you to
more accurately forecast cash inflows.

Credit Union Deduction System
This plan is one in which the member

authorizes a local credit union to pay the
monthly dues payments and, at the same time,
authorizes the credit union to receive monthly
payments from the employer through payroll
deduction if the credit union does not already
have it.

♦ The member authorizes a monthly salary
deduction to be forwarded to the credit
union.

♦ The credit union receives the money and
credits the member’s account.

♦ The member authorizes a monthly payment
by the credit union to the local union.

♦ The credit union deducts the authorized sum
from the member’s account and forwards it
to the local union, usually in one lump sum
for all of the members participating in the
plan.

It is a good idea to ask the members to
authorize a deduction to the credit union in
excess of the dues deduction for the union.  The
excess is a savings plan for the member but it
also provides a cushion against future increases
in union dues without a repeated resigning of the
deduction-authorization card.
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Membership Records and Reporting
______________________________________________________________________________

Once a perspective member has been
accepted into the union, the following steps
should be taken by the treasurer or financial
secretary.

The application for membership card should
be checked carefully to see that all of the
information is correct and complete.  It should
be initialed by the treasurer.

A membership card (Fig. 3), denoting the
period for which the member has paid dues,
must be issued to each member.  This card is a
receipt for dues payment as well as proof of
membership.

COMPUTERIZED MEMBERSHIP
RECORDS
It is extremely important that your local has up-
to-date records of its membership and that
information is transmitted to the AFT and the
state federation on a timely basis.  Obviously,
the more automated your local’s membership
records are, the easier they will be to maintain.
If you are looking for a way to automate your
membership records, the AFT does have a
computerized membership program that is
available.  You may get more information about
this program and learn whether or not it is
suitable for your local’s computer system by
contacting the AFT Computer Services
Department at 1-800-238-1133, extension 4504,
or by contacting that department through the
AFT web site at http://www.aft.org.  It may be
possible for your local to update the AFT’s
records by submitting a disk, rather than the
manual lists that are described in the next
section.

As of this writing, AFT is also working on
the development of a comprehensive
membership program whereby locals will be
able to submit new member information and
changes to current member data on line.  We
will keep you updated as these changes in
automation are developed.
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The Ledger Card
A membership ledger card (Fig. 4) should be

prepared by the treasurer for each member.  The
membership ledger card should contain all of the
essential information found on the member’s
application card, together with the date that the
member was initiated.  The amount of money
paid in dues, as well as any initiation fee, must
be noted on the ledger card.  The amount should
be placed in the proper column and the number
of months paid should be properly recorded.
When a member leaves the union, the
membership termination date should be recorded
on the ledger card and the card removed to a
“dormant” file to be retained as a permanent
record of the local.  Should the member return to
the local at a later date, the card is removed from
the dormant file, the date re-admitted marked
and the card used again for the member’s record.

The membership record can be very
important.  The AFT national office maintains a
current membership file, but the member’s
complete membership history is the
responsibility of the local.

The application for membership card and the
ledger card for each member should be filed
alphabetically.  It may also be helpful to
maintain a separate card file by work location
for each member.  Cards are often better than
lists because the card can be transferred when
the member transfers from one work location to
another.

At regular intervals throughout the year, the
treasurer will receive a printout from the AFT
Data Processing Center.  This printout will show
the names, addresses and job classifications of
all local members currently contained in the
computer and the status of each member: active,
inactive or postal inactive.  It is important that
the printout be promptly checked and updated by
the treasurer or financial secretary and returned
to the AFT national office.

Inactive status is used to classify those
members who are behind in their dues payments
but not sufficiently behind to be dropped from
membership.
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Postal inactive means that mail addressed to
the member at the address on the roster is being
returned by the Post Office as “undeliverable.”
Prompt action to correct the address is essential
as there is a substantial charge for mail that is
returned in this manner.

The printout is perforated about two-thirds of
the way from the left margin.  On the left side is
the name, address and membership number for
each member.  The membership number is a
unique number assigned by the computer and
cannot be changed.  The right-hand portion, the
side used to submit corrections to the AFT
national office, lists only the membership
number.  Name and address changes and
changes in status are made on the right-hand
side of the printout and sent to the AFT national
office.  Deletions can also be made on this form.
Additions to the roster can be made at any time
on a form provided or simply by sending a letter
with the names, addresses and job classifications
of new members.  It is extremely important that
new names be submitted as soon as possible so
that new members can begin receiving AFT
publications and be covered by insurance
programs in which the local may participate.

When a Member Leaves
When a member leaves the local, the records

should not be destroyed.  The dues ledger card
should be placed in the dormant file and kept
permanently.  It may be very important for the
history of the local, and it also may prove union
affiliation.  An honorable withdrawal card
should be issued to the member who leaves the
union prior to retirement.  Often, this card will
enable the member to affiliate with another
AFL-CIO union without the payment of an
initiation fee.  It also acts as proof of AFT
membership.

Building or Area Representative’s
Records

The building or area representative is the
main link between the member and the union.  It
is, therefore, essential that the building or area

representative have an accurate record of all the
union members at his or her work site.  Ideally,
the building or area representative will maintain
and provide to the union a list of all persons
employed at the work site and whether they
belong to the union.  If the local does not have
an automatic dues payment system, the problem
of collecting dues often falls to the building or
area representative.  The building or area
representative should be kept up to date by the
treasurer as to the dues-payment status of each
member at the work site.

Ordering Publications
A price list of supplies and organizing

materials is available from the AFT national
office.  Your use of the order form will assure
receipt of the materials that you need.  While
you may request that you be billed for the
materials that you order, if you will remit
payment with your order you will not be billed
for shipping costs and save the AFT a good deal
of bookkeeping.

You will be expected to pay for those
materials for which there is a charge.  Except for
a limited number of militancy fund and COPE
promotional items, which include a contribution
in the price, the price that is charged covers only
the cost of producing the items.

AFT Toll-Free Number        
The AFT has a toll-free number that local

leaders may call to receive information on AFT
insurance programs and membership services,
travel, public relations and organizing.  The
number is 1-800-238-1133.

Orders may also be placed via fax at 202-
638-2589.  In the future, we expect to be able to
process orders via the web on www.aft.org and
will keep you updated as to when we are using
our “on line store.”
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Budgeting
____________________________________________________________________________________

Responsibility for the Budget
It would be a safe bet to say that if each of us

were to look at our local constitution, two-thirds
of us would find reference to an annual budget
for the local.  Most constitutions set forth the
fiscal year of the local, who is responsible for
preparing the budget and which body (the
executive board or the membership) has the
authority to adopt the budget.

FISCAL YEAR
The fiscal year is the accounting year for the

local.  If the fiscal year is not defined in the
constitution, you may choose any 12-month
period that you wish, unless you have previously
filed Form 990 with the Internal Revenue
Service, in which case you must continue to use
the fiscal year under which you filed Form 990
until you receive written permission from the
IRS to change your fiscal year.  Permission to
change the fiscal year is applied for by using
IRS Form 1128.

If you have not changed your fiscal year within
the last 10 years, approval for the change is
automatic and you do not need to complete
Form 1128.  Contact the AFT Financial Services
Department for details.

WHO PREPARES THE BUDGET?

Most constitutions assign the duty of
preparing the budget to the treasurer or to a
budget committee.  If the treasurer is solely
responsible for the budget, it may still be
valuable to appoint a budget committee to work
with him or her.  First of all, doing so may bring
some fresh ideas to the budgeting process for
your local.  Secondly, this will involve more
people in the activity of the local.  People who
are involved tend to be more enthusiastic about
the union.

WHO ADOPTS THE BUDGET?
The constitution usually specifies whether

the budget is to be approved by the executive
board or the membership.  If your local
constitution is silent on the approval of the
budget, your local will have to decide which of
the two bodies has that power.  While the size of
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the local is a factor, executive board approval
generally provides for a more streamlined
operation.

  No matter who approves the budget, it
should be understood that the local officers have
the authority to spend money within the
parameters of that budget.  It should not be
necessary for the officers to bring every
expenditure to the approving body for
authorization.  Expenditures that cannot be made
within the budget, however, must be approved
by the body that adopts the budget.

AMENDING THE BUDGET

The treasurer should prepare comparative
financial statements each time that he or she is
required to make a report.  These reports should
show the budgeted amount for each category,
the amount received or spent to date in each
category, and the budget balance in each
category.  Throughout the year, based upon
these reports, the body that approves the budget
initially has the authority to make changes in the
budget as needed.

Preparing the Budget
Having a budget merely to satisfy a
constitutional requirement is of no benefit.  In
preparing the budget, you should strive toward
assembling useful, accurate information.  If this
is your first attempt at preparing a budget, you
may find that some of your underlying
assumptions were invalid and that you will be
frequently revising the budget throughout the
year.  As you gain experience in budgeting and
have prior years’ records to guide you, your
expectations will be more on target.

As you begin to work on the budget, you
should start a budget worksheet (see example on
pages 12 - 14, which follow the final budget
draft labeled Fig. 5).  A computer spreadsheet
program, such as Microsoft Excel, will facilitate
the preparation of the budget worksheet.  On this
worksheet, you should include all of your
calculations showing how you arrived at your

budget figures.  The worksheet, as well as those
during the year, will also be useful when
preparing next year’s budget.  (Sample of budget
spreadsheet on web or available on disk to those
who want this service.)

PREDICTING INCOME

The bulk of our income is derived from
membership dues and, thus, may be difficult to
predict.  Some of us are in periods of fast
growth, some locals are fairly stable, and others
are faced with declining membership.  In the
interest of safety, it usually makes sense to
assume the “worst possible” scenario in making
membership predictions.  If events turn out
better than those conservative predictions, you
can revise the budget later to accommodate the
increased revenues.  That’s an easier, more
pleasant task than having to make cuts in
expenditures because revenues are lower than
projected.

Include other income from all sources that
can be identified:  fundraising activities, interest
on savings and investments, newspaper
advertising, etc.  Do not include income that
cannot be accurately predicted and do not
include unrealistic income for the sole
purpose of balancing the budget.

*Note the AFT Member Benefits department
provides  reimbursement (revenue) to your local
when you advertise AFT benefits to your
members.  It is a great way to offset newsletter
printing costs.  For more information, contact
the Member Benefits department at extension
8643, using the AFT toll-free number.

PLANNING EXPENDITURES

The most accurate way to plan expenditures
is to first decide which services and activities
you want to provide to your members and then
determine how much each of those will cost.  Do
this, initially, without regard to how much
income is available to support your activities.

In costing out your activities, don’t just
decide, “We will publish a newsletter each
month and each issue will cost about $50.”
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Instead, you should actually determine how
much your cost is for a ream of paper, how
many reams it will take to publish one issue, the
cost of the ink or printing, postage, etc.  You
might also get an estimate from a union printer
as to how much it would cost to have the job
professionally done.  In doing that, be sure to get
some alternatives, such as number of pages, one
color and two colors of ink, size of pages, and so
on.  You may also want to put your newsletter
on-line as your membership becomes more able
to access the web and you are able to contact
your members on-line via e-mail.  This will save
printing costs and postage, although you may
experience costs for on-line services such as
AOL.  Contact the Member Benefits department
for special AFT rates.

In general, you will encounter four different
types of expenditures:

A. Those that are required by law, such as
taxes.

B. Those that are required by local constitution,
such as affiliation fees.

C. Those that are required by contracts, such as
leases, equipment rentals, employment
contracts, etc.

D. Those that are determined by the local.

In essence, all of these expenditures are, at
some point, determined by the local.  Some of
them, though, are fixed.  There is little that we
can do to control these costs, although it does
make it easier to budget for them.

After determining the cost of each individual
program, you should list all of them together and
come up with a total cost for the year.  You
should also include a “contingency line” in the
budget, because it is impossible to predict with

certainty all events that occur in a coming
budget year.  At AFT, we include a line called
“Special Projects” to allow for items and issues
that were not foreseeable at the time that the
budget was prepared.  There is no formula for
such a contingency fund, but as you gain
experience as treasurer, you will develop a sense
of what your local’s needs will be each year.
This amount is then compared to your total
income.

At this point, you will have one of three
possible outcomes:  a surplus of income over
expenditures, a balanced budget or a deficit.  If
you have a surplus, you can decide to bank it for
future use or to expand your local’s programs.
If you have a deficit, you must decide which
activities must be reduced or eliminated in order
to stay within your income or decide where the
additional funds will come from to support your
programs.  Because we engaged in detailed
calculations earlier, we are prepared to make
informed decisions about where to make our
budget cuts.

For instance, because we know the cost of
each newsletter, in each of its formats, we can
decide to reduce the size of each issue, reduce
the number of issues or eliminate it entirely, or
advertise AFT programs to gain revenue,
depending upon the amount of money that we
need to eliminate from the budget.

As you can see, preparing a budget involves
a great deal of work, another reason for having a
budget committee to share the workload.  The
experience that you gain in preparing your
budget will make each budget easier than the
one before it.  The work that you put into
planning a budget and using it can also eliminate
later problems that might not have been
anticipated without a detailed budget.
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 Financial Control Procedures
____________________________________________________________________________________

The following standard operating control
procedures should be adopted by your local
to safeguard the local’s finances and to
protect you as a union officer in the
performance of your fiduciary duties.  These
steps should be adequate for most locals, but
large locals may have need of a more
sophisticated system of internal controls.

Reporting Financial Results
The treasurer should provide a report on

the finances at every regularly scheduled
meeting of the local.  This report should
detail the items in the current balance sheet
and statement of income and expenditures.
An oral statement giving the cash balances
in each of the accounts is not an adequate
financial report.

Financial Audit or Review
Article IV, Section 6 of the AFT

Constitution has been amended to include
the following language:  “Effective
September 1, 1993, and at least every two
years thereafter, each affiliated local and
state federation shall convene a committee
of at least three members to conduct an
internal financial review according to a
format to be determined by the AFT
Executive Council, or the local or state
federation shall contract for an outside audit
that meets the standards of generally

accepted accounting principles.  Either of
these reviews must be made available to its
membership and provided to the AFT
national office by January 1994, and at least
every two years thereafter.”

Locals and state federations will have the
option of hiring a local CPA firm to conduct
an audit or appointing an internal audit
committee to review the records.  If you
choose to use an internal audit committee,
the steps listed below are an outline of the
procedures to be used in performing the
review, but may not include all of the steps
required, as set forth by the AFT Executive
Council.  Copies of the Guidelines for Audit
Committees can be obtained by calling the
AFT Financial Service department at 1-800-
238-1133, Extension 4493, or can be found
in the AFT site on the Internet at
http//www.aft.org in the Financial Services
Department Section.

NOTE:  The Treasurer should work
with the audit committee to provide the
records and answer questions, if need be,
but the treasurer cannot be a member of
the audit committee.

The following steps provide an outline of
the procedures to be followed in performing
the review:
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REVIEW ALL INTERNAL CONTROL
PROCEDURES

• Are the checkbook and permanent
financial records kept in a secure
location?

• Are two signatures required on all
accounts?

• Are deposits made in a timely manner?

• Are financial reports made at all
regularly scheduled meetings?

CASH RECEIPTS REVIEW

• Each item should be listed in the cash
receipts journal.

• Verify the receipts of payroll deductions
from the employer to ensure that all
deposits were made.  Also, check the
accuracy of the employer’s calculations,
i.e., (number of members) X (dues
amount) = amount of dues received.

• Trace all deposits of direct-dues paying
members through the cash receipts
journal and the bank statement.

• Trace the deposit of any miscellaneous
receipts through the cash receipts
journal and the bank statement.

 

CASH DISBURSEMENTS REVIEW

• Each check should be entered in the
cash disbursements journal with
monthly accumulations of expense
categories maintained.

• All expenses should be paid by check.
Checks should be pre-numbered, used in
numerical order, and bear two
signatures.

• Review canceled checks for proper
payee and endorsement.  Voided checks
must never be destroyed but should be
clearly marked “void” across the face of
the check and maintained.  Each check
must be accounted for and monthly bank
reconciliations reviewed.

 

• Each check disbursed should be
supported by adequate documentation in
the form of an invoice or receipt.
Review paid invoices, budget category,
approval for payment and receipts along
with the canceled checks.

OTHER

• Independently verify cash balances in
each account maintained by the local.

• Be sure that bank reconciliations are
performed on a routine basis and that the
balance per bank agrees with the book
balances.

Cash Control
All checks disbursed by the local must

have two signatures.  Dual signatures on
each check are absolutely essential for
control purposes.  All checks should be
signed manually after the check has been
written.  Signature stamps and signing
blank checks destroy the control of cash
disbursements.  All bank accounts, including
savings, money market accounts and
certificates of deposit should be dual -
signature accounts.  No checks for large
amounts should be written to “petty cash.”

The cash receipts and disbursements
journals must be reconciled monthly to the
bank statement and any discrepancies
resolved.  It is also advisable for the bank
statement to be sent directly to the local
president.  The local president should review
the statement and canceled checks and then
forward the entire contents to the treasurer
for reconciliation.  This gives the president
an overview of all of the financial
transactions and builds in another cash
control procedure.

All blank checks should be secured with
access limited to those who are signatories
on the account.  A small petty cash account
may be maintained, and all funds released
from petty cash should be reviewed and
approved by the treasurer or president.
Disbursements of significant amounts
should always be made by check.
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Checks should always be made payable
to an individual or vendor.  Never write
checks to “Cash.”  Officers should also not
have checks written to them without proper
backup and approval.

Vouchers and Invoices
Satisfactory documentation of backup is
necessary before the payment of any bills.
No checks should be prepared based on
verbal authority.  Documentation will
usually be in the form of invoices or
personal/staff expense vouchers.  Some
expenses, such as rent, will not be billed
monthly.  There is, however, documentation
for this type of expense in the form of leases
and other agreements.

All vouchers and invoices must be
properly authorized.  Ideally, the person
preparing the checks should not also have
the responsibility for approving vouchers or
invoices, although in small locals this may
be unavoidable.

Vouchers should be checked for
mathematical accuracy.  Also, payment
should not be made until after the
merchandise has been received.

Only original invoices, not copies,
should be  used to support disbursements.
Once paid, the invoices and supporting
documents should be canceled with a “Paid”
stamp to avoid duplicate payments.

Cash Receipts
Deposits of cash and checks should be

made as frequently as possible.  The receipt
of checks or cash must be entered in the
cash receipts journal.  If cash is received, it
is advisable to issue a receipt for
documentation.  All checks received should
be marked “For Deposit Only” with local
name and bank account number.

Maintenance of Records
Because they may at some time be

subject to review by the federal government,
financial records should be maintained

indefinitely in a safe place, preferably a
fireproof cabinet. (See record retention
information.)
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The Checking Account
____________________________________________________________________________________

Maintaining the Checkbook
The local’s checking account is probably the

most important financial record of the union.
While we will discuss other financial records
that are important, all of them ultimately derive
from information contained in the checkbook.

Where the local’s finances are concerned, the
use of cash should be discouraged.  In those
cases where you do not have payroll deduction
of dues and must collect dues from individual
members, you should not refuse to accept cash
payments but the cash must be carefully
accounted for.  Only the most insignificant
expenditures should be made from petty cash.
All other payments should be made by check
and checks should not be made payable to
“Cash.”

If a local maintains one or more savings
accounts in addition to the checking account,
payments should not be made directly to or from
the savings accounts but should go through the
checking account as well.  This provides a
detailed record of all transactions from a single
source - the checkbook.

As an example, let’s say that your local
maintains a savings account called the legal
defense fund.  This account, as the name
implies, is used for paying legal fees incurred in
defending members.  Let’s assume that you have
incurred $500 in legal fees in defense of a
member.  Instead of withdrawing the $500 from
the savings account and presenting a bank check
to the attorney, you should withdraw the $500
from the savings account, deposit it in the

checking account, and then write a check to the
attorney for the amount.

If you submit this case to the AFT Defense
Fund and are reimbursed for one-third of the
legal fees, you should deposit the AFT check to
the checking account and write a check to
deposit in the savings account for that amount.

No single person should have control of or
responsibility for the local’s finances.  All of the
local’s accounts should require two signatures
for transactions.  In case something happens and
one of the signatories is not available to sign
checks, more than two people should be
authorized to sign on each account.  In most
cases, the president and treasurer usually sign
the checks.

The checkbook should be reconciled each
month shortly after the statement is received.
This activity gives you the opportunity to
quickly correct any errors that you may have
made and to find any errors that the bank may
have made.  Banks do make mistakes.

Checkbook Check List
DO:
• Keep a running balance in the checkbook or

on the computer.
• Enter checks and deposits immediately.
• Reconcile the account soon after you receive

the statement.
• Have two officers sign all checks.

DON’T:



20

• Sign checks that have not been completely
filled out.

• Use rubber stamps instead of signatures.
• Use checks out of numerical sequence.
• Make checks out to “Cash.”

DON’T EVER:
• Sign blank checks.
• Deposit voluntary COPE contributions to

the union’s general fund.
• Make political contributions to candidates

from the general fund.

Balancing the Checkbook
The local treasurer should balance the

checkbook at the end of each month.  You may
create a bank reconciliation form (See Fig. 6) or
use the form that you will find on the back of
your monthly bank statement.

Since there is always a time lag between the
writing of a check and its clearing the bank,
reconciling the checkbook helps show that your
checkbook balance is in accord with the bank’s
balance for your account.

The following procedures should be used as
you balance the checkbook each month:

• Sort the canceled checks in numerical order.
• Reduce the checkbook balance by any

service charges not yet recorded in your
checkbook.

• Enter the current bank statement balance on
the form.

• Enter and add any deposits that have not yet
cleared the bank.

• Make a list of all checks that have not
cleared the bank.

• Subtract the total of all uncleared checks
from the adjusted bank balance, which
includes any deposits in transit.

• This balance should be the same as that in
your checkbook.

• Keep your canceled checks in a secure
place.  Fraud can happen, and checks that
have already cleared the bank can be used
by those who scan them or use other
methods.  You can also get checks returned
on microfilm or CD-rom if it is available
from your bank.

If you follow the practice of writing as many
checks as possible at the beginning of the month,
most will have cleared the bank and will be
recorded on the statement.  If you have a volume
of checks, this will make the reconciliation
easier.

Most new computer programs for accounting
or check writing also have a bank reconciliation
area to make this process easier for you.

Miscellaneous

PETTY CASH

For making minor purchases, the local may
find it helpful to establish a small “petty cash”
fund.  Vouchers (Fig. 7) should be used to
record amounts taken from this fund, and it
should be balanced at the end of every month.
When necessary, the petty cash fund should be
replenished by check, not by adding incoming
cash to it.  Checks to replenish the funds should
be made payable to the custodian of the fund, for
example, “Mary Jones - Petty Cash,” in the
amount of $25.  If you were to buy $3.50 worth
of office supplies, a voucher for that amount
would be placed in the fund.  At the end of the
month, the vouchers would be totaled.  They
could come to $18.50.  In that case, a check to
“Mary Jones - Petty Cash” for $18.50 would be
issued to bring the fund back up to $25.
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BONDING OF LOCAL OFFICERS
All of the officers of AFT local unions who have
any responsibility for handling money should be
bonded.  Those locals that come under the
Landrum-Griffin Act must be bonded according
to law: i.e., 10% of total funds handled during
the last full reported fiscal year.  The AFT has

secured a $50,000 fidelity bond to cover all
officers of all locals.  The AFT per-capita form
has a specific blank for the payment of the
annual fees for the fidelity bond, currently $25
per year.  The fee should be paid with the
October per-capita.
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Keeping Financial Records
_____________________________________________________________________________________

The primary accounting record for the
organization is the checkbook or the system
of documents that keeps track of deposits
and disbursements from the checking
account.  Adequate remarks should be noted
in the checkbook to clearly identify and
describe each transaction.  For a few small
organizations, the checkbook alone may be
enough of a financial record to meet the
organization’s needs.  Most locals, however,
will need to keep additional accounting
records.

Accounting is a very logical science so
that, with the knowledge of a few ground
rules and some thought about the desired
results, almost anyone can devise an
acceptable accounting system for a local.

Keeping Local Financial Records on
the Computer

It wasn’t so very long ago that the idea of
having a personal computer in the home or
office seemed like some far-fetched fantasy,
but that certainly is not the case today.
Now, almost everyone seems to have access
to a computer at home or at work, and many
local treasurers have asked AFT to
recommend  accounting software for their
use.
There is a great range in the size of AFT
affiliates, with some having as few as ten or
twenty members while others have tens of
thousands of members.  Even in small locals
that do not own a computer, the treasurer
often has access to a computer at home or at
work.  It is our feeling that if you do have
access to a computer, you should probably
be keeping your financial records on a

computer. You will find that once the data
has been entered into the computer, the
information is permanently stored (don’t
forget to keep back-up copies) and the
software will be able to use that data to
prepare standard reports without your
having to do any additional work.  If your
local has employees and is involved in
payroll tax reporting, some of the software
programs will automatically accumulate the
data needed for the reports.

You will notice that we differentiate
between check-writing and accounting
software.  In general, check-writing
programs are less sophisticated than
accounting programs and don’t have as
many  features.  It has been our experience
that most accounting programs, regardless of
cost, are too cumbersome for use by local
treasurers who have no previous accounting
background.  While it would be our
preference to have all affiliates using a
standard accounting software package,
recommending a single software package for
everyone’s use is not practical because of
the variety of locals’ needs.  Instead, we are
providing information on a number of fairly
inexpensive check-writing and accounting
programs from which locals may choose
depending upon their needs.

The majority of AFT locals use IBM
compatible computers, but we know there
are some Macintosh users out there, as well.
We discovered in researching these
programs that there is not a lot available for
Mac users.  We found that only Quicken and
QuickBooks offer Mac versions of their
software.  If you are a Mac user, your
decision as to which software to use is
limited.  If you are an IBM user, you may
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select from any of the programs mentioned.
All of the IBM programs require Microsoft
Windows 3.1 or Windows95.

When keeping your records on the
computer, all of your local’s other financial
policies and procedures should remain
intact.  For instance, checks should still
require two signatures, access to the
financial programs on the computer should
be limited to those who have
responsibility/authority for the local’s
finances, etc.  A more detailed discussion of
these issues can be found under “Internal
Control Procedures” beginning on page 16
of this booklet.

Most of the programs that we
recommend are very easy to use and
understand because they are electronic
replicas of the checkbook systems that we
have all used over the years.  Some of the
screens even resemble the standard check
register found in your checkbook.  Because
we envision that the list of recommended
programs will be changing, we have not
printed the list here.  If there is not a copy of
the list inserted in this copy of  Keeping the
Records Straight,  you may obtain a copy
from the AFT Web Site using the address
http://www.aft.org, or by calling the
Financial Services Department at AFT at 1-
800-238-1133, extension 4493.

Since our goal is to provide up-to-date
information to treasurers around the country,
we would greatly appreciate hearing from
you if you have suggestions as to programs
that you have used and think that we should
consider or to report difficulties that you
have encountered in using any of the
software found on our list.   Please send that
information to the AFT Financial Services
department at the AFT national office in
Washington, DC, or send via e-mail to
“finsvs@aft.org.”

Keeping Records Manually
For a manual accounting system, you will
need to create the following records, in
addition to the checkbook:

(1)  cash receipts journal (Fig. 8) and
(2)  cash disbursements journal (Fig. 9).

Cash Receipts Journal (CRJ)

DESCRIPTION

• A log of all moneys received,
maintained by date and in the order
received.

• Allows moneys received to be classified
to the appropriate account categories as
they are recorded.

• Account categories used in the CRJ
should be the same as those used in the
budget.

• Usually, a separate page or group of
pages is used for each month.

ROUTINE
Coding

• It is very important that funds received
by the union be deposited immediately
upon receipt.  This reduces the
possibility of the funds becoming lost
before they are deposited and increases
the amount of interest earned if the
union has interest-bearing accounts.

• Receipts should be classified to the
appropriate revenue category by the
person making  the deposits.  Questions
about account classifications should be
referred to the treasurer.

• There may be more that one account
number assigned to an individual
receipt.  Of course, if more than one
account number is used, the total of all
such categories must be equal to the
total receipt amount.
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Listing Deposits
 Each receipt should be listed in order by
date, from whom received, the total amount
and categorized across the page.

• An indication should be made after each
deposit, showing the date and amount
deposited.

• When a deposit is made, add the total
amount deposited to the checkbook
balance on that date.

Closing at the End of the Month

• Post all receipts through the last day of
the month.

• Draw a line after the last entry.

• Total all of the columns.  Again, the
total of the “amount” column should be
equal to the total of all of the other
columns.

Adjustments

• If a check that you have received and
deposited is returned by your bank for
insufficient funds or for some other
reason, and the amount is deducted from
your checking account, you should do
the following:

 
a) If you have not yet closed out the

month, draw a single line through the
entry and do not include that amount in
the monthly totals.

b) If you have closed out the month, list the
transaction again in the current CRJ, but
put all of the monetary amounts in
parentheses.  Numbers in parentheses
are always subtracted when adding
totals.

c) Some items, such as interest on back
accounts, may not find their way into
the CRJ because you do not receive a
check or make a deposit for them.  If
you receive your bank statement before
you prepare your financial statement,
list those items at the bottom of the CRJ
and include them in the monthly totals.
If you receive the bank statement after

you have prepared your monthly report,
add those items at the end of the
following month.

Cash Disbursements Journal (CDJ)
DESCRIPTION

• A log of all checks written, maintained
by date and in numerical order.

• Allows expenditures to be classified to
the appropriate expense and budget
account categories as they are recorded.

• Account categories in the CDJ should be
the same as those categories used in the
budget.

• Usually, a separate page or group of
pages is used for each month.

ROUTINE
Coding

• The treasurer reviews the invoices prior
to payment and assigns the account code
at that time.  Of course, if the treasurer
writes the checks, this may all be done
at the same time.

• There may be more than one account
number assigned to a single check.  For
example, a check might be written to an
individual reimbursing them for office
supplies and postage.

• Depending on the number of
transactions per month and the method
of accounting employed (manual or
computerized) the account numbers may
be broad or specific.  For example, a
category called “4000-Affiliation Fees”
might be further broken down into
4010-AFT Per Capita, 4020-State
Federation Per-Capita, 4030-State AFL-
CIO Per-Capita and 4040-Central Labor
Council Per-Capita.

• Of course, if a check is classified to
more than one account category, the
total of all such categories must equal
the total check amount.
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Listing Checks
Each check should be listed in order by

date, check number, payee and total amount,
then categorized across the page.

• Questions about classifications should
be referred to the treasurer.

• If a check is voided while being written,
indicate “void” on the face of the check,
list the check in the CDJ by check
number and write “void” on the payee
line.  Voided checks should always be
kept and not thrown away.

• At the end of the day’s activities,
subtract all of the expenditures for the
day from the checkbook balance.

Closing at the End of the Month

• Post all entries through the end of the
month.

• Draw a line after the last entry.

• Total all of the columns.  Again, the
total of the “Amount” column should be
equal to the total of all of the
expenditure columns.

Adjustments

• If a check is voided after it has been
listed but before the month has been
totaled, draw a line through the entry
and do not include that amount in the
monthly totals.  Be sure to add the
amount back into the checkbook
balance.

 
• If a check is voided after the month has

been summarized and reported, re-enter
the check in the CDJ at the point where
it is being voided.  Put all of the
monetary amounts relating to the check
in parentheses.  Numbers in parentheses
are always subtracted when adding
totals.

• Some items, particularly bank charges,
will not find their way into the CDJ
because no check is written for them.  If
you receive your bank statement before
doing the financial statement, list those
charges at the bottom of the CDJ and
use “DM” (debit memo) for the check
number.  If you receive the bank
statement after you have done the
monthly report, deduct those charges in
the following month.
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Financial Reporting
____________________________________________________________________________________

Statement of Income and Expenditures
A financial report consists of two parts.  The

first part is a statement of income and
expenditures, (Fig. 10) which summarizes the
financial activity that occurred during the period
reported and is taken directly from the cash
receipts and disbursements journals (or general
ledger, if you keep one).  Usually, the report is
prepared at regular intervals, such as the end of
each month, each quarter and each year.

In order to provide information on which the
leadership can base financial decisions, the
statement of income and expenditures should
show the amount budgeted for the year, the
amount received or spent so far during the year
and the balance left for the remainder of the
year.

The difference between the total income and
total expenditures will be the change in “Net
Excess” (previously referred to as “Fund

ncome is greater than
expenditures, that change will be a “surplus.”  If
expenditures are greater than income, that
change will be a “deficit” or net excess of
expenses over revenue.

Balance Sheet
The second part of the financial statement is

called a balance sheet (Fig. 11) or statement of
cash position.  The balance sheet lists all of the
assets, the liabilities and the fund balance or net
worth.  The balance sheet is for a specific date
(the ending date of the statement of income and
expenditures), rather than for the reporting
period, and shows the results of the transactions
in the statement of income and expenditures.

Net excess, or net worth, is the difference
between the total assets and total liabilities
(assets minus liabilities equals net excess).

Cash-Basis and Accrual-Basis Accounting
CASH-BASIS ACCOUNTING

Most AFT locals keep their records and make
their reports on a cash basis.  Under cash-basis
accounting, income is recorded when it is
received and expenditures are recorded when
they are paid.  This is the simplest method of
keeping records but does not recognize the fact
that there may be significant amounts that are
due to the local but not yet received and/or
significant accounts payable.

ACCRUAL-BASIS ACCOUNTING
Accrual-basis accounting takes accounts

receivable and accounts payable into
consideration but requires more accounting
expertise to accomplish.  Under accrual-basis
accounting, income is recognized when the
amount becomes due to the local, and
expenditures are recognized when the liability is
incurred.

ENHANCING CASH-BASIS REPORTS
The executive board will make decisions

throughout the year based upon the financial
reports with which it is presented.  If the report
is on a cash basis and there are accounts payable
outstanding, it is likely that the executive board
will perceive that there is more money available
than there actually is.

To avoid this costly error without
complicating the accounting process by trying to
convert to the accrual basis, you should attach a
list of accounts payable to the financial
statement so that the executive board will be
aware that some of the funds on hand are already
committed.
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Fig. 11
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Federal and State Reporting Requirements
____________________________________________________________________________________

Applying for an Employer Identification
Number

If your local does not have an employer
identification number, you should apply for one
immediately, even if you do not have
employees.  The EIN is a unique nine-digit
number issued by the Internal Revenue Service
that will be used to identify your local on a
number of reports required by the federal
government.

Banks, too, usually ask for the organization’s
EIN for their records.  The personal Social
Security number of officers should never be
used in place of the EIN as this could lead to
unpleasant tax consequences for the officer
involved.

There is a sample of IRS Form SS-4
(Fig. 12), used to apply for an employer
identification number.  Blank forms are
available from the IRS or the AFT.  See
instructions on back of form for additional
information to obtain EIN by telephone and/or
fax.

The AFT Financial Services department has
a list of EIN numbers for affiliates.  You may
call the Financial Services department to see if
we have a number on file for your local, if you
are unable to find one in your local’s records.
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Form 990 - Return of Organization
Exempt from Income Tax
All locals with income of more than $25,000 per
year are required to file Form 990 with the Inter-
nal Revenue Service each year.  The $25,000
amount includes income from all sources - dues,
interest, organizing or legal defense grants, etc.
Locals with total income greater than $25,000
but less than $100,000 may now file an abbrevi-
ated report, Form 990-EZ.  Sample Forms 990
and 990-EZ are included at the end of this
section.

Form 990 is due four and a half months after
the close of the local’s fiscal year.  For example,
if your local operates on a calendar-year basis,
the report is due May 15.  If your local uses a
fiscal year ending June 30, the report is due Nov.
15.

If you are not required to file Form 990
because your gross receipts are less than
$25,000 but the IRS sends you a form, complete
only the information requested in the
identification block at the top of the form, check
the line that says “gross receipts not normally
more than $25,000,” sign the form and return it
to the IRS.

Answers to other important questions are:

On Form 990:
Item “G” - Exempt under Section 501 (c)(5);
Item “H” - Is this a separate report filed by a
group affiliate? Yes;
Item “I” - Group Exemption Number - 0787

On Form 990-EZ:
Item “H” - Group Exemption Number - 0787
Item “I” - Type of Organization - Mark the first
box labeled “Exempt under section 501(c)”; and
insert the number “5” in the parenthesis.

IMPORTANT:  There is a penalty for late
filing or failure to file Form 990.  The
maximum penalty is $10 per day for every
day that the report is late, to a maximum of
$5,000.

If you find that you will not be able to file
your local’s Form 990 by the due date, you may
request an extension.  An extension is requested

on IRS Form 2758, which must be mailed on or
before the date that the 990, itself, is actually
due.  Normally, an extension of three months
will be granted automatically if the request is
filed in a timely manner.  This form must be
signed by an officer of the local or a CPA or
other person enrolled to practice before the IRS.
A sample of Form 2758 is shown in Fig. 13.

State Reporting
Based on state law, some states require copies of
Form 990 filings or their own forms.  Please
check with a tax expert in your state.

Reports Required Under the Labor-
Management Reporting and Disclosure
Act
Most AFT locals are exempt from filing reports
with the Department of Labor because their
members are employed in the public sector
(employees of municipal, county and state gov-
ernments).  Locals that have members employed
in the private sector or by the federal
government are required to file these reports
with DOL.
LM Reports may be done on a cash or accrual
basis, on whichever basis the union maintains its
records.

INITIAL REPORT, FORM LM-1
Each organization that falls under the act must
file a copy of its constitution and by-laws with
the Department of Labor, along with other
information about the structure and officers.

LABOR ORGANIZATION INFORMATION
SUPPLEMENT, FORM LM-1A
This form updates Form LM-1 and is filed
annually with the organization’s annual return
(LM-2 or LM-3).

LABOR ORGANIZATION ANNUAL
REPORT, FORM LM-2
Must be filed if gross receipts (total income
from all sources) are more than $100,000
($200,000 for fiscal years beginning January 1,
1993, or later).  This report is due 90 days after
the close of the fiscal year and is filed with
theffice of Labor-Management Standards
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Enforcement, U.S. Department of Labor,
Washington, DC 20216.

LABOR ORGANIZATION ANNUAL
REPORT, FORM LM-3
This is an abbreviated version of the LM-2 that
is required of organizations with gross receipts
of less than $100,000 ($200,000 for fiscal years
beginning January 1, 1993, or later).

Reporting to the AFT
Article IX, Section 9 of the AFT Constitution
requires that each local file a financial statement
with the AFT within five months of the close of
the fiscal year.  If your local is required to file
Form 990, a copy of your 990 will satisfy this
requirement.

Other government reporting requirements
are discussed in the section on Payroll Taxes.
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Sample Forms 990 and 990-EZ
____________________________________________________________________________________

Following is an example of how Form 990
would be completed.  For this example, we will
use the sample financial statements that were
shown on pages 36 and 37.  The balance sheet
and statement of income and expenditures are
reproduced here with notes showing where each
of the items on the financial statements was
entered on Form 990.  Some items from the
financial statements were combined on the 990
and, therefore, there will duplicate line numbers
indicated.

The sample report is done on a cash basis
and shows the actual activity for the year,
rounded off to the nearest dollar.

The balance sheet for the beginning of the
year was transferred from column (B) from the
previous year’s 990.

The first example is Form 990-EZ, for locals
with less than $100,000 in total income for the
year.  The next example is Form 990, for all
others.
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Payroll and Payroll Taxes
____________________________________________________________________________________

The Union as an Employer
The wage and payroll tax area is very complex
and is ever changing.  To the extent that your
local pays wages and withholds taxes, you have
the responsibility to stay abreast of laws
affecting the payment of wages.

For payroll tax purposes, a labor organization
is treated as any other business entity and is
subject to all payroll tax filing requirements.  If
a local is subject to a number of state and federal
employment tax and labor laws, this section will
provide you with an overview of those
requirements.  Further information can be found
in the Internal Revenue Service Circular E,
Employer’s Tax Guide.

The employer or person controlling the wage
payments must generally withhold federal, state
and local income taxes imposed upon
employees.  Income tax withholding is a “pay-
as-you-go” method of collecting the estimated
tax due from employees on wages paid to them.

Payroll Preparation Services
Over time, AFT has discovered that many AFT
affiliates would benefit by hiring a payroll
service to handle payroll functions.  While we
generally recommend a nationwide firm called
“Paychex,” there are others, such as ADP, that
are available.  You can find them in the Yellow
Pages under Payroll Preparation Services.

For a fairly modest fee, these firms will
calculate and prepare payroll checks, make the
required payroll tax payments and file the
reports that are required for federal, state and,

sometimes, local government tax agencies.  Not
only does this relieve the treasurer of a great
deal of work, but it virtually guarantees that
payroll tax payments and government reports
will be submitted on time, avoiding penalties
and interest.

We strongly recommend that treasurers of
affiliates that are considering beginning payroll
functions, those with little payroll experience,
and those that are consistently paying penalties
and interest on payroll taxes engage a payroll
preparation service to fulfill their
responsibilities.

Withholding Forms and Filing
Requirements
FORM W-4
The amount to withhold from each employee is
determined by the number of withholding
exemptions claimed on the employee’s W-4.  (If
an employee claims 10 or more withholding
exemptions, a copy of the W-4 must be sent to
the IRS.)

FEDERAL INCOME TAX WITHHOLDING
You must deduct federal income taxes from the
paychecks of employees to the extent that those
payments constitute wages.  Withholdings are
based on the number of exemptions and the
applicable withholding tables or rates.

MEDICARE AND SOCIAL SECURITY
TAXES
You must withhold Medicare and Social
Security taxes from all employees’ paychecks



52

until the maximum limit is reached.  Social
Security taxes are currently (1997) 6.2% of the
first $65,400 in wages per paid individual for the
year.  Medicare taxes are currently 1.45% on all
wages.  The percentage of wages withheld
and/or the base wage may change from year to
year.  This information is contained in IRS
Circular E.

DEPOSIT REQUIREMENTS
The Internal Revenue Service requires the
employer to deposit federal withholding and
FICA taxes when undeposited taxes reach
certain prescribed maximums set by the IRS.
These deposits are made at authorized
commercial banks or to the Federal Reserve
Bank in the employer’s geographic area.  Send
one check covering both FICA and federal
withholding taxes, payable to the bank where
you make your deposits.  The deposit due dates
and deposit requirements are outlined in Circular
E.

FORM 941, EMPLOYER’S QUARTERLY
RETURN
By the last day of April, July, October and
January following the close of the calendar year,
you must file Form 941 with the IRS.  The 941
is used to reconcile tax deposits made
throughout the quarter and to pay any
undeposited taxes due.

FEDERAL UNEMPLOYMENT TAXES
This tax applies to every covered employer who,
during the past or current year, pays wages of
$1,500 or more in any calendar quarter or has
one or more employees at any time in each of 20
calendar weeks.  Unemployment is a tax paid
entirely by the employer rather than withheld
from the employees’ wages.  Payments are made
in the same manner as federal and FICA taxes
and are due on the last day of the calendar
month following each quarter (Apr. 30, Jul. 31,
Oct. 31, and Jan. 31).  A deposit is not necessary
if the tax due for the quarter plus the tax due but
not deposited from previous quarters is $100 or
less.  See IRS Circular E for rates.

FORM 940, EMPLOYER’S ANNUAL
FEDERAL UNEMPLOYMENT (FUTA) TAX
RETURN
An annual return is due on or before Jan. 31,
following the calendar year to which it relates.
Basically, the return reconciles federal
unemployment tax deposits with total wages
subject to tax.

STATE INCOME TAX WITHHELD
Most states impose income taxes and
withholding requirements similar to those of the
federal government.  If you are unfamiliar with
the requirements of your state, contact the
Department of Revenue or the Department of
Taxation in your state.

STATE UNEMPLOYMENT TAX
For information as to whether or not you are
subject to tax and payments required for your
state, contact the Department of Employment
Security in your state.

WORKERS’ COMPENSATION INSURANCE
Most states require Workers’ Compensation
Insurance.  Usually, Workers’ Compensation
Insurance can be obtained through a private
insurance carrier or from a state-operated fund.
Be sure that the coverage that you purchase
meets the minimum requirements for your state.

WAGE AND TAX STATEMENT, FORM W-2
Each employer must provide each employee
with a Form W-2 showing total wages, federal
income tax withheld, FICA (Social Security)
taxes withheld, state taxes withheld and other
pertinent information as required on the form.
This form must be provided to the employee on
or before Jan. 31, or at the end of employment.
On or before Feb. 28, these forms must be
mailed to the IRS, along with a Form W-3,
Transmittal of Income and Tax Statements.

MISCELLANEOUS INCOME
FORM 1099-MISC
You must report amounts paid to individuals
other than salaries and wages on Form 1099-
MISC if those payments exceed $600 for the
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year.  The dates for filing this form are the same
as those for the W-2 Wage and Tax Statement.

In the past, stipends paid to officers were
often reported on Form 1099, however, the IRS
has been closely examining such payments and
disqualifying many of them.  The issue is that
taxes, including Social Security taxes, are not
withheld from those amounts.  In some cases,
the individual who received the money was
assessed self-employment taxes - a costly
experience.  The rule to follow to avoid such
penalties is that if the stipends are meant to
reimburse officers for expenses, require that
receipts be presented to substantiate those
expenses and there will be no taxable income to
be reported.  If the stipends are meant to
reimburse officers for time spent working for the
union, payments for time or effort are salary and
should be treated as such.

In addition, Form 1099 is required for
payments to individuals for services.  For
example, if you pay more than $600 to an
attorney for legal services and the attorney is an
individual practitioner, a partnership or a
professional corporation (PC), you must provide
Form 1099-MISC to the attorney and to the IRS.
If the attorney’s firm is a corporation, however,
you are not required to provide Form-1099.
Also, you do not have to provide Form 1099-
MISC for purchases of goods, only services.

Rent paid to a partnership also requires that a
Form 1069 be issued.  If in doubt as to whether
or not to issue a Form 1069, the best policy
would be to go ahead and issue one.
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Paying the Per-Capita Tax
____________________________________________________________________________________

Classes of Membership
AFT locals are required to pay full per-capita
dues on most members.  There are, however,
some exceptions.

The AFT Constitution provides that locals
may pay one-half per-capita on those members
whose salaries are less than $15,000 per year or
less than the beginning teacher’s salary,
whichever is greater.

Locals whose members are required to pay
agency fee to another bargaining agent may pay
one-quarter per-capita on those members.
Locals may also pay one-quarter per-capita on
those members whose salaries are less than
$10,000 per year.

Per-capita for laid-off members and members
on unpaid leave is $1 per member per month.
No per-capita is required for retired members.

Per-Capita Reports and Payments
After processing each per-capita payment from
your local, the AFT will send you a blank form
for your next report.  The information on the
right-hand side of the form pertaining to last
month paid, number of members and amount,
will be completed by AFT.  This is not a bill for
the number of members, but a record of your last
payment.  You should continue to pay per-capita
on the exact number of members in your local
for the current month.

There are two per-capita reporting forms in
use, one for locals in California and one for all
other states.  Locals in California that have
questions about the per-capita reporting form

should contact the California Federation of
Teachers for assistance.

Locals in all other states will use the same
form.  AFT acts as a collection agent for some
state federations, and locals in the following
states should include their state federation per-
capita with the payment to AFT:

California Montana
Connecticut New Jersey
Delaware North Carolina
Georgia Ohio
Iowa Tennessee
Maryland Wisconsin
Massachusetts

Other Payments on the Per-Capita
Reporting Form
In addition to AFT and state federation per-
capita, there are a number of items on the per-
capita reporting form that may require regular
periodic payments from your local.

State AFL-CIO Per-Capita
All locals must now include their state AFL-CIO
per-capita in their payments to AFT.  The state
AFL-CIO per-capita must be for the same
months and for the same number of members as
is paid to AFT.
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Occupational Liability Insurance
Many AFT locals participate in the AFT
Occupational Liability Insurance Program.  This
program provides up to $1 million in coverage
to individual members who are sued for actions
committed on the job, such as negligence.
While most criminal actions are excluded from
coverage, up to $35,000 in defense costs may be
provided if the member is fully exonerated, or
$5,000 if the member is not exonerated.
Brochures are available from AFT describing
the coverage in greater detail.  When ordering
brochures, please request the appropriate
brochure for members of your local:  FNHP,
FPE or educational employees.

The cost of this insurance is $1.00 per
member per month,and the premium for
participating locals is included on the Per-Capita
Reporting From.  Insurance must be paid on all
members, except retired members, and in some
cases, agency fee or fair share payers.  (If your
local has non-members who pay an agency fee
or fair share amount to the union, please see the
section on Agency Fee later in this chapter.)
Premiums must be paid for the same period as
AFT per-capita, and lapses in payment can
jeopardize the coverage of your local’s
members.

If you would like to find out more about this
program or how your local can participate,
please contact the AFT Membership Benefits
department at 1-800-238-1133.

Accidental Death and Dismemberment
Insurance (AD&D)
Many locals also participate in the AFT
Accidental Death and Dismemberment
Insurance Program.  This program provides
benefits to the families of members who are
killed accidentally or suffer covered injuries on
or off the job.

Coverage for this insurance is available in
levels ranging from $5,000 up to $25,000 in
increments of $5,000. at a cost of $.04 per
$5,000 of coverage per member per month.
Like the occupational liability insurance, this
coverage is available only to participating locals
and is not available individually to members.
Premiums must be paid on all members and, in

some cases, agency fee or fair share payers.  (If
your local has non-members who are required to
pay an agency fee or fair share fee to the union,
please see the section on Agency Fee later in this
chapter). Premiums must be paid for the same
period as AFT per-capita and lapses in payment
can jeopardize the coverage of you local's
members.

If you would like to find out more about this
program or how your local can participate,
please contact the AFT Membership Benefits
Department at 1-800-238-1133.

AFT Fidelity Bond Coverage
All locals are covered by a fidelity bond that
protects the local against theft or embezzlement
for up to $50,000 per incident.  The premium for
this insurance is $25.00 per local annually, and
the premium should be included with the per-
capita payment for the month of October, each
year.  This insurance protects against theft and
embezzlement and does not provide coverage
for failing to perform duties, such as fines
incurred for failing to file government reports on
time.

AFT Communications Association
(AFTCA)
AFTCA is an organization that fosters collegial
relationships among editors and publications
specialists of AFT state and local unions.  The
association serves as a clearinghouse for the
exchange of ideas and assists members in the
development of new publications and
communications programs.  Other services
include monthly packets consisting of camera-
ready news clips, features, clip-art and cartoons.

In addition, AFTCA hosts an annual two-day
conference where participants attend workshops
led by established media specialists and receive
a personal critique of their printed materials.  It
also conducts an awards competition that
recognizes superior publications and
communications produced by state and local
affiliates.

The annual membership fee for AFTCA is a
graduated scale based on the number of
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members in the local.  The fee schedule is as
follows:

Annual Number of
Dues Members
$15 Retiree Units
$30 Under 500 members
$40 501 to 1,000 members
$50 1,001 to 5,000 members
$60 5,001 - 10,000 members
$65 Over 10,000 members
$70 state and regional

federations

Annual dues may be paid using the AFT per-
capita reporting form or may be sent directly to:

Peter Boespflug, President
AFT Communications Association
159 Wolf Road, Box 15-008
Albany, NY 12212-5008

Agency Fees
Some states have laws permitting unions to

collect fees from non-members for the benefits
that they derive from the union's work in
bargaining and enforcing the contract.  These
fees are called agency fees or fair share fees.

There are very important procedures to be
followed in calculating and collecting agency
fees from non-members.  Failure to comply with
those procedures may jeopardize your local's
agency fee collections.  If you are unfamiliar
with those requirements, contact the AFT
Financial Services Department for assistance.

Each summer, if your local collects agency
fees, you will receive a notification from AFT as
to what the "chargeable" and "non-chargeable"
rates are for your state with regard to AFT per
capita.  In the examples that follow, the rate
73.23% is used for the chargeable and 26.77%
for the non-chargeable rate.  These rates are for
locals in all states except California for the
1996-97 school year and are used for examples
only.  The rates will change annually.  If you are
unsure of the current rate, contact AFT to
confirm that you are using the correct rates.

There are two ways that you can report
agency fee payers on the per-capita reporting

form.  Using the first method, you may include
agency fee or fair share payers in the appropriate
category (full, one-half or one-quarter) on the
per-capita reporting form and indicate the
number of fee payers in the box at the bottom of
the per-capita reporting form.  The amount that
is not chargeable to non-members will be
refunded to your local after each payment has
been received and processed.  You are not
required to pay insurance premiums or state
AFL-CIO per capita for agency fee or fair share
payers.

Under the second method, you would not
include the fee payers in the membership
categories at the top of the form but would,
instead, show the "net" amount due at the
bottom of the form and include that amount
under "Other" when calculating your local's total
payment.
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Per-Capita Reporting Form
(LOCALS IN ALL STATES EXCEPT
CALIFORNIA)

Be sure to write firmly so that a legible
impression is made on the copies.  Use this form
for the monthly report to the AFT.  Keep the
copy with the yellow border for your local’s
records and send the white copy and the copy
with the green border to AFT with your
payment.

Use the example form as a guide (Fig. 14).
Be sure that the membership figures and the
amount remitted are correct.

This form must be mailed promptly at the
end of each month in order to reach the AFT
national office not later than the 15th of the
following month.  It must be based on the actual
paid-up membership of the local.  National and
state federation per-capita, if required (see list of
states on the preceding page), and state AFL-
CIO per-capita must be paid on the same
number of members and for the same period of
time.  Occupational liability and accidental death
insurance premiums must be paid on all
members except retired members, members on
unpaid leave and, in some cases, non-members
who pay agency fees rather than dues.  Those
members may be covered if the local chooses by
paying the premiums.

The liability and accident insurances cover
only those members whose names are on file in
the national office and for whom per-capita dues
have been paid; otherwise, the policy of any un-
reported person lapses.  Treasurers of locals
have a legal responsibility to see that this does
not happen.

Article VIII, Section 1(a) of the by-laws
reads:  Effective September 1, 1995, through
August 31, 1997, each local shall pay a per-
capita tax of $9.10 per month.....Effective
September 1, 1997, each local shall pay a per-
capita tax of $9.50 per month.

The liability insurance cost per member is
$1.00 per month.  The $5,000 accidental death
insurance premium is $.04 per member per
month.  Locals may increase protection in
multiples of $5,000 up to a total of $25,000 by
increasing the premium payment, also in
multiples of $.04 up to $.20.
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Per-Capita Reporting Form
(LOCALS IN CALIFORNIA)

Be sure to write firmly so that a legible
impression is made on the copies.  Use this form
for the monthly report to the AFT.  Keep the
copy with the yellow border for your local’s
records and send the white copy and the copy
with the green border to AFT with your
payment.

Use the example form as a guide (Fig. 15).
Be sure that the membership figures and the
amount remitted are correct.

This form must be mailed promptly at the
end of each month in order to reach the AFT
national office not later than the 15th of the
following month.  It must be based on the actual
paid-up membership of the local.  National and
state federation per-capita, if required (see list of
states on the preceding page), and state AFL-
CIO per-capita must be paid on the same
number of members and for the same period of
time.  Occupational liability and accidental death
insurance premiums must be paid on all
members except retired members, members on
unpaid leave and, in some cases, non-members
who pay agency fees rather than dues.  Those
members may be covered if the local chooses by
paying the premiums.

The liability and accident insurances cover
only those members whose names are on file in
the national office and for whom per-capita dues
have been paid; otherwise, the policy of any
unreported person lapses.  Treasurers of locals
have a legal responsibility to see that this does
not happen.

Article VIII, Section 1(a) of the by-laws
reads:  Effective September 1, 1995 through
August 31, 1997, each local shall pay a per-
capita tax of $9.10 per month....Effective
September 1, 1997, each local shall pay a per-
capita tax of $9.50 per month.

The liability insurance cost per member is
$1.00 per month.  The $5,000 accidental death
insurance premium is $.04 per member per
month.  Locals may increase protection in
multiples of $5,000 up to a total of $25,000 by
increasing the premium payment, also in
multiples of $.04 up to $.20.
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Organizing a Credit Union
____________________________________________________________________________________________

A credit union makes the use of credit
convenient, safe and economical for members.
It helps them handle their obligations as easily
as any other wage earner, with all transactions
kept in the strictest confidence.

The federal government and most states have
enacted laws governing the structure of credit
unions.  Organizations such as the Credit Union
National Association can advise you as to
whether you should apply for a federal or state
charter and provide assistance in setting up a
credit union.

The agency that regulates federally chartered
credit unions uses a minimum recommended
membership of 300 members for establishing a
credit union.  This is probably a good rule of
thumb for any local that is considering starting a
credit union.

You will need to arrange a meeting of 15 to
20 interested members from whom the
incorporators will be drawn.  Seven or more of
these members will be needed to execute the
application for charter.  The completed
application, along with any applicable fees,
should be sent to the state or federal supervisory
agency in your area, depending on the law under
which you are organizing your credit union.

Election of Officers
The incorporators have the right to elect the

first board of directors from their own number;
however, it is the practice of most groups to
allow any prospective member who attends the
organization meeting to participate in the
discussion and election of the board of directors.

Subsequent elections are held according to
the by-laws.

The board of directors will then elect, from
among themselves, a president, secretary and
treasurer (or secretary-treasurer).  Federal law
and some states also mandate three permanent
committees:  The audit or supervisory
committee, which makes quarterly checks on the
finances and operations of the credit union; the
credit committee, which acts on loan
applications; and a membership committee,
which acts on applications for membership.
Depending, once again, on the law under which
you are incorporating, these committees may be
elected by the membership or elected or
appointed by the board of directors.
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Operating Policies
At the first meeting following the election of
officers, it will be necessary to adopt operating
resolutions or policies under which the business
of the credit union will be conducted:
• Select the bank or banks in which credit

union funds will be deposited.
• Fix the maximum number of shares that any

member will be permitted to have.
• Fix the unsecured loan limit.
• Establish the rate of interest to be charged

on loans.
• Approve the purchase of necessary

equipment and supplies.

• Approve applications for membership,
including those of the incorporators and
committee members.

• Establish office hours and location.
• Decide if fines will be imposed for failure to

make payments on loans or shares as agreed.
• Establish the time and place of monthly

meetings of the board of directors.
• Decided if insurance is to be provided on the

lives of borrowers and to match the savings
of members.

• Decide if the credit union is to be affiliated
with the League of Credit Unions in the state
in which it is operating.

• Arrange for a surety bond for every person
elected or appointed to a position requiring
the receipt or disbursement of funds.
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Accounting for COPE Funds
______________________________________________________________________________

One of the most important activities in
which the union engages to advance its aims
is political action.  To that end, almost all
AFT locals and state federations have
established COPE committees.  COPE is an
acronym for Committee on Political
Education.

The same strict accounting standards that
are applied to the union’s treasury should be
used in accounting for COPE funds.  These
include:

• Two signatures required on each check.

• Reconciliation of the accounts upon
receipt of the statements.

• Maintenance of cash receipts and
disbursements journals.

• Regular reports to the COPE committee
and union officers.

Because of the nature of COPE activity,
there are some additional requirements for
the administration and accounting of COPE
funds.  Since COPE is (or should be) an
entity separate from the union, COPE funds
are not treated like union funds.

There are two types of money used for
political action:  treasury funds (soft money)
and voluntary contributions (hard money).
Generally, union treasury funds (soft
money) can be used to raise money for
COPE, to communicate political
endorsements and other information to
members, and for direct contributions to
candidates for local and state offices.  There
are, however, a number of states that have
enacted laws governing political
contributions to candidates that limit
expenditures and require reporting to the
state.  For example, if you live in Arizona,
North Carolina, North Dakota, Oklahoma,
Pennsylvania, South Dakota, Texas, or
Wyoming, you must use voluntary funds for
state and local elections as well as federal
elections.

It should be noted that even when state
law permits the use of union dues for
campaign contributions, a whole other set of
regulations from the Internal Revenue
Service applies to such use.  This is because
unions are considered nonprofit
organizations and, therefore, do not pay
taxes on income from interest earned.  The
IRS does not consider money used for
candidate contributions exempt in the same
way and taxes that income at a very high
rate.  If the general fund is involved in
campaign contributions, the income of the
entire fund is liable for taxes.

Consequently, if your local decides to
use a portion of its dues for state and local

Officers of your local's COPE Committee
may or may not be the same as the
officers of the union.  IF you are not the
treasurer of your local's COPE
Committee, please pass this important
information along to the COPE treasurer.
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elections, the following procedures must be
followed:  a) a representative committee of
the membership must approve the amount
allocated (an agency-fee payer must have
the right to ask for a rebate of this
contribution); b) a segregated state and local
account must be established; and c) dues
checks must be separated immediately.
Your bank may permit you to use two
deposit slips, one for the general fund and a
second one for the state and local fund.  If
that is not possible, you can open a holding
account; deposit dues checks received from
your employer into that account and use that
account to write checks to the general fund
and the state and local account.

The law does permit unions to use
general funds or dues money to pay political
staff, to publish articles and to purchase
materials that will be used to collect COPE
funds.  This can be considered the seed
money.  Exchanges between general and
voluntary accounts are not permitted.  It is
extremely important that your committee be
in compliance with the laws of your state.

Required Language for Solicitations
Recent rules from the IRS require that

the following statement be printed on all
solicitations for voluntary contributions to
COPE:

“Contributions for COPE to (local name)
are not deductible as charitable contributions
for federal income tax purposes.”

Further, on all literature devoted entirely
to a candidate or on posters and brochures,
the following sentence must be added:

“Paid for by (local name) COPE and not
authorized by any candidate or candidate
committee.”

Voluntary contributions to COPE
should not be kept in an interest-bearing
account.  If you do keep COPE funds in an
interest-bearing account, the IRS requires
that you file an Income Tax Return, 1120-
POL, and pay taxes on the interest earned at
a rate of 46 - 48%.

Some locals have arranged to have
voluntary contributions to COPE collected

through payroll deduction.  If your local has
such an arrangement and receives a single
check for both dues and voluntary COPE
contributions, special care must be taken to
avoid the co-mingling of those funds.

To prevent co-mingling of funds and
preserve the integrity of the COPE
contributions, you must establish a “holding
account” or a “master account.”  To do this,
you should open another, non-interest
bearing checking account.  When you
receive the check containing both dues and
COPE contributions from the employer, you
should deposit that check to the master
account.  You then have 10 days in which to
calculate how much of that check was for
dues and how much was for COPE
contributions.  After you have determined
the amount for each, you should write a
check from the master account to the
union’s treasury for dues and to the COPE
account for COPE contributions.  You
should not write any checks from the master
account other than to transfer the proper
amounts to COPE and the union’s treasury.

The Federal Election Campaign Act
governs contributions to candidates for the
House of Representatives, the Senate and
the U.S. president.  COPE committees that
raise or spend more than $1,000 in
contributions to candidates for federal office
are required to file reports with the Federal
Election Committee (FEC).  Only voluntary
contributions (hard money) may be used for
direct contributions to federal candidates.
You must treat your state and local
contributions as you would treat federal
contributions.  The difference is that you
report to a state agency about those
elections, the spending limits vary and often
each local of the union is considered a
separate entity.  This should be verified with
the AFL-CIO state federation attorneys.

Federal law considers the COPE
committees of AFT locals, state federations
and the AFT, itself, to be related committees
and limits the combined expenditures of all
three.  It is essential that, if your COPE
committee becomes involved in campaigns
for federal office, you coordinate your
contributions through AFT COPE so as to
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avoid exceeding those limits.  Making those
contributions through AFT COPE may also
relieve your committee of the burden of
filing the required federal reports.

For information on setting up a COPE
committee, you should request a copy of
Your Guide to Political Power from AFT
COPE, 555 New Jersey Avenue, N.W.,
Washington, DC  20001, and or contact the
COPE department at 1-800-238-1133 on
extension 4436.


