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Chapter 4 ¸ Other Section 501(c) tax under section 501(a) of the Internal Reve- your organization is described and read the
Organizations...................................... 43 nue Code of 1986 (the Code). It explains the chapter (or section) that applies to your type of
501(c)(4) · Civic Leagues and Social procedures you must follow to obtain an ap- organization for the specific information you

Welfare Organizations.................... 43 propriate ruling or determination letter recog- must submit when applying for recognition of
501(c)(5) · Labor, Agricultural, and nizing such exemption, as well as certain other exemption.

Horticultural Organizations............. 44 information that applies generally to all ex-
501(c)(6) · Business Leagues, empt organizations. To qualify for exemption The Organization Reference Chart,  located

Etc. ................................................... 45 under the Code, your organization must be or- near the end of this publication, enables you to
501(c)(7) · Social and Recreation ganized for one or more of the purposes spe- locate at a glance the section of the Code

Clubs................................................ 46 cifically designated in the Code. Organizations under which your organization might qualify for
501(c)(8) and (10) · Fraternal that are exempt under section 501(a) of the exemption, the required form for application

Beneficiary Societies and Code include those organizations described in and, if your organization meets the exemption
Domestic Fraternal Societies......... 47 section 501(c). Section 501(c) organizations requirements, the annual return to be filed (if

501(c)(4),(9), and (17) · Employees’ are covered in this publication. any), and whether or not a contribution to your
Associations.................................... 47 Chapter 1 provides general information organization will be deductible by a donor. It

501(c)(12) · Local Benevolent Life about the procedures for obtaining recognition also gives a description of each type of qualify-
Insurance Associations, Mutual of tax·exempt status. ing organization and the general nature of its
Irrigation and Telephone Chapter 2 contains information about an- activities.
Companies, and Like nual filing requirements and other matters that You may use this chart to determine the
Organizations.................................. 49 may affect your organization’s tax·exempt Code section that you think applies to your or-

501(c)(13) · Cemetery status. ganization. Any correspondence with the In-
Companies ...................................... 50 ternal Revenue Service (in requesting forms orChapter 3 contains detailed information on

501(c)(14) · Credit Unions and Other otherwise) will be greatly expedited if you indi-various matters affecting section 501(c)(3) or-
Mutual Financial cate in your correspondence the appropriateganizations, including a section on the deter-
Organizations.................................. 51 Code section.mination of private foundation status.

501(c)(19) · Veterans Chapter 4 includes separate sections for
Organizations.................................. 52 specific types of organizations described in Useful Items

501(c)(20) · Group Legal Services section 501(c). You may want to see:
Plan Organizations.......................... 53

501(c)(21) · Black Lung Benefit Certain organizations that may qualify for Publications
Trusts ............................................... 53 exemption are not discussed in this publi-

¬ 526 Charitable Contributions501(c)(2) · Title Holding Corporations cation,  although they are included in the Or-
¬ 578 Tax Information for Privatefor Single Parents............................ 53 ganization Reference Chart found at the end

Foundations and Foundation Managers501(c)(25) · Title Holding of this publication. These organizations (and
Corporations for Multiple their applicable Code sections) are as follows: ¬ 598 Tax on Unrelated Business Income
Parents ............................................ 54 of Exempt Organizations

Corporations organized under Acts of
Organization Reference Chart ............... 55 Congress . . . . . . . . . . . . . . . . . . . . . . . . . . . 501(c)(1) Forms (and Instructions)

Teachers’ retirement fundWhere to Send Application ..................... 56 ¬ 990 Return of Organizations Exemptassociations . . . . . . . . . . . . . . . . . . . . . . . . 501(c)(11)
From Income TaxMutual insurance companies . . . . . . . . . 501(c)(15)Index ........................................................... 57

¬ 990¸EZ Short Form Return ofCorporations organized to finance
Organization Exempt From Income Taxcrop operations . . . . . . . . . . . . . . . . . . . . 501(c)(16)

Employee funded pension trusts ¬ 990¸PF Return of Private Foundation
(created before June 25, 1959) . . . . 501(c)(18) or Section 4947(a)(1) Nonexempt

Withdrawal liability payment fund . . . . 501(c)(22) Charitable Trust Treated as a PrivateImportant Reminders Veterans organizations (created Foundation
before 1880) . . . . . . . . . . . . . . . . . . . . . . . 501(c)(23)Quid pro quo contributions — written ¬ 990¸T Exempt Organization BusinessReligious and apostolic associations 501(d)statement requirement.  Since January 1, Income Tax ReturnCooperative hospital service1994, charities receiving ‘‘quid pro quo contri-

¬ 1023 Application for Recognition oforganizations . . . . . . . . . . . . . . . . . . . . . . . 501(e)butions’’ in excess of $75, must provide a writ-
Exemption Under Section 501(c)(3) ofCooperative service organizations often statement to the donor. A quid pro quo
the Internal Revenue Codeoperating educational organizationscontribution is one in which part of the pay-

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 501(f) ¬ 1024 Application for Recognition ofment is for goods or services provided, and
Exemption Under Section 501(a) or forpart is a contribution. For more information,
Determination Under Section 120see chapter 2. Note.  Section 501(c)(24) organizations

¬ 8718 User Fee for Exempt(section 4049 ERISA trusts) are neither dis-
Contributions of $250 or more — written Organization Determination Lettercussed in the text nor listed in the Organiza-
acknowledgment requirement.  Since Janu- Requesttion Reference Chart of this publication. They
ary 1, 1994, donors taking a deduction under are mentioned in chapter 4.
section 170 are required to obtain from the do-

Likewise, farmers’ cooperative associa-nee contemporaneous written substantiation
tions that qualify for exemption under section(acknowledgment) for a charitable contribu-
521 and pension, profit-sharing, and stock bo-tion of $250 or more. For more information, Free Publications
nus plans described in section 401(a) are notsee chapter 2. and Forms  discussed in this publication. If you think your
organization falls within one of these catego- If you need information on a subject not cov-
ries, contact the Internal Revenue Service for ered in this publication, you may check ourIntroduction more information. other free publications. To order publications

This publication discusses the rules and pro- and forms, call 1-800-TAX-FORM (829-3676)
Check the Table of Contents  at the begin-cedures for organizations that seek to obtain or write the IRS Forms Distribution Center for
ning of this publication to determine whetherrecognition of exemption from federal income your area.
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When no specific application form is pre- identifiable heading, and that it is an attach-
scribed for your organization, application for ment to your application form.1. exemption is by letter to the District Director Do not submit original documents  be-
for the Key District for your area. The Key Dis- cause they become part of the IRS file and
tricts and addresses are listed in the back of cannot be returned.Application, this publication. The letter must be signed by
an authorized individual such as an officer ofApproval, and

Description of activities.  A full description ofthe organization or a person authorized by a
the purposes and the activities of your organi-power of attorney. Send the power of attorneyAppeal
zation should be included in your application.with the application letter when you file it. The

letter should also contain the name and tele- When describing the activities in which yourProcedures
phone number of the person to contact. The organization expects to engage, you must in-
information described below under Required clude the standards, criteria, procedures, or
Inclusions must be submitted with the letter. other means that your organization adopted or

planned for carrying out those activities.This chapter contains information about
User fee.  The law now requires the payment To determine the information to be pro-application procedures that generally apply to
of a user fee for determination letter requestsall of the organizations discussed in this publi- vided, you should study the chapter (or sec-
such as your application for recognition of tax-cation. If your organization is one of the orga- tion) in this publication that applies to your or-
exempt status. You should use Form 8718,nizations described and is seeking recognition ganization. The appropriate chapter will
User Fee for Exempt Organization Determina-of tax-exempt status from the Internal Reve- describe the purposes and activities that your
tion Letter Request, to figure the amount ofnue Service (IRS), you should follow the pro- organization must pursue, engage in, and in-
your fee and to pay it. Your payment must ac-cedures described in this chapter and the in- clude in your application in order to achieve
company your request. IRS will not process astructions that accompany the appropriate exempt status.
request unless the fee has been paid.application forms. The application forms you Often your organization’s articles of organ-

will need are also discussed in this chapter. ization (or other organizing instruments) con-
For information on section 501(c)(3) orga- tain descriptions of your organization’s pur-Required Inclusions 

nizations, see  chapter 3. If your organization poses and activities.
is seeking exemption under one of the other

Employer identification number.  Every ex-subsections of section 501(c), see chapter 4.
empt organization is required to have an em-This chapter also includes discussions Financial data. You must include in your ap-ployer identification number (EIN), whether orabout rulings and determination letters (ap- plication financial statements showing your re-not it has any employees.provals/disapprovals) and the appeal proce- ceipts and expenditures for the current yearIf your organization does not have an EIN,dures that are available to your organization if and the 3 preceding years (or for the numberyour application for recognition of exemptionan adverse determination letter is proposed. of years your organization was in existence, ifshould include a completed Form SS-4, Appli-

less than 4 years). For each accounting pe-cation for Employer Identification Number.
riod, you must describe the sources of your re-
ceipts and the nature of your expenditures.Organizing documents.  Each application forApplication Procedures 
You must also include a balance sheet for theexemption must be accompanied by a con-
most recent period.formed copy of your organization’s Articles of

If you have not yet begun operations, orIncorporation (and the Certificate of Incorpo-
Oral requests  for recognition of exemption have operated for less than one year, a pro-ration, if available), Articles of Association,
will not be considered by IRS. Your application posed budget for two full accounting periodsTrust Indenture, Constitution, or other ena-
for tax-exempt status must be in writing using and a current statement of assets and liabili-bling document. If the organization does not
the appropriate forms as discussed below. ties will be acceptable.have an organizing document, it will not qualify

Your description of the sources of receiptsfor exempt status.
should show whether support will be from pub-By-laws. By-laws alone are not organizingForms Required  
lic or private sources. You should also indicatedocuments. However, if your organization is aMost organizations seeking recognition of ex-
whether the support will come from contribu-corporation or unincorporated association thatemption from federal income tax must use ap-
tions, grants or other means. If you anticipatehas adopted by-laws, you should include inplication forms specifically prescribed by IRS.
income from fund-raising events, ticket sales,your application a conformed copy that an au-Two forms currently prescribed by IRS are
rentals, or other business or investmentthorized officer certifies as current.Form 1023, Application for Recognition of Ex-
sources, you should fully explain the nature ofIf your organization’s name has been offi-emption Under Section 501(c)(3) of the Inter-
the activity (or activities).cially changed by an amendment to your or-nal Revenue Code, and Form 1024, Applica-

When describing expenses, you shouldganizing instruments, you should also attach ation for Recognition of Exemption Under
distinguish between expenditures made di-conformed copy of that amendment to yourSection 501(a) or for Determination Under
rectly for furtherance of exempt purposes andapplication.Section 120. To obtain the latest revision,
expenditures for administration and generalA conformed copy  is a copy that agreeswrite the IRS Forms Distribution Center for
operations.with the original and all amendments to it. Ifyour state or call 1-800-TAX-FORM (829-

the original document required a signature, the The criteria to be used for selecting recipi-3676).
copy should either be signed by a principal of- ents of funds or other benefits from your or-Forms 1023 and 1024 contain instructions
ficer or, if not signed, be accompanied by aand checklists to help you provide the informa- ganization also should be fully explained.
written declaration signed by an authorized of-tion required to process your application. In-
ficer of the organization. With either option,complete applications will not be processed.

Fund-raising activities description. The fi-the officer must certify that the document is aSome organizations are not required to
nancial data you include in your applicationcomplete and accurate copy of the original. Asubmit specific application forms. The applica-
must be in sufficient detail to show how yourcertificate of incorporation should be ap-tion your organization is required to submit is

proved and dated by an appropriate state activities will be financed. Also, if the applica-specified in the chapter in this publication
official. tion form requires it, you must furnish a state-dealing with your kind of organization and in

Every attachment should show the name ment of your actual and proposed fund-raisingthe organization reference chart at the end of
and address of your organization, the date, an activities.  this publication.
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Information on previously filed tax returns. required for the application must be provided. 3) Be filed with the documents in which the
You should include in your application infor- If your reply is not received within a limited material to be withheld is contained.
mation regarding previously filed federal in- time, your application will be processed only
come tax and exempt organization information for the paragraph under which you originally Where to file.  Your application for recogni-
returns. applied. tion of tax·exempt status must be filed with

The IRS may require you to provide addi- When a specific application form is needed the District Director for the key district in which
tional information necessary to clarify the na- for the paragraph under which your organiza- your organization’s principal office or place of
ture of your organization. Some examples of tion qualifies, that form is required before a let- business is located. The addresses of the Dis-
such additional material are: ter recognizing exemption is issued. This in- trict Director for each key district are shown at

cludes cases in which an exemption letter is the end of this publication. If your application is) Representative copies of advertising
modified to recognize an organization’s ex- submitted to the wrong office, it will be for-placed,
empt status under a paragraph other than the warded to the correct office and you will be

) Copies of publications, such as magazines, paragraph under which it originally established notified.
) Distributed written material used for expres- exemption. Your application will be considered by the

sing views on proposed legislation, and key District Director who will either issue a
favorable determination letter to your organi-IRS responses.  Organizations that submit a) Copies of leases, contracts, or agreements
zation, issue an adverse determination lettercomplete application will receive an acknowl-into which your organization has entered.
denying the exempt status claimed in the ap-edgment from their key district office. Others
plication, or refer the case to the National Of-will receive a letter requesting more informa-
fice of the IRS for issuance of a ruling.tion or returning an incomplete application.

Applicants also will be notified if the applica-Miscellaneous tion is forwarded to the National Office of the Referral to the National Office.  Key district
Internal Revenue Service for consideration. offices will refer to the National Office any ex-Procedures  These letters will be sent out as soon as possi- empt organization issue concerning qualifica-
ble after receipt of the organizat ion’s tion for exemption or foundation status forFor prompt action on your application for rec-
application. which there is no published precedent or forognition of exemption, you should be certain

which there is  reason to bel ieve thatthat all the statements, instruments, and other
nonuniformity exists. A key district or Appealsmaterial previously described have been sub- Withdrawal of application.  An application
Office may request technical advice on anymitted with your organization’s application may be withdrawn at any time before the issu-
technical or procedural question that cannotform. Be sure that every statement or other ance of a ruling or determination letter upon
be resolved on the basis of law, regulations, ordocumentation required by the application the written request of a principal officer or au-
a clearly applicable revenue ruling or otherform is attached. Unless all the required docu- thorized representative of your organization.
published precedent. An organization may re-ments have been provided with your applica- However, the withdrawal will not prevent the
quest that an issue be referred to the Nationaltion, you may have to resubmit it or you may information contained in the application from
Office for technical advice if it feels that a lackotherwise encounter a delay in obtaining rec- being used by the Internal Revenue Service in
of uniformity exists as to the disposition of theognition of exemption. any subsequent examination of your organiza-
issue or if an issue is so unusual or complex astion’s returns. The information forwarded with
to warrant consideration by the National Of-If the application does not contain the re- an application will not be returned to your or-
fice. If a determination letter is issued basedquired information,  it may be returned with a ganization and, generally, when an application
on technical advice from the National Officeletter of explanation without being considered is withdrawn, the user fee paid will not be
regarding qualification for exemption or foun-on its merits. If the completed application is re- refunded.
dation status, no further administrative appealsubmitted within the time period indicated in
is available on the issue that was the subjectthe letter from the District Director, it will be Requests for withholding of information
of technical advice.considered received on the original submis- from the public. The law now requires many

Requests other than applications forsion date; and, if the original submission was exempt organizations to make their applica-
recognition of exemption  (for example, re-timely, the application will be considered tion forms and annual information returns
quests for rulings involving feeder organiza-timely filed as discussed in Chapter 3, under available for public inspection. The law also
tions, application of excise taxes to activitiesApplication for Recognition of Exemption. requires the IRS to make available for public
of private foundations, taxation of unrelatedinspection, in accordance with section 6104 of
business income, etc.) should be sent to theApplication made under wrong paragraph the Code and the related regulations, your ap-
Internal Revenue Service, Assistant Commis-of section 501(c).  Occasionally, an organiza- proved application for recognition of exemp-
sioner (Employee Plans and Exempt Organi-tion may appear to qualify for exemption under tion (including any papers submitted in support
zations), Attention: CP:E:EO, P.O. Box 120,a paragraph of section 501(c) that is different of the application) and the ruling or determina-
Ben Franklin Station, NW, Washington, DCfrom the one for which the organization ap- tion letter (discussed later, under Rulings and
20044. These requests, like applications forplied. If the application was made on Form Determination Letters).
recognition of exemption, must be accompa-1024, which applies to more than one para- Any information  submitted in the applica-
nied by the appropriate user fee.graph of section 501(c), the organization may tion or in support of it that relates to any

be recognized as exempt under any paragraph trade secret, patent, process, style of
Power of attorney. If your organization ex-to which the form applies if the organization work, or apparatus, upon request, may be
pects to be represented by an agent or attor-has agreed to have its qualification considered withheld from public inspection if the Commis-
ney, whether in person or by correspondence,under such paragraph and it supplies any addi- sioner determines that the disclosure of such
you must file a power of attorney with your ex-tional information required by the application information would adversely affect the organi-
emption application specifically authorizingfor the new paragraph. zation. Your request must:
the agent or attorney to represent your organi-

1) Identify the material to be withheld (the zation. Form 2848, Power of Attorney andIf a different application form is required
document, page, paragraph, and line) by Declaration of Representative, may be usedfor your organization, the key district office will
clearly marking it ‘‘Not Subject To Public for this purpose. so advise your organization and will provide
Inspection’’;the appropriate application form for your con-

venience in reapplying under that paragraph, if 2) Include the reasons for your organiza- Reminder:  The law now requires payment
you wish to do so. Although supporting infor- tion’s position that the information is of of a user fee for determination letter requests.
mation previously furnished need not be dupli- the type that may be withheld from public Form 8718, User Fee  for Exempt Organiza-
cated, any necessary additional information inspection; and tion Determination Letter Request, is used to
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figure the amount and pay the fee. Payment date specified in the letter. If a nonsubstan- If a key District Director, concludes, as a
tive amendment is made, such as correction result of examining an information return ormust accompany each request.
of a clerical error in the enabling instrument or considering information from any other
the addition of a dissolution clause, exemption source, that a ruling or determination letter
will ordinarily be recognized as of the date of should be revoked or modified, the organiza-
formation if the activities of the organization tion will be advised in writing of the proposedRulings and
before the ruling or determination are consis- action and the reasons therefore.
tent with the exemption requirements. The organization will also be advised of itsDetermination Letters  

right to protest the proposed action by re-A ruling or determination letter recognizing
A ruling or determination letter will be issued to questing Appeals Office consideration.  Theexemption may not be relied upon if there is
your organization if its application and support- appeal procedures are discussed next.a material change, inconsistent with exemp-
ing documents establish that it meets the par- tion, in the character, the purpose, or the
ticular requirements of the section under method of operation of the organization.
which exemption is claimed. However, the In-
ternal Revenue Service will not ordinarily issue Appeal Procedures  
rulings or determination letters recognizing ex-

If an organization applies for tax-exempt sta-emption if an issue involving the organization’s Revocation or
tus and receives an adverse determination let-exempt status is pending in litigation or is Modification ter, the organization will be advised of its rightunder consideration within the Service.
to protest the determination by requesting Ap-Advance ruling. A ruling or determination of Exemption  peals Office consideration.  The protestletter may be issued in advance of operations
must be submitted to the key District Directorif your organization can describe its proposed A ruling or determination letter recognizing ex-
within 30 days from the date of the adverseoperations in sufficient detail to permit a con- emption may be revoked or modified by:
determination letter and must state whether itclusion that it will clearly meet the particular re- 1) A notice to the organization to which the wishes an Appeals Office conference.   quirements of the section under which exemp- ruling or determination letter originally

t ion is  c la imed. A restatement of  the was issued,
organization’s purpose or a statement that it Appeals Office

2) Enactment of legislation or ratification ofwill be operated in furtherance of that purpose Consideration  a tax treaty,will not satisfy this requirement. The organiza-
The protest to the Appeals Office should betion must describe fully the activities in which it 3) A decision of the United States Supreme
filed with the key district office and contain theexpects to engage. This includes standards, Court,
following information:procedures, or other means adopted or

4) Issuance of temporary or final regula-planned by the organization for carrying out its 1) The organization’s name, address, andtions, oractivities, expected sources of funds, and the employer identification number;
nature of its contemplated expenses. 5) Issuance of a revenue ruling, a revenue

2) A statement that the organization wantsprocedure, or other statement publishedWhen an organization does not supply the
to protest the determination;in the Internal Revenue Bulletin or Cumu-information previously mentioned under Appli-

lative Bulletin.cation Procedures, or fails to furnish a suffi- 3) The date and symbols on the determina-
ciently detailed description of its proposed ac- tion letter;
tivities to permit a conclusion that it will clearly If the organization omitted or misstated a

4) A statement of facts supporting the orga-be exempt, a record of actual operations may material fact,  operated in a manner materi-
nization’s position in any contested fac-be required before a ruling or determination ally different from that originally represented,
tual issue;letter is issued. or, with regard to organizations to which sec-

tion 503 applies, engaged in a prohibited 5) A statement outlining the law or other au-
transaction (such as diverting corpus or in-Adverse determination.  If an organization is thority the organization is relying on; and
come from its exempt purpose), the revoca-unable to describe fully its purposes and activ-

6) A statement as to whether a conferencetion or modification may be retroactive.ities, resulting in a refusal by the IRS to issue a
at the Appeals Office is desired.ruling or determination letter, such refusal is

considered an adverse determination, which If there is a material change,  inconsistent
the organization can appeal. See Appeal Pro- The statement of facts (item 4) must be de-with exemption, in the character, purpose, or
cedures, later. clared true under penalties of perjury. Thismethod of operation of the organization, revo-

may be done by adding to the protest the fol-cation or modification will ordinarily take effect
lowing signed declaration:as of the date of such material change.Effective Date

‘‘Under penalties of perjury, I declare that Iof Exemption  If a ruling or determination letter was is- have examined the statement of facts
A ruling or determination letter recognizing ex- sued in error  or is no longer in accord with presented in this protest and in any ac-
emption is effective as of the date of forma- the holding of the Service, and if section companying schedules and statements
tion of an organization if, during the period 7805(b) relief is granted, retroactivity of the and, to the best of my knowledge and
before the date of the ruling or determination revocation or modification ordinarily will be belief, it is true, correct, and complete.’’
letter, its purposes and activities were those limited to a date not earlier than that on which

Signature.required by the law. (See Application for Rec- the original ruling or determination letter was
ognition of Exemption in Chapter 3 for the spe- modified or revoked. For more information on
cial rule for organizations applying for recogni- requesting section 7805(b) relief, see Reve- If the organization’s representative submits
tion of exemption under section 501(c)(3).) nue Procedure 93-4. the protest, a substitute declaration must be
Upon obtaining recognition of exemption, the included, stating:
organization may file a claim for a refund of in- Foundations.  The determination of the effec- 1) That the representative prepared the pro-come taxes paid for the period for which its ex- tive date is the same for the revocation or test and accompanying documents; andempt status is recognized. modification of foundation status or operating

If an organization is required to alter its ac- foundation status unless such effective date is 2) Whether the representative knows per-
tivities or substantially amend its charter to expressly covered by statute or regulations. sonally that the statements of fact con-
qualify, the ruling or determination letter rec- (See Revenue Procedure 93-5 for information tained in the protest and accompanying
ognizing exemption will be effective as of the on requesting section 7805(b) relief.) documents are true and correct.
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Be sure the protest contains all of the infor- this chapter) or the filing of a request for a of the tax deficiencies in the United States Tax
mation requested. Incomplete protests will be Court. For more information on these types ofdetermination of foundation status (see
returned for completion. suits, get Publication 556, Examination of Re-Private Foundations and Public Charities

turns, Appeal Rights, and Claims for Refund.If a conference is requested, it will be held in Chapter 3);
at the Appeals Office, unless the organization In certain situations, your organization can2) In the case of a late-filed application, re-
requests that the meeting be held at a district file suit for a declaratory judgment in thequesting relief under section 301.9100 of
office convenient to both parties. U.S. district court for the District of Columbia,the Income Tax Regulations regarding

The Appeals Office, after considering the the U.S. Claims Court, or the U.S. Tax Court.applications for extensions of time for
organization’s protest as well as information This remedy is available if your organizationmaking an election or application for relief
presented in any conference held, will notify received an adverse notice of final determi-from tax (see Application for Recognition
the organization of its decision and issue an nation, or if the IRS failed to make a timely de-of Exemption in Chapter 3);
appropriate determination letter. An adverse termination on your initial or continuing qualifi-

3) The timely submission of all additional in-decision may be appealed to the courts (dis- cat ion or c lassi f icat ion as an exempt
formation requested to perfect an exemp-cussed later). organization. However, your exempt status
tion application or request for determina-Appeals offices must request technical claim must be as:
tion of private foundation status; andadvice from the National Office on any ex- An organization qualifying under section

empt organization issue concerning qualifica- 4) Exhaustion of all administrative appeals 501(c)(3),
tion for exemption or foundation status for available within the Service, including pro-

An organization to which a deduction for awhich there is no published precedent or for test of an adverse ruling in National Office
contribution is allowed under sectionwhich there is  reason to bel ieve that original jurisdiction exemption application
170(c)(2),nonuniformity exists. If an organization be- cases.

lieves that its case involves such an issue, it An organization other than a private foun-
should ask the Appeals Office to request tech- dation under section 509, orThe actions just described will not be con-
nical advice. sidered completed until the Internal Revenue A private operating foundation under sec-Any determination letter issued on the ba- Service has had a reasonable time to act upon tion 4942(j)(3).sis of technical advice from the National Office the appeal or protest, as the case may be.
may not be appealed to the Appeals Office for An organization will not be deemed to The adverse notice of final determinationthose issues that were the subject of the tech- have exhausted its administrative reme- referred to above is a ruling or determinationnical advice.  dies  before the earlier of: letter sent by certified or registered mail, hold-

1) The completion of the steps just listed ing that your organization:National Office and the sending by certified or registered Is not described in section 501(c)(3) orConsideration  mail of a notice of final determination, or
section 170(c)(2) of the Code,

If an application is referred to the National Of- 2) The expiration of the 270¸day period in Is a private foundation as defined in sec-fice for issuance of a ruling and an adverse rul- which the Service has not issued a notice
tion 509(a),ing is issued, the organization will be informed of final determination and the organiza-

of the basis for the conclusion, of its right to Is not a private operating foundation astion has taken, in a timely manner, all rea-
file a protest within 30 days and to have a con- defined in section 4942(j)(3), orsonable steps to secure a ruling or
ference at the National Office. determination. Is a public charity described in a part of

section 509 or section 170(b)(1)(A)
Representation.  A principal officer or trustee The 270¸day period  will be considered by other than the part under which your or-
may represent an organization at any level of the Service to begin on the date a substantially ganization requested classification.
appeal within the Internal Revenue Service. completed Form 1023 is sent to the appropri-
Or, the organization may be represented by an ate key District Director. See Application Favorable court rulings - IRS procedure.  Ifattorney, certified public accountant, or indi- Forms, earlier, for information needed to com- a suit results in a final determination that yourvidual enrolled to practice before the Internal plete Form 1023. organization is exempt from tax, the IRS will is-Revenue Service. If the application does not contain all of the sue a favorable ruling or determination letter,If the organization’s representative attends required items, it will not be further processed provided your organization has filed an appli-a conference without a principal officer or trus- and may be returned to the applicant for com- cation for exemption and submitted a state-tee, the representative must file a proper pletion. The 270·day period, in this event, will ment that the underlying facts and applicablepower of attorney or a tax information authori- not be considered as starting until the date the law are the same as in the period consideredzation before receiving or inspecting confiden- application is remailed to the Service with the by the court. tial information. Form 2848, Power of Attorney requested information, or, if a postmark is not
and Declaration of Representative, or Form evident, on the date the Service receives a
8821, Tax Information Authorization, as appro- substantially completed application.   
priate (or any other properly written power of Group Exemption Letter
attorney or authorization), may be used for this Appeal to Courts  purpose. These forms may be obtained from A group exemption letter is a ruling or deter-

If the IRS issues an unfavorable determinationthe Internal Revenue Service. For more infor- mination letter issued to a central organization
letter or ruling to your organization and youmation, get Publication 947, Practice Before recognizing on a group basis the exemption
have exhausted all the administrative reme-the IRS and Power of Attorney. under section 501(c) of subordinate organiza-
dies just discussed, your organization can tions on whose behalf the central organization
seek judicial remedies. has applied for recognition of exemption.Administrative Remedies  

For example, if your organization has paid A central organization is an organization
In the case of an application under section the tax resulting from the unfavorable determi- that has one or more subordinates under its
501(c)(3) of the Code, the following actions, nation and met all other statutory prerequi- general supervision or control.
referred to as administrative remedies, must sites, it can file suit for a refund in a United A subordinate organization is a chapter,
be completed by your organization before an States district court or the U.S. Claims Court. local, post, or unit of a central organization. A
unfavorable ruling or determination letter from Or, if your organization elected not to pay the central organization may be a subordinate it-
the IRS can be appealed to the courts: tax deficiency resulting from the unfavorable self, such as a state organization that has

determination and met all other statutory pre-1) The filing of a substantially completed ap- subordinate units and is itself affiliated with a
requisites, it can file suit for a redeterminationplication Form 1023 (described earlier in national (central) organization.
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A subordinate organization may or may not must submit information for those subordi- Foundations in Chapter 3), an affirmation
nates to be included in the group exemption to the effect that, to the best of the of-be incorporated, but it must have an organiz-
letter. The information should be forwarded in ficer’s knowledge and belief, noing document. A subordinate that is organized
a letter signed by a principal officer of the cen- subordinate to be included in the groupand operated in a foreign country may not be
tral organization setting forth or including as exemption letter is a private foundation asincluded in a group exemption letter. A
attachments the following: defined in section 509(a);subordinate described in section 501(c)(3)

may not be included in a group exemption let- 1 ) In fo rmat ion  ve r i f y ing  tha t  the 8) For each subordinate that is a school
ter if it is a private foundation described in sec- subordinates: claiming exemption under section
tion 509(a). 501(c)(3), the information required bya) Are affiliated with the central

If your organization is a subordinate one Revenue Ruling 71·447 and Revenueorganization;
controlled by a central organization (for exam- Procedure 75·50. (These requirements

b) Are subject to its general supervision orple, a church, the Boy Scouts, or a fraternal or- are fully described in Chapter 3, under Pri-
control;ganization), you should check with the central vate Schools. See also Schedule B, Form

organization to see if it has been issued a c) Are all eligible to qualify for exemption 1023.); and
group exemption letter that covers your organ- under the same paragraph of section 9) For any school affiliated with a church,
ization. If it has, you are not required to file a 501(c), though not necessarily the par- the information to show that the provi-

agraph under which the central organi-separate application unless your organization sions of Revenue Ruling 75·231 have
zation is exempt;no longer wants to be included in the group ex- been met.

emption letter. d) Are not private foundations if the appli-
10) A list of the names, mailing addresses,If the group exemption letter does not cation for a group exemption letter in-

actual addresses if different, and em-cover your organization, ask your central or- volves section 501(c)(3);
ployer identification numbers of subordi-ganization about being included in the next an-

e) Are all on the same accounting period nates to be included in the group exemp-nual group ruling update that it submits to the
as the central organization if they are to tion letter. A current directory ofService.  
be included in group returns; and subordinates may be furnished in lieu of

the list if it includes the required informa-f) Are organizations that have beenCentral Organization tion and if the subordinates not to be in-formed within the 15·month period pre-
cluded in the group exemption letter areceding the date of submission of theApplication Procedure 
identified.group exemption application if they areIf your organization is a central organization

claiming section 501(c)(3) status andwith affiliated subordinates under its control, it
are subject to the requirements of sec-may apply for a group exemption letter for its

New 501(c)(3) organizations that want totion 508(a) and wish to be recognizedsubordinates, provided it has obtained recog-
be included.  A new organization, describedas exempt from their dates of creationnition of its own exemption. You should make
in section 501(c)(3), that wants to be included(a group exemption letter may be issuedthe application for such subordinates by letter
in a group exemption letter, must submit its au-covering subordinates, one or more ofinstead of either Form 1023 or 1024. This pro-
thorization (as explained in item number 5which have not been organized withincedure relieves each of the subordinates cov-
above, under Information required regardingthe 15·month period preceding the dateered by a group exemption letter from filing its
subordinate organizations) to the central or-of submission, if all subordinates areown application for recognition of exemption.
ganization before the end of the fifteenthwilling to be recognized as exempt onlyA central organization obtains its own recogni-
month after it was formed in order to satisfyfrom the date of application);tion of exemption by filing an application with
the requirement of section 508(a). The central2) A detailed description of the purposesthe key District Director for the area in which
organ iza t ion  mus t  a lso  inc lude  th isand activities of the subordinates, includ-the central organization’s principal place of
subordinate in its next annual submission ofing the sources of receipts and the naturebusiness or principal office is located.
information as discussed below, under Infor-of expenditures;If the central organization has previously
mation Required Annually.

obtained recognition of its own exemption, it 3) A sample copy of a uniform governing in-
must indicate its employer identification num- strument (such as a charter or articles of

Keeping the Groupber, the date of the letter recognizing its ex- association) adopted by the subordinates,
emption, and the Internal Revenue office that or, in its absence, copies of representa- Exemption
issued it. It need not forward documents al- tive instruments; Letter in Force  ready submitted. However, if it has not already 4) An affirmation to the effect that, to the Continued effectiveness of a group exemptiondone so, the central organization must submit best of the officer’s knowledge, the pur- letter is based on the following conditions:a copy of any amendment to its governing in- poses and activities of the subordinates
struments or internal regulations as well as 1) The continued existence of the centralare as stated in (2) and (3), above;
any information regarding change in its char- organization;

5) A statement that each subordinate to beacter, purposes, or method of operation. 
2) The continued qualification of the centralincluded in the group exemption letter has

organization for exemption under sectionfurnished written authorization to that ef-Employer identification number.  If the cen- 501(c);fect, signed by a duly authorized officer oftral organization does not have an employer
the subordinate, to the central organiza- 3) The submission by the central organiza-identification number, it must submit a com-
tion (see also New 501(c)(3) organiza- tion of the information required annuallypleted Form SS·4 with its exemption applica-
tions that want to be included, later in this (described below under Information Re-tion. Each subordinate must have its own em-
section); quired Annually ); andployer identification number even if it has no

6) A list of subordinates to be included in theemployees. The central organization must 4) The annual filing of an information return
group exemption letter to which the Ser-submit with the group exemption application a (Form 990, for example) by the central or-
vice has issued an outstanding ruling orcompleted Form SS·4 on behalf of each ganization if such return is required of it.
determination letter relating to exemption;subordinate not having a number.  

7) If the application for a group exemption The continued effectiveness of a group ex-
In format ion  requi red  regard ing letter involves section 501(c)(3) and is emption letter as to a particular subordinate
subordinate organizations.  In addition to subject to the provisions of the Code re- is based on these four conditions, as well as
the information required to obtain recognition quiring that it give timely notice that it is on  the  con t inued  con fo rmi ty  by  the
of its own exemption, the central organization not a private foundation (see Private subordinate to the requirements for inclusion
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in a group exemption letter, the authorization 1) The central organization notifies the Ser-
for such inclusion, and the annual filing of any vice that it is going out of existence; Annual Information
requ i red  in fo rmat ion  re tu rn  fo r  the Returns  subordinate.  2) The central organization notifies the Ser-

vice, by its annual submission or other- Every organization exempt from federal in-
wise, that any of its subordinates will noInformation Required Annually  come tax under section 501(a) must file an an-
longer fulfill the conditions for continuedTo maintain a group exemption letter, the cen- nual information return except:
effectiveness, explained earlier; ortral organization must submit annually, at least

1) A church, an interchurch organization of90 days before the close of its annual account-
local units of a church, a convention or3) The Service notifies the central organiza-ing period, to the Internal Revenue Service
association of churches, an integratedCenter with which it files (or would file) its infor- tion or the affected subordinate that the
auxiliary of a church (as defined latermation returns, the following information: group exemption letter will cease to have
under Religious Organizations in Chapter

effect as to some or all of the group be-1) Information regarding all changes in the 3), or an internally supported, church-affil-
cause the conditions for continued effec-purposes, character, or method of opera- iated, organization.
tiveness of a group exemption letter havetion of the subordinates included in the

2) An exclusively religious activity of any re-not been fulfilled.group exemption letter.
ligious order.

2) A separate list (that includes the names,
3) A mission society sponsored by or affili-mailing addresses, actual addresses if dif- When notice is given under any of these three

ated with one or more churches or churchferent, and employer identification num- conditions, the Service will no longer recog-
denominations, more than one-half of thebers of the affected subordinates) for nize the exempt status of the affected subordi- activities of which society are conductedeach of the three following categories— nates until they file separate applications on in, or directed at persons in, foreign

their own behalf or the central organizationa) Subordinates that have changed their countries.
files complete supporting information for theirnames or addresses during the year,

4) A school below college level affiliatedreinclusion in the group exemption at the time
b) Subordinates no longer to be included with a church or operated by a religiousof its annual submission. However, when thein the group exemption letter because order, even though it is not an integratednotice is given by the Service and the with-they have ceased to exist, disaffiliated, auxiliary of a church.drawal of recognition is based on the failure ofor withdrawn their authorization to the

the organization to comply with the require- 5) A religious or apostolic organization de-central organization, and
ments for recognition of tax-exempt status scribed in section 501(d). (Required to file

c) Subordinates to be added to the group under the particular subsection of section Form 1065, U.S. Partnership Return of
exemption letter because they are 501(c), the revocation will ordinarily take ef- Income.)
newly organized or affiliated or because fect as of the date of such failure. The notice,

6) A state institution, the income of which isthey have recently authorized the cen- however, will be given only after the appeal excluded from gross income under sec-tral organization to include them. procedures described earlier in this chapter tion 115.Note. An annotated directory of subordi- are completed. 
nates will not be accepted for this purpose. If 7) A corporation described in section
there were none of the above changes, the 501(c)(1) that is organized under an Act
central organization must submit a statement of Congress and is:
to that effect.

a) an instrumentality of the United States,
3) The information required to be submitted and

by a central organization on behalf of sub- 2. b) exempt from Federal income taxesordinates to be included in the group ex-
under such Act as amended andemption letter is required for subordinates
supplemented.Filingto be added to the letter. (This information

is listed in items 1 through 9, under Infor- 8) A stock bonus, pension, or profit-sharingRequirementsmation required regarding subordinate or- trust which qualifies under section 401.
ganizations. However, if the information and Required 9) A black lung benefit trust described inupon which the group exemption letter

section 501(c)(21). (Required to file Formwas based is applicable in all material re- Disclosures 990·BL, Information and Initial Excisespects to such subordinates, a statement
Tax Return for Black Lung Benefit Truststo this effect may be submitted in lieu of
and Certain Related Persons (Under Sec-the information required by items 1
tion 501(c)(21) of the Internal Revenuethrough 4 of that list.)
Code).) See Chapter 4 for more informa-
tion about the required filing.

Most exempt organizations (including pri-
Note.  Submission of the information re- 10) An exempt organization (other than a pri-vate foundations) are required to file various

quired annually does not relieve the central or- vate foundation, discussed in chapter 3)returns and reports at some time during or fol-
ganization or any of its subordinates of the having gross receipts in each tax yearlowing the close of their accounting period.
duty to submit any other information that may that normally are not more than $25,000.This chapter discusses the filing requirements
be required by a District Director to determine (See the instructions for Form 990 forof exempt organizations in regard to the an-
whether the conditions for continued exemp- more information about what constitutesnual information returns, the unrelated busi-
tion are being met. annual gross receipts that are normallyness income tax, employment taxes, and the

not more than $25,000.)special return that may be required to report
the expenditure of money for pol i t ical 11) A foreign organization described in sec-Events Causing activities. tion 501(a) (other than a private founda-

Loss of Group Exemption  This chapter also discusses the disclo- tion) that normally does not have more
sures that exempt organizations are now re-A group exemption letter ceases to have ef- than $25,000 in annual gross receipts
quired to make and the penalties that apply forfect, for either a particular subordinate or the from sources within the United States and
failures to make the disclosures.   group as a whole, when: has no significant activity in the United
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States. For further information, see Reve- ‘‘application pending’’ block at the top of page For additional information see Publication
nue Procedure 94-17, in Internal Revenue 1 of the return. 598, Tax on Unrelated Business Income of Ex-
Bulletin 1994-5. For more information on the filing require- empt Organizations.

ments, see the instructions for Forms 990,
990·EZ, and 990·PF.Forms 990 and 990¸EZ.  Tax-exempt organi-

zations, other than private foundations, must Employment TaxNote.  Copies of Form 990, 990 ·EZ orfile Form 990, Return of Organizations Exempt
990·PF may be used to satisfy state reportingFrom Income Tax, or Form 990·EZ, Short Returns  
requirements. See the instructions for thoseForm Return of Organization Exempt From In-
forms. Every employer, including an organization ex-come Tax.

Form 990¸EZ  is a shortened version of empt from federal income tax, who pays
Form 990. It is designed for use by small tax- wages to employees is responsible for with-Penalties for failure to file.  A tax-exempt or-
exempt organizations and nonexempt charita- holding, depositing, paying, and reporting fed-ganization that fails to file a required return is
ble trusts to provide the IRS with the informa- eral income tax, social security taxes (FICA),subject to a penalty of $10 a day for each day
tion required by section 6033 of the Code. and federal unemployment tax (FUTA) forthe failure continues. The same penalty will

An organization may file Form 990·EZ, in- such wage payments, unless that employer isapply if the organization fails to give correct
stead of Form 990, if it meets both of the fol- specifically excepted by statute from such re-and complete information or required informa-
lowing requirements: quirements or i f  the taxes are clear lytion on its return.

inapplicable.1) Its gross receipts during the year were The maximum penalty  for any one return
If any person required to collect, truthfullyless than $100,000, and is the lesser of $5,000 or 5 percent of the orga-

account for, and pay over any of these taxesnization’s gross receipts for the year.2) Its total assets (line 25, Column (B) of
willfully fails to satisfy any of these require-If the organization is subject to the forego-Form 990·EZ) at the end of the year were
ments or willfully attempts in any way toing penalty, the Service may specify a date byless than $250,000.
evade, defeat, or pay any of them, that personwhich the return or correct information must
will be subject to a penalty. The penalty, oftenbe supplied by the organization. Failure toIf your organization fails to meet either of
referred to as the 100% penalty, is equal tocomply with this demand will result in a penaltythese conditions, you cannot file Form 990·
the tax evaded, not collected, or not ac-imposed upon the manager of the organiza-EZ. Instead you must file Form 990.
counted for and paid over. The term persontion, or upon any other person responsible for
includes:filing a correct return. The penalty is $10 a dayA group return  on Form 990 may be filed by

for each day that a return is not filed after the
) An officer or employee of a corporation, ora central, parent, or like organization for two or

period given for filing. The maximum penaltymore local organizations, none of which is a ) A member or employee of a partnership.imposed on all persons with respect to anyprivate foundation. This return is in addition to
one return is $5,000.the central organization’s separate annual re- For more information, you should obtain aThese penalties apply to returns for taxturn, if it must file a return. It cannot be in- copy of Circular E, Publication 15, Employer’syears beginning after December 31, 1986.cluded in the group return. See the instruc- Tax Guide, which summarizes the responsibili-They also apply to returns of certain trusts andtions for Form 990 for the conditions under ties of an employer, Publication 937, Employ-to returns relating to terminations or dissolu-which this procedure may be used. In any year ment Taxes, and Form 941, Employer’s Quar-tions of exempt organizations, with the maxi-that an organization is properly included as a terly Federal Tax Return.mum penalty imposed on the exempt organi-subordinate organization on a group return, it
zation or trust not to exceed $5,000.should not file its own Form 990.

No penalty will be imposed if reasonable FICA and FUTA tax exceptions.  Payments
cause for failure to file timely can be shown.   for services performed by a minister of aForm 990¸PF. All private foundations exempt

church or a member of a religious order areunder section 501(c)(3) must file Form 990·
not subject to FICA or FUTA taxes.PF, Return of Private Foundation or Section

FUTA tax exception.  Payments for ser-4947(a)(1) Nonexempt Charitable Trust Unrelated Business vices performed by an employee of a religious,Treated as a Private Foundation. These orga-
charitable, educational, or other organizationIncome Taxnizations are discussed in Chapter 3.
described in section 501(c)(3) that are gener-

Return ally subject to FICA taxes if the payments areDue date.  Form 990, 990·EZ, or 990·PF
$100 or more for the year, are not subject tomust be filed by the 15th day of the 5th month
FUTA taxes.after the end of your organization’s accounting

FICA tax exemption election.  Churchesperiod. The instructions for these forms indi- Form 990¸T.  Even though an organization is
and qualified church-controlled organizationscate the Service Center to which they must be recognized as tax exempt, it still may be liable
can elect exemption from employer social se-sent. for tax on its unrelated business income. Unre-
curity taxes by filing Form 8274, Certificationlated business income is income from a trade
by Churches and Qualified Church-ControlledOrganizations, other than private founda- or business, regularly carried on, that is not
Organizations Electing Exemption from Em-tions,  that are described in section 501(c)(3) substantially related to the charitable, educa-
ployer Social Security Taxes.and that are otherwise required to file Form tional, or other purpose constituting the basis

To elect exemption, Form 8274 must be990 must also complete Schedule A of that for the organization’s exemption. An exempt
filed before the first date on which a quarterlyform. organization that has $1,000 or more gross in-
employment tax return would otherwise become from an unrelated business must file
due from the electing organization. The elec-An organization that claims to be exempt Form 990·T, Exempt Organization Business
tion may be made only if the organization isunder section 501(a)  of the Code but has Income Tax Return.
opposed for religious reasons to the paymentnot established its exempt status by the due The obligation to file Form 990·T is in addi-
of social security taxes.date for filing an information return, should tion to the obligation to file the annual informa-

The election applies to payments for ser-complete and file Form 990 or 990 ·EZ (or tion return, Form 990, 990·EZ or 990·PF. 
vices of current and future employees otherForm 990·PF if it considers itself a private Estimated tax.  Tax-exempt organizations
than services performed in an unrelated tradefoundation). If the organization’s application is must make quarterly payments of estimated
or business.pending with the internal Revenue Service, it tax on unrelated business income. An organi-

Revoking the election.  The election canmust so indicate on Form 990, 990 ·EZ, or zation must make estimated tax payments if it
be revoked by the Service if the organization990·PF (whichever applies) by checking the expects its tax for the year to be $500 or more.
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fails to file Form W·2, Wage and Tax State- an exempt organization that makes expendi- previously discussed. A copy of Form 8283
ment, for 2 years and fails to furnish the infor- tures for political purposes if either the amount must be given to the donee.  
mation upon request by the Service. Such rev- of such expenditures or the organization’s net
ocat ion wi l l  apply retroact ively to the investment income does not exceed $100 for
beginning of the 2-year period. the tax year. For more information about filing Disclosure of Quid ProDefinitions.  For purposes of this election, Form 1120·POL, refer to the instructions ac-
the term church means a church, a conven- companying the form. Quo Contributions  tion or association of churches, or an elemen- Separate fund.  If the political activities,
tary or secondary school that is controlled, op- described in (1), above, are carried out by a Since January 1, 1994, a charitable organiza-
erated, or principally supported by a church or separate segregated fund, which is treated as tion must provide a written disclosure state-
by a convention or association of churches. a separate organization from the exempt or- ment to donors of a quid pro quo contribu-

The term qualified church-controlled or- ganization maintaining the fund, the exempt tion in excess of $75.
ganization  means any church-controlled sec- organization is not liable for a tax on such A quid pro quo contribution is a payment
tion 501(c)(3) tax-exempt organization, other expenditures. made to a charity by a donor partly as a contri-
than an organization that both: bution and partly for goods or services pro-

Note.  Section 501(c)(3) organizations are vided to the donor by the charity. For example,1) Offers goods, services, or facilities for
precluded from, and suffer loss of exemption if a donor gives a charity $100 and receives asale, other than on an incidental basis, to
for, engaging in any political campaign on be- concert ticket valued at $40, the donor hasthe general public at other than a nominal
half of, or in opposition to, any candidate for made a quid pro quo contribution. In this ex-charge that is substantially less than the
public office.cost of providing such goods, services, or ample, the charitable contribution portion of

facilities, and the payment is $60. Even though the part of
the payment available for deduction does not2) Normally receives more than 25% of its
exceed $75, a disclosure statement must besupport from the sum of governmental Donee Information filed because the donor’s payment (quid prosources and receipts from admissions,
quo contribution) exceeds $75.sales of merchandise, performance of Return 

The required written disclosure state-services, or furnishing of facilities, in activ-
ment must:ities that are not unrelated trades or

businesses. 1) Inform the donor that the amount of theDispositions of donated property.  If an or-
contribution that is deductible for federalganization receives a contribution of charita-Effect on employees.  If a church or quali- income tax purposes is limited to the ex-ble deduction property and sells, ex-fied church-controlled organization has made cess of any money (and the value of anychanges, or otherwise disposes of thean election, payment for service performed for property other than money) contributedproperty within 2 years after its receipt, the or-that church or organization, other than in an by the donor over the value of goods organization must file Form 8282, Donee Infor-unrelated trade or business, will not be subject services provided by the charity, andmation Return (Sale, Exchange, or Other Dis-to FICA taxes. However, the employee, unless

position of Donated Property). It must be filed 2) Provide the donor with a good faith esti-otherwise exempt, will be subject to self-em-
within 125 days after the disposition. A copy of mate of the value of the goods or servicesployment tax on the income. The tax applies to
Form 8282 is to be given to the donor. Penal- that the donor received.income of $100 or more for the tax year from
ties apply if the organization fails to file thethat church or organization, and no deductions
return. The charity must furnish the statement in con-for trade or business expenses are allowed

Charitable deduction property  is any nection with either the solicitation or the re-against this ‘‘self-employment’’ income.
property (other than money or publicly ceipt of the quid pro quo contribution. If theSchedule SE (Form 1040), Self-Employ-
traded securities ) for which the organization disclosure statement is furnished in connec-ment Tax, should be attached to the employ-
signed, as donee, an appraisal summary. tion with a particular solicitation, it is not nec-ee’s income tax return.   

Publicly traded securities  are securities essary for the organization to provide another
for which market quotations for the contribu- statement when the associated contribution is
tion date are readily available on an estab- actually received.
lished securities market.Return for Political

Appraisal summary.  The donor is re- No disclosure statement is required when:Activity quired to get a qualified appraisal for contribu-
1) The goods or services given to a donortions of property (other than money or publicly

meet the standards for ‘‘insubstantialtraded securities), the claimed value of whichForm 1120-POL. An organization exempt
value’’ set out in Revenue Procedure 90-exceeds $5,000. The donee organization isunder section 501(c) of the Code must file
12, in Cumulative Bulletin 1990-1, andnot a qualified appraiser for the purpose ofForm 1120·POL, U.S. Income Tax Return for
Revenue Procedure 92-49, in Cumulativemaking a qualified appraisal. For more infor-Certain Political Organizations, for any year in
Bulletin 92-1;mation, get Publication 561, Determining thewhich it:

Value of Donated Property. 2) There is no donative element involved in1) Expends any amount to influence the se- Form 8283, Noncash Charitable Contribu- a particular transaction with a charity (forlection, nomination, election, or appoint- tions. The donor must attach Form 8283 to the example, there is generally no donativement of any individual to any federal, return on which the deduction is shown. Part element involved in a visitor’s purchasestate, or local public office or office in a IV of Section B, Form 8283, must be signed from a museum gift shop); orpolitical organization, or the election of by the donee. The person who signs the form
Presidential or Vice Presidential electors 3) There is only an intangible religious bene-for the donee must be an official authorized to
(whether or not such individuals or elec- fit provided to the donor. The intangiblesign the donee’s tax or information returns, or
tors are selected, nominated, elected, or religious benefit must be provided to thea person specifically authorized to sign the
appointed); and donor by an organization organized exclu-form by such official. The signature does not

sively for religious purposes, and must be2) Has net investment income. represent concurrence in the appraised value
of a type that generally is not sold in aof the contributed property. It represents re-
commercial transaction outside the dona-Due date.  Form 1120·POL is due on or ceipt of the property described on Form 8283
tive context. For example, a donor whobefore the 15th day of the 3rd month following on the date specified on the form. The signa-
for a payment is granted admission to athe end of the exempt organization’s tax year. ture also indicates knowledge of the informa-
religious ceremony for which there is noHowever, Form 1120·POL is not required of tion reporting requirements on dispositions, as
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admission charge is provided an intangi- other than section 501(c)(1), or under section
501(d) unless the organization is eligible to re-ble religious benefit. A donor is not pro- Required Disclosures  
ceive tax deductible charitable contributionsvided intangible religious benefits for pay-

Certain tax-exempt organizations must make under section 170(c). These requirementsments made for tuition for education
available for public inspection the exemption must be followed by, among others:leading to a recognized degree, travel
application and three most recent annual in-services, or consumer goods. 1) Social welfare organizations (sectionformation returns. Penalties generally are pro-

501(c)(4)),vided for failure to comply with these require-
ments. In addition, there are disclosure 2) Labor unions (section 501(c)(5)),Penalty for failure to disclose.  A penalty
requirements for:is imposed on a charity that does not make the 3) Trade associations (section 501(c)(6)),

required disclosure in connection with a quid ) Solicitation of nondeductible contributions, 4) Social clubs (section 501(c)(7)),pro quo contribution of more than $75. The
) Sales of information or services that are 5) Fraternal organizations (section 501(c)(8)penalty is $10 per contribution, not to exceed available free from the government, and and (10)). However, fraternal organiza-$5,000 per fund-raising event or mailing. The
) Transactions or relationships with other tions described in section 170(c)(4) mustcharity can avoid the penalty if it can show that

organizations. follow these requirements only with re-the failure was due to reasonable cause.  
spect to solicitations for funds that are to
be used for noncharitable purposes not
described in section 170(c)(4),Substantiation of Charitable Exemption Applications

6) Any political organization described inContributions Over $250  and Annual Information
section 527(e), including political cam-Returns paign committees and political actionA cancelled check is no longer adequate sub-
committees, andstantiation for a cash contribution of $250 or

Annual information return.  For annual re-more. Since January 1, 1994, donors taking a 7) Any organization not eligible to receive
turns for tax years beginning after Decemberdeduction under section 170 are required to tax-deductible contributions if the organi-
31, 1986, a tax-exempt organization mustobtain contemporaneous written substantia- zation or a predecessor organization was,
make available for inspection, upon request, ation for a charitable contribution of $250 or at any time during the five-year period
copy of its return (Form 990 or 990·EZ) for themore. To be ‘‘contemporaneous’’ the written ending on the date of the fund-raising so-
three-year period starting with the filing date.substantiation must generally be obtained by licitation, an organization of the type to
The organization need not disclose the namesthe donor no later than the date the donor ac- which this disclosure requirement applies.
of its contributors. tually files a return for the year the contribution

is made. Fund-raising solicitation.  This disclosure re-Exemption application.  A tax-exempt organ-
quirement applies to a fund-raising solicitationization must also make available for public in-
if:spection its application for tax-exempt statusIf the donee provides goods or services to
1) The organization soliciting the funds nor-(generally, Form 1023 or Form 1024). It mustthe donor  in exchange for the contribution (a

mally has gross receipts over $100,000also make available a copy of any papers sub-quid pro quo contribution), this written sub-
per year,mitted in support of the application and anystantiation (acknowledgment) must include a

letter or other document issued by the Servicegood faith estimate of the value of the goods 2) The solicitation is part of a coordinated
with respect to the application. This applies for fund-raising campaign that is solicitingor services. See Disclosure of Quid Pro Quo
applications submitted on or after July 16, more than 10 persons during the year,Contributions, earlier.
1987, or before that date if the organization and
had a copy of the application on July 15, 1987.

3) The solicitation is made in written form, byThe donee is not required to record or re-
television or radio, or by telephone.port this information to the IRS  on behalf of Place and time.  The annual returns and ex-

a donor. The donor is responsible for re- emption applications must be made available
Penalties.  Failure by an organization to makequesting and obtaining the written acknowl- at the organization’s principal office during
the required statement will result in a penaltyedgment from the donee. regular business hours. If the organization has
of $1,000 for each day such failure occurred,one or more regional or district offices with
up to a maximum penalty of $10,000 for a cal-three or more employees, the annual return

Form of acknowledgment.  Although there is endar year. No penalty will be imposed if it isand exemption application must be available
shown that the failure was due to reasonableno prescribed format for the written acknowl- for inspection at these offices.   
cause. If the failure was due to intentional dis-edgment, it must provide sufficient information
regard of the requirements, the penalty mayto substantiate the amount of the contribution. Disclosure of be higher and is not subject to a maximumFor more information, get IRS Publication
amount.   Nondeductibility1771, Charitable Contributions · Substantia-

tion and Disclosure Requirements. of Contributions Solicited  
Disclosure If InformationSolicitations for contributions or other pay-

ments by certain tax-exempt organizations (in- or Services Sold
cluding lobbying groups and political action Are Available FreeReport of Cash committees) must include a statement that

From Government  payments to those organizations are not de-Received  ductible as charitable contributions for federal Certain organizations that sell to individuals in-
income tax purposes. The statement must be formation or routine services that could be

An exempt organization that receives, in the included in the fund-raising solicitation and be readily obtained free (or for a nominal fee)
course of its activities, cash in excess of conspicuous and easily recognizable. This ap- from the federal government must include a
$10,000 in one transaction (or 2 or more re- plies to solicitations made after January 31, statement that the information or service can
lated transactions) that is not a charitable con- 1988. be so obtained. The statement must be made
tribution, must report the transaction to the in a conspicuous and easily recognized format
IRS on Form 8300, Report of Cash Payments Organizations subject to requirements.  An when the organization makes an offer or solici-
Over $10,000 Received in a Trade or Busi- organization must follow these disclosure re- tation to sell the information or service. Orga-
ness. quirements if it is exempt under section 501(c), nizations affected are those exempt under
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section 501(c) or (d) and political organiza- Individual organizations  that wish to Chapters of the Red Cross or Salvation
tions defined in section 527(e). change annual accounting periods generally Army,

need only file an information return for the Boys’ clubs, and
Penalty for intentional disregard.  A penalty short period indicating that a change is being

Churches.is provided for intentional disregard of this re- made. However, if the organization has
quirement. The penalty for failure to comply changed its accounting period within the previ-

Child care organizations.  The term ‘‘ed-with this requirement is the greater of $1,000 ous ten years, it is required to file Form 1128,
ucational purposes’’ includes the providing offor each day the failure occurred, or 50 per- Application to Adopt, Change, or Retain a Tax
care of children away from their homes if sub-cent of the aggregate cost of all solicitations Year. Form 1128 must be filed with the Service
stantially all the care provided is for the pur-that were made by the organization the same Center where the organization files its annual
pose of enabling individuals (the parents) today that it fails to meet the requirement. return. See Revenue Procedure 85·58. 
be gainfully employed and the services areThis requirement is effective for solicita- Central organizations  may obtain ap-
available to the general public.tions made after January 31, 1988. proval for a group change in annual account-

ing period for their subordinate organizations
Instrumentalities.  A state or municipal instru-on a group basis only by filing Form 1128 withDisclosure of Transactions
mentality may qualify under section 501(c)(3)the Service Center where the central organi-or Relationships if it is organized as a separate entity from thezations file their annual returns. See Revenue
governmental unit that created it and if it other-Procedure 79·3.With Other Organizations  
wise meets the organizational and operationalForm 1128  must be filed by the 15th dayTax-exempt charitable organizations de-
tests of section 501(c)(3). Examples of a quali-of the fifth month following the close of thescribed in section 501(c)(3) must include infor-
fying instrumentality might include stateshort period.   mation on their annual return covering direct
schools, universities, or hospitals. However, ifor indirect transfers, transactions, and rela-
an organization is an integral part of the localtionships between the organization and any
government or possesses governmental pow-other section 501(c) tax-exempt (other than a
ers, it does not qualify for exemption. A statesection 501(c)(3) charity) or political organiza-
or municipality itself does not qualify fortion. The term ‘‘political organization’’ includes 3. exemption.any organization described in section 527,

such as political campaign committees and
Separate fund—contributions to which arepolitical action committees. This provision is Section 501(c)(3)
deductible.  An organization that is exempteffective for annual returns for years begin-
from federal income tax other than as an or-ning after December 31, 1987.  Organizations
ganization described in section 501(c)(3) may,
if it desires, establish a fund, separate and
apart from its other funds, exclusively for relig-Miscellaneous Rules ious, charitable, scientific, literary, educational

An organization may qualify for exemption purposes, fostering national or international
from federal income tax if it is organized and amateur sports competition, or for the preven-Organizational changes and exempt sta- operated exclusively for one or more of the fol- tion of cruelty to children or animals.tus.  If your exempt organization changes its lowing purposes: If the fund is organized and operated exclu-legal structure, such as from a trust to a cor-

Charitable, sively for such purposes, it may qualify for ex-poration, you must file a new exemption appli-
emption as an organization described in sec-cation to establish that the new legal entity Religious,
tion 501(c)(3), and contributions made to it willqualifies for exemption. If your organization

Educational, be deductible as provided by section 170. Abecomes inactive for a period of time but
fund with these characteristics must be organ-Scientific,does not cease being an entity under the laws
ized in such a manner as to prohibit the use ofof the state in which it was formed, its exemp- Literary, its funds upon dissolution, or otherwise, for thetion will not be terminated. However, unless
general purposes of the organization creatingTesting for public safety,you are covered by one of the filing excep-
it.tions, you will have to continue to file an an- Fostering national or international amateur

nual information return during the period of in- sports competition (but only if none of
Providing insurance.  An organization de-activity. In the event that your organization has its activities involve providing athletic
scribed in section 501(c)(3) or (4) shall be ex-been liquidated, dissolved, terminated, or facilities or equipment; however, see
empt from tax only if no substantial part of itssubstantially contracted, you should file Amateur Athletic Organizations, dis-
activities consist of providing commercial-typeyour annual return of information by the 15th cussed later in this chapter), or
insurance.day of the 5th month after the change and fol-

The prevention of cruelty to children orlow the applicable instructions to the form.
animals.If your organization amends its articles of

organization or its internal regulations (by- Contributions  To qualify  the organization must be a corpo-laws), you should submit a conformed copy of
ration, community chest, fund, or foundation.these  changes to the appropriate key District Contributions to domestic organizations de-
A trust is a fund or foundation and will qualify.Director. (An organization that is covered by a scribed in this chapter, except organizations
However, an individual or a partnership will notgroup exemption letter should submit two cop- testing for public safety, are deductible as
qualify.ies of these changes.) If you did not submit a charitable contributions on the donor’s federal

copy of the amendments previously, you may income tax return.
Examples  of qualifying organizations are:include it when you file Form 990 (or 990·EZ Fund-raising events.  If the donor re-

or Form 990·PF), if that return is required. ceives something of value in return for theNonprofit old age homes,
contribution, a common occurrence with fund-

Parent-teacher associations,Change in accounting period.  The proce- raising efforts, part or all of the contribution
dures that an organization must follow in order may not be deductible. This may apply to fund-Charitable hospitals or other charitable
to change its accounting period differ for an in- raising activities such as charity balls, bazaars,organizations,
dividual organization and for a central organi- banquets, auctions, concerts, athletic events,

Alumni associations,zation that seeks a group change for its and solicitations for membership or contribu-
subordinate organizations. Schools, tions when merchandise or benefits are given
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in return for payment of a specified minimum persons controlled directly or indirectly by within twelve months of the original dead-
line. To obtain this extension, an organi-contribution. such private interests. 
zation must add the following statementIf the donor received some benefit in return Political activity.  If any of the activities
at the top of its application: ‘‘Filed Pursu-for a contribution to your organization, the do- (whether or not substantial) of your organiza-
ant to Rev. Proc. 92-85.’’nor can only deduct the portion of the contri- tion consist of participating in, or intervening

bution, if any, that is more than the fair value of in, any political campaign on behalf of (or in 2) Discretionary extensions. An organiza-
any benefit or merchandise to be given to con- opposition to) any candidate for public office, tion that fails to file a Form 1023 within the
tributors. You should determine in advance your organization will not qualify for tax-ex- extended 12-month period will be granted
the fair value of any benefit or merchandise to empt status under section 501(c)(3). Such par- an extension to file if it submits evidence
be given to contributors and tell them when ticipation or intervention includes the publish- to establish that it acted reasonably and
you publicize the fund-raising event or solicit ing or distributing of statements. in good faith, and that granting a discre-
their contributions how much is deductible and Whether your organization is participating tionary extension will not prejudice the
how much is for the benefit or merchandise. or intervening, directly or indirectly, in any po- interests of the government. An organi-

This topic is discussed in more detail in litical campaign on behalf of (or in opposition zation shows reasonable action and good
Publication 1391, Deductibility of Payments to) any candidate for public office depends faith by filing before the failure to file is dis-
Made to Charities Conducting Fund-Raising upon all of the facts and circumstances of covered by the IRS. If the organization
Events. You can ask IRS to send you a copy.   each case. Certain voter education activities does not, it must have:

or public forums conducted in a non-partisan
a) Inadvertently failed to filemanner may not constitute prohibited political

(i) Because of intervening events be-activity under section 501(c)(3); while otherApplication for yond its control, orso-called voter education activities may con-
stitute prohibited activity. If your organization (ii) Because, despite exercising rea-Recognition of
is uncertain as to the effect of its voter educa- sonable diligence, it was not aware
tion activities, you should request a letter rul-Exemption  of the filing requirement. Reasona-
ing from the Internal Revenue Service. Such ble diligence includes considerationThis discussion describes certain information requests should be sent to: Internal Revenue of the complexity of filing and theto be provided upon application for recognition Service, Assistant Commissioner (Employee experience the organization has inof exemption by all organizations created for Plans and Exempt Organizations), Attention: dealing with such matters.any of the purposes described earlier in this CP:E:EO, P.O. Box 120, Ben Franklin Station,

chapter. For example, the application must in- b) Reasonably relied upon the written ad-Washington, DC 20044.
clude a conformed copy of the organization’s vice of the IRS, or
articles of incorporation, as discussed under c) Relied upon the advice of a qualified taxEffective date of exemption.  Most organi-Articles of Organization later in this chapter. professional who failed to file or advisezations described in this chapter that were or-See the organization headings that follow for the organization to file Form 1023. Anganized after October 9, 1969, will not bespecific information your organization may organization cannot rely on the advicetreated as tax exempt unless they apply forneed to provide. of a tax professional if it knows orrecognition of exemption by filing Form 1023

should know that he or she is not com-with their key District Director. Such organiza-The application for recognition of exemp- petent to render advice on filing exemp-tions will not be treated as tax exempt for anytion  must be filed on Form 1023. See Chapter tion applications or is not aware of allperiod before they file Form 1023, unless they1 and the instructions accompanying Form the relevant facts.file the form within 15 months from the end of1023 for the procedures to be followed in ap-
the month in which they were organized. If theplying. Some organizations are not required to Not acting reasonably and in goodapplication is filed within this 15·month period,file Form 1023. These are discussed later in faith.  An organization has not acted reasona-the organization’s exemption will be recog-this section. bly and in good faith if it chose not to file afternized retroactively to the date it was organ-

being informed of the requirement to file andized. Otherwise, exemption will be recognizedForm 1023 and accompanying statements the consequences of failure to do so. Further-only for the period after the application is re-must show that: more, an organization has not acted reasona-ceived by the Internal Revenue Service. The
bly and in good faith if it used hindsight to re-1) The organization is organized exclusively date of receipt is the date of the U.S. postmark
quest an extension of time to file. That is, iffor, and will be operated exclusively for, on the cover in which an exemption applica-
after the original deadline to file passes, filingone or more of the purposes (charitable, tion is mailed or, if no postmark appears on the
an application becomes advantageous to anreligious, etc.) specified at the beginning cover, the date the application is stamped as
organization, the IRS will not ordinarily grantof this chapter; received by the Service.
an extension. To qualify for an extension inIf an organization is required to alter its ac-2) No part of the organization’s net earnings
this situation, the organization must prove thattivities or to make substantive amendmentswill inure to the benefit of private share-
its decision to file did not involve hindsight.to its enabling instrument, the ruling or deter-holders or individuals; and

Prejudicing the interest of the govern-mination letter recognizing its exempt status
3) The organization will not, as a substantial ment.  Prejudice to the interest of the govern-will be effective as of the date the changes are

part of its activities, attempt to influence ment results if granting an extension of time tomade. If only a nonsubstantive amendment
legislation (unless it elects to come under file to an organization results in a lower totalis made, exempt status will be effective as of
the provisions allowing certain lobbying tax liability for the years to which the filing ap-the date it was organized, if the application
expenditures) or participate to any extent plies than would have been the case if the or-was filed within the 15-month period, or the
in a political campaign for or against any ganization had filed on time. Before grantingdate the application was filed. 
candidate for public office. See Political an extension, the IRS may require the organi-
activity below, and Lobbying Expendi- zation requesting it to submit a statement from

Extensions of time for filing.  There are twotures, near the end of this chapter. an independent auditor certifying that no
ways organizations seeking exemption can re- prejudice will result if the extension is granted.
ceive an extension of time for filing Form 1023.You must establish also that your organiza- Procedure for requesting extension.  To

tion will not be organized or operated for the 1) Automatic 12-month extension. Organi- request a discretionary extension, an organi-
benefit of private interests, such as the creator zations will receive an automatic 12- zation must submit to the IRS key district office
or the creator’s family, shareholders of the or- to which it should have initially applied (see themonth extension if they file an application
ganization, other designated individuals, or instructions for Form 1023) the following:for recognition of exemption with the IRS
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) A statement showing the date Form 1023 These organizations are exempt automati- incorporated on January 1, 1991, and files re-
turns on a calendar year basis. It did not file ashould have been filed and the date it was cally if they meet the requirements of section
Form 1023. The organization’s gross receiptsactually filed. 501(c)(3).
during the years 1991 through 1994 were asHowever, if the organization wants to

) An affidavit describing in detail the events follows:establish its exemption  with the Internalthat led to the failure to apply and to the dis-
Revenue Service and receive a ruling or deter-covery of that failure. If the organization re- 1991 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,600mination letter recognizing its exempt status, itlied on a tax professional’s advice, the affi- 1992 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,900should file Form 1023 with the key District Di-davit must describe the engagement and 1993 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400rector. By establishing its exemption, potentialresponsibilities of the professional and the 1994 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,600contributors are assured by the Service thatextent to which the organization relied on
contributions will be deductible. A subordinate The organization’s total gross receipts forhim or her.
organization covered by a group exemption 1991, 1992, and 1993 were $6,900. Therefore,

) All documents relevant to the election letter does not have to submit a Form 1023 for it did not have to file Form 1023 and is exempt
application. itself. for those years. However, for 1992, 1993, and

If organizations that have a statutory re- 1994 the total gross receipts were $15,900.) A dated declaration, signed by an individual
quirement to apply for recognition do not com- Therefore, the organization is required to fileauthorized to act for the organization, that
ply with the requirements relating to exemp- Form 1023 within 90 days after the end of itsincludes the following statement: ‘‘Under
tion applications, deductions for charitable 1994 tax year. If it does not file within this timepenalties of perjury, I declare that, to the
contributions will not be allowed for any gifts or period, it will not be exempt under sectionbest of my knowledge and belief, the facts
bequests made to those organizations. 501(c)(3) for the period beginning with tax yearpresented herein are true, correct, and com-

Private foundations.  See Private Foun- 1994 and ending when the Form 1023 is re-plete.’’ The individual who signs for the or-
dations and Public Charities, in Chapter 3 for ceived by the Service. The organization, how-ganization must have personal knowledge
more information about the additional notice ever, will not lose its exempt status for the taxof the facts and circumstances at issue.
required from an organization in order for it not years ending before January 1, 1994.

) A detailed affidavit from individuals having to be presumed to be a private foundation and The Service will consider applying the
knowledge or information about the events for the additional information required from a Commissioner’s discretionary authority to ex-
that led to the failure to make an election or private foundation claiming to be an operating tend the time for filing Form 1023. See the pro-
application and to the discovery of that fail- foundation. cedures for this extension discussed earlier.
ure. These individuals include accountants Gross receipts test.  For purposes of the
or attorneys knowledgeable in tax matters gross receipts test, an organization normally
who advised the organization concerning does not have more than $5,000 annually in Articles of Organization the election or application. Any affidavit gross receipts if:
from a tax professional must describe the Your organization must include a conformed1) During its first tax year the organizationengagement and responsibilities of the pro- copy of its articles of organization with the ap-received gross receipts of $7,500 or less;fessional as well as the advice that the pro- plication for recognition of exemption. This

2) During its first 2 years the organizationfessional provided to the organization. The may be its trust instrument, corporate charter,
had a total of $12,000 or less in gross re-affidavit must also include the name, current articles of association, or any other written in-
ceipts; oraddress, and taxpayer identification number strument by which it is created.

of the individual making the affidavit (the af- 3) In the case of an organization that has
fiant). The affiant must also forward with the been in existence for at least 3 years, the Organizational Test  affidavit a dated and signed declaration that total gross receipts received by the or- The articles of organization must limit the or-states: ‘‘Under the penalties of perjury, I de- ganization during the immediately preced- ganization’s purposes to one or more of thoseclare that, to the best of my knowledge and ing 2 years, plus the current year, are described at the beginning of this chapter andbelief, the facts presented herein are true, $15,000 or less. must not expressly empower it to engage,correct, and complete.’’

other than as an insubstantial part of its activi-
An organization with gross receipts in ex- ties, in activities which are not in furtherance ofFor further information  about these pro- cess of the amounts in the gross receipts test, one or more of those purposes. These condi-cedures, see Revenue Procedure 92-85, in unless otherwise exempt from filing Form tions for exemption are referred to as the or-Cumulative Bulletin 92-2. 1023, must file a Form 1023 within 90 days af- ganizational test.

ter the end of the period in which the amounts Section 501(c)(3) is the provision of law
Organizations filing Form 1023 and satisfy- are exceeded. For example, an organization’s that grants exemption to the organizations de-
ing all requirements of section 501(c)(3) gross receipts for its first tax year were less scribed in this chapter. Therefore, the organi-
will be notified of their exempt status in writing. than $7,500, but at the end of its second tax zational test may be met if the purposes stated

year its gross receipts for the 2·year period in the articles of organization are limited in
were more than $12,000. The organization some way by reference to section 501(c)(3).Organizations Not Required
must file Form 1023 within 90 days after the The requirement that your organization’sto File Form 1023  end of its second tax year. purposes and powers must be limited by the

Some organizations are not required to file If the organization had existed for at least articles of organization is not satisfied if the
Form 1023. three tax years and had met the gross receipts limit is contained only in the bylaws or other

These include: test for all prior tax years but fails to meet the rules or regulations. Moreover, the organiza-
requirement for the current tax year, its tax-ex- tional test is not satisfied by statements ofChurches, interchurch organizations of lo-
empt status for the prior years will not be lost your organization’s officers that you intend tocal units of a church, conventions or
even if Form 1023 is not filed within 90 days af- operate only for exempt purposes. Also, theassociations of churches, or integrated
ter the close of the current tax year. However, test is not satisfied by the fact that your actualauxiliaries of a church, such as a men’s
the organization will not be treated as a sec- operations are for exempt purposes.or women’s organization, religious
tion 501(c)(3) organization for the period be- In interpreting an organization’s articles,school, mission society, or youth group.
ginning with the current tax year and ending the law of the state where the organization

Any organization (other than a private with the filing of Form 1023. was created is controlling. If an organization
foundation) normally having annual Example.  An organization is organized contends that the terms of its articles have a
gross receipts of not more than $5,000 and operated exclusively for charitable pur- different meaning under state law than their
(see Gross receipts test, later). poses and is not a private foundation. It was generally accepted meaning, such meaning
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must be established by a clear and convincing purpose described in this chapter, or to the purposes, the making of distributions to orga-
reference to relevant court decisions, opinions federal government or to a state or local gov- nizations that qualify as exempt organizations
of the state attorney general, or other appro- ernment for a public purpose. If the assets under section 501(c)(3) of the Internal Reve-
priate state authorities. could be distributed to members or private in- nue Code, or the corresponding section of any

The following are examples illustrating the dividuals or for any other purpose, the organi- future federal tax code.
organizational test. zational test is not met. Fourth:  The names and addresses of the

Dedication.  To establish that your organi- persons who are the initial trustees of the cor-Example 1.  Articles of organization that
zation’s assets will be permanently dedicated poration are as follows:state that an organization is formed exclu-
to an exempt purpose, the articles of organiza- Name Addresssively for literary and scientific purposes within
tion should contain a provision insuring their Fifth:  No part of the net earnings of thethe meaning of section 501(c)(3) of the Inter-
distribution for an exempt purpose in the event corporation shall inure to the benefit of, or benal Revenue Code appropriately limit an or-
of dissolution. Although reliance may be distributable to its members, trustees, officers,ganization’s purposes.
placed upon state law to establish permanent or other private persons, except that the cor-Example 2.  An organization that, by the
dedication of assets for exempt purposes, poration shall be authorized and empoweredterms of its articles, is formed to engage in re-
your organization’s application probably can to pay reasonable compensation for servicessearch without some further description or lim-
be processed much more rapidly if its articles rendered and to make payments and distribu-itation will not be properly limited as to its
of organization include a provision insuring tions in furtherance of the purposes set forth inpurposes since all research is not scientific.
permanent dedication of assets for exempt Article Third hereof. No substantial part of the

Example 3.  A stated purpose in an organi- purposes. activities of the corporation shall be the carry-
zation’s articles to receive contributions and Distribution.  Revenue Procedure 82·2, ing on of propaganda, or otherwise attempting
pay them over to organizations that are de- 1982·1 C.B. 367, identifies the states and cir- to influence legislation, and the corporation
scribed in section 501(c)(3) and exempt from cumstances in which the Service will not re- shall not participate in, or intervene in (includ-
taxation under section 501(a) is sufficient. quire an express provision for the distribution ing the publishing or distribution of state-

Example 4.  If a stated purpose in the arti- of assets upon dissolution in the articles of or- ments) any political campaign on behalf of or
cles is the conduct of a school of adult educa- ganization. The procedure also provides a in opposition to any candidate for public office.
tion and its manner of operation is described in sample of an acceptable dissolution provision Notwithstanding any other provision of these
detail, such a purpose will be satisfactorily for organizations required to have one. articles, the corporation shall not carry on any
limited. If a named beneficiary  is to be the distrib- other activities not permitted to be carried on

utee, it must be one that would qualify and (a) by a corporation exempt from federal in-Example 5.  If the articles state the organi-
would be exempt within the meaning of sec- come tax under section 501(c)(3) of the Inter-zation is formed for charitable purposes, with-
tion 501(c)(3) at the time the dissolution takes nal Revenue Code, or the corresponding sec-out any further description, such language or-
place. Since the named beneficiary at the time tion of any future federal tax code, or (b) by adinarily will be sufficient since the term
of dissolution may not be qualified, may not be corporation, contributions to which are de-charitable has a generally accepted legal
in existence, or may be unwilling or unable tomeaning. On the other hand, if the purposes ductible under section 170(c)(2) of the Internal
accept the assets of the dissolving organiza-are stated to be charitable, philanthropic, and Revenue Code, or the corresponding section
tion, a provision should be made for distribu-benevolent, the organizational requirement of any future federal tax code.
tion of the assets for one or more of the pur-will not be met since the terms philanthropic If reference to federal law in articles of in-
poses specified in this chapter in the event ofand benevolent have no generally accepted corporation imposes a limitation that is invalid
any such contingency.legal meaning and, therefore, the stated pur- in your state, you may wish to substitute the

poses may, under the laws of the state, permit following for the last sentence of the preced-
activities that are broader than those intended ing paragraph: ‘‘Notwithstanding any otherSample Articles
by the exemption law. provision of these articles, this corporationof Organization  shall not, except to an insubstantial degree,Example 6.  If the articles state an organi-

The following are examples of a charter (Draft engage in any activities or exercise any pow-zation is formed to promote American ideals,
A) and a declaration of trust (Draft B) that con- ers that are not in furtherance of the purposesor to foster the best interests of the people, or
tain the required information as to purposes of this corporation.’’to further the common welfare and well-being
and powers of an organization and disposition Sixth:  Upon the dissolution of the corpora-of the community, without any limitation or pro-
of its assets upon dissolution. You should bear tion, assets shall be distributed for one orvision restricting such purposes to accom-
in mind that requirements for these instru- more exempt purposes within the meaning ofplishment only in a charitable manner, the pur-
ments may vary under applicable state law. section 501(c)(3) of the Internal Revenueposes will not be sufficiently limited. Such

See Private Foundations and Public Chari- Code, or the corresponding section of any fu-purposes are vague and may be accom-
ties, for the special provisions required in a pri- ture federal tax code, or shall be distributed toplished other than in an exempt manner.
vate foundation’s governing instrument in or- the federal government, or to a state or localExample 7.  A stated purpose to operate a
der for it to qualify for exemption. government, for a public purpose. Any suchhospital does not meet the organizational

assets not so disposed of shall be disposed oftest since it is not necessarily charitable. A
by a Court of Competent Jurisdiction of theDraft A hospital may or may not be exempt depending
county in which the principal office of the cor-on the manner in which it is operated.
poration is then located, exclusively for suchArticles of Incorporation of  the under-Example 8.  An organization that is ex- purposes or to such organization or organiza-signed, a majority of whom are citizens of thepressly empowered by its articles to carry on tions, as said Court shall determine, which areUnited States, desiring to form a Non-Profitsocial activities, will not be sufficiently lim- organized and operated exclusively for suchCorporation under the Non-Profit Corporationited as to its power, even if its articles state purposes.Law of , do hereby certify:that it is organized and will be operated exclu- In witness whereof, we have hereunto sub-First:  The name of the Corporation shallsively for charitable purposes. sc r ibed  our  names th is   day  o fbe .

19 .Second:  The place in this state where theDedication and principal office of the Corporation is to be lo-
Draft B Distribution of Assets  ca ted  i s  the  C i t y  o f  ,

 County. The  Charitable Trust. DeclarationAssets of an organization must be perma-
of Trust made as of the  day of ,Third:  Said corporation is organized exclu-nently dedicated to an exempt purpose. This
19 , by , of ,sively for charitable, religious, educational,means that should an organization dissolve,
and  ,  o f  ,  whoand scientific purposes, including, for suchits assets must be distributed for an exempt
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hereby declare and agree that they have re- time. On such termination, assets shall be dis- contrary to the provisions of section 501(c)(3)
of the Internal Revenue Code, or the corre-ceived this day from , as Donor, tributed for one or more exempt purposes
sponding section of any future federal taxthe sum of Ten Dollars ($10) and that they will within the meaning of section 501(c)(3) of the
code. An amendment of the provisions of thishold and manage the same, and any additions Internal Revenue Code, or the corresponding
Article Fourth (or any amendment to it) shallto it, in trust, as follows: section of any future federal tax code, or shall
be valid only if and to the extent that suchbe distributed to the federal government, or toFirst:  This trust shall be called ‘‘The
amendment further restricts the trustees’a state or local government, for a public pur-Charitable Trust.’’
amending power. All instruments amendingpose. The donor authorizes and empowersSecond:  The trustees may receive and
this Declaration of Trust shall be noted uponthe trustees to form and organize a nonprofitaccept property, whether real, personal, or
or kept attached to the executed original ofcorporation limited to the uses and purposesmixed, by way of gift, bequest, or devise, from
this Declaration of Trust held by the trustees.provided for in this Declaration of Trust, suchany person, firm, trust, or corporation, to be

Fifth:  Any trustee under this Declaration ofcorporation to be organized under the laws ofheld, administered, and disposed of in accor-
Trust may, by written instrument, signed andany state or under the laws of the Uniteddance with and pursuant to the provisions of
acknowledged, resign his office. The numberStates as may be determined by the trustees;this Declaration of Trust; but no gift, bequest
of trustees shall be at all times not less thansuch corporation when organized to haveor devise of any such property shall be re-
two, and whenever for any reason the numberpower to administer and control the affairs andceived and accepted if it is conditioned or lim-
is reduced to one, there shall be, and at anyproperty and to carry out the uses, objects,ited in such manner as to require the disposi-
other time there may be, appointed one orand purposes of this trust. Upon the creationtion of the income or its principal to any person
more additional trustees. Appointments shalland organization of such corporation, theor organization other than a ‘‘charitable organ-
be made by the trustee or trustees for the timetrustees are authorized and empowered toization’’ or for other than ‘‘charitable pur-
in office by written instruments signed and ac-convey, transfer, and deliver to such corpora-poses’’ within the meaning of such terms as
knowledged. Any succeeding or additionaltion all the property and assets to which thisdefined in Article Third of this Declaration of
trustee shall, upon his acceptance of the of-trust may be or become entitled. The charter,Trust, or as shall in the opinion of the trustees,
fice by written instrument signed and acknowl-bylaws, and other provisions for the organiza-jeopardize the federal income tax exemption
edged, have the same powers, rights and du-tion and management of such corporation andof this trust pursuant to section 501(c)(3) of
ties, and the same title to the trust estateits affairs and property shall be such as thethe Internal Revenue Code, or the corre-
jointly with the surviving or remaining trusteetrustees shall determine, consistent with thesponding section of any future federal tax
or trustees as if originally appointed.provisions of this paragraph.code.

None of the trustees shall be required toC. In this Declaration of Trust and in anyThird:  A. The principal and income of all
furnish any bond or surety. None of them shallamendments to it, references to ‘‘charitableproperty received and accepted by the trust-
be responsible or liable for the acts of omis-organizations’’ or ‘‘charitable organization’’ees to be administered under this Declaration
sions of any other of the trustees or of anymean corporations, trusts, funds, foundations,of Trust shall be held in trust by them, and the
predecessor or of a custodian, agent, deposi-or community chests created or organized intrustees may make payments or distributions
tary or counsel selected with reasonable care.the United States or in any of its possessions,from income or principal, or both, to or for the

The one or more trustees, whether originalwhether under the laws of the United States,use of such charitable organizations, within
or successor, for the time being in office, shallany state or territory, the District of Columbia,the meaning of that term as defined in para-
have full authority to act even though one oror any possession of the United States, organ-graph C, in such amounts and for such charita-
more vacancies may exist. A trustee may, byized and operated exclusively for charitableble purposes of the trust as the trustees shall
appropriate written instrument, delegate all orpurposes, no part of the net earnings of whichfrom time to time select and determine; and
any part of his powers to another or others ofinures or is payable to or for the benefit of anythe trustees may make payments or distribu-
the trustees for such periods and subject toprivate shareholder or individual, and no sub-tions from income or principal, or both, directly
such conditions as such delegating trusteestantial part of the activities of which is carry-for such charitable purposes, within the mean-
may determine.ing on propaganda, or otherwise attempting,ing of that term as defined in paragraph D, in

to influence legislation, and which do not par- The trustees serving under this Declarationsuch amounts as the trustees shall from time
ticipate in or intervene in (including the pub- of Trust are authorized to pay to themselvesto time select and determine without making
lishing or distributing of statements), any politi- amounts for reasonable expenses incurreduse of any other charitable organization. The
cal campaign on behalf of or in opposition to and reasonable compensation for servicestrustees may also make payments or distribu-
any candidate for public office. It is intended rendered in the administration of this trust, buttions of all or any part of the income or princi-
that the organization described in this para- in no event shall any trustee who has made apal to states, territories, or possessions of the
graph C shall be entitled to exemption from contribution to this trust ever receive any com-United States, any political subdivision of any
federal income tax under section 501(c)(3) of pensation thereafter.of the foregoing, or to the United States or the
the Internal Revenue Code, or the corre-District of Columbia but only for charitable pur- Sixth:  In extension and not in limitation of
sponding section of any future federal taxposes within the meaning of that term as de- the common law and statutory powers of trust-
code.fined in paragraph D. Income or principal de- ees and other powers granted in this Declara-

rived from contributions by corporations shall D. In this Declaration of Trust and in any tion of Trust, the trustees shall have the fol-
be distributed by the trustees for use solely amendments to it, the term ‘‘charitable pur- lowing discretionary powers:
within the United States or its possessions. No poses’’ shall be limited to and shall include a) To invest and reinvest the principal and
part of the net earnings of this trust shall inure only religious, charitable, scientific, literary, or income of the trust in such property, real, per-
or be payable to or for the benefit of any pri- educational purposes within the meaning of sonal, or mixed, and in such manner as they
vate shareholder or individual, and no sub- those terms as used in section 501(c)(3) of the shall deem proper, and from time to time to
stantial part of the activities of this trust shall Internal Revenue Code, or the corresponding change investments as they shall deem advis-
be the carrying on of propaganda, or other- section of any future federal tax code, but only able; to invest in or retain any stocks, shares,
wise attempting, to influence legislation. No such purposes as also constitute public chari- bonds, notes, obligations, or personal or real
part of the activities of this trust shall be the table purposes under the law of trusts of the property (including without limitation any inter-
participation in, or intervention in (including the State of . ests in or obligations of any corporation, asso-
publishing or distributing of statements), any Fourth:  This Declaration of Trust may be ciation, business trust, investment trust, com-
political campaign on behalf of or in opposition amended at any time or times by written instru- mon trust fund, or investment company)
to any candidate for public office. ment or instruments signed and sealed by the although some or all of the property so ac-

B. The trust shall continue forever unless trustees, and acknowledged by any of the quired or retained is of a kind or size which but
the trustees terminate it and distribute all of trustees, provided that no amendment shall for this express authority would not be consid-
the principal and income, which action may be authorize the trustees to conduct the affairs of ered proper and although all of the trust funds
taken by the trustees in their discretion at any this trust in any manner or for any purpose are invested in the securities of one company.
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No principal or income, however, shall be such person may rely fully on any statements 2) The facts that purport to support the view-
loaned, directly or indirectly, to any trustee or of fact certified by anyone who appears from point are distorted,
to anyone else, corporate or otherwise, who such original documents or from such certified 3) The substantial use of inflammatory and
has at any time made a contribution to this copy to be a trustee under this Declaration of disparaging terms and the expression of
trust, nor to anyone except on the basis of an Trust. No one dealing with the trustees need conclusions more on the basis of emotion
adequate interest charge and with adequate inquire concerning the validity of anything the than of objective evaluations.
security. trustees purport to do. No one dealing with the

4) The approach used is not aimed at devel-trustees need see to the application of any-b) To sell, lease, or exchange any per-
oping an understanding on the part of thething paid or transferred to or upon the ordersonal, mixed, or real property, at public auction
audience because it does not considerof the trustees of the trust.or by private contract, for such consideration
their background or training.and on such terms as to credit or otherwise, Tenth:  This Declaration of Trust is to be

and to make such contracts and enter into governed in all respects by the laws of the
Exceptional circumstances, however, maysuch undertakings relating to the trust prop- State of .

exist where an organization’s advocacy mayerty, as they consider advisable, whether or Trustee —
be educational even if one or more of the fac-not such leases or contracts may extend be- Trustee —
tors listed above are present.yond the duration of the trust.

c) To borrow money for such periods, at
Qualifying organizations.  The followingsuch rates of interest, and upon such terms as
types of organizat ions may qual i fy asEducationalthe trustees consider advisable, and as secur-
educational:ity for such loans to mortgage or pledge any Organizations 1) An organization, such as a primary or sec-real or personal property with or without power

ondary school, a college, or a profes-of sale; to acquire or hold any real or personal and Private Schools 
sional or trade school, that has a regularlyproperty, subject to any mortgage or pledge
scheduled curriculum, a regular faculty,If your organization wants to obtain recogni-on or of property acquired or held by this trust.
and a regularly enrolled student body intion of exemption as an educational organiza-d) To execute and deliver deeds, assign-
attendance at a place where the educa-tion such as that set forth later in this section,ments, transfers, mortgages, pledges, leases,
tional activities are regularly carried on;or on the basis of any other educational activ-covenants, contracts, promissory notes, re-

ity, you must submit complete information asleases, and other instruments, sealed or un- 2) An organization whose activities consist
to how your organization carries on or plans tosealed, incident to any transaction in which of conducting public discussion groups,
carry on its educational activities, such as bythey engage. forums, panels, lectures, or other similar
conducting a school, by panels, discussions,e) To vote, to give proxies, to participate in programs;
lectures, forums, radio and television pro-the reorganization, merger or consolidation of 3) An organization that presents a course ofgrams, or through various cultural media suchany concern, or in the sale, lease, disposition, instruction by means of correspondenceas museums, symphony orchestras, or art ex-or distribution of its assets; to join with other or through the utilization of television orhibits. In each instance, you must explain bysecurity holders in acting through a commit- radio;whom and where these activities are or will betee, depositary, voting trustees, or otherwise,

4) A museum, zoo, planetarium, symphonyconducted and the amount of admission fees,and in this connection to delegate authority to
orchestra, or other similar organization;if any. You must submit a copy of the pertinentsuch committee, depositary, or trustees and to
andcontracts, agreements, publications, pro-deposit securities with them or transfer securi-

grams, etc.ties to them; to pay assessments levied on se- 5) A nonprofit day-care center.
If you are organized to conduct a school,curities or to exercise subscription rights in re-

you must submit full information regardingspect of securities. College book stores, restaurants,  and
your tuition charges, number of faculty mem-f) To employ a bank or trust company as other on-campus organizations should submit
bers, number of full-time and part-time stu-custodian of any funds or securities and to information to show that they are controlled by
dents enrolled, courses of study and degreesdelegate to it such powers as they deem ap- and operate for the convenience of the faculty
conferred, together with a copy of your schoolpropriate; to hold trust property without indica- and student body or by whom they are con-
catalog. See also Private Schools, discussedtion of fiduciary capacity but only in the name trolled and whom they service. 
later.   of a registered nominee, provided the trust

property is at all times identified as such on the An alumni association  should establish that
books of the trust; to keep any or all of the trust it is organized for the purpose of promoting theEducational Organizations 
property or funds in any place or places in the welfare of the university with which it is affili-The term educational relates to the instructionUnited States of America; to employ clerks, ated, is subject to the control of the universityor training of individuals for the purpose of im-accountants, investment counsel, investment as to its policies and destination of funds, andproving or developing their capabilities, or theagents, and any special services, and to pay is operated as an integral part of the universityinstruction of the public on subjects useful tothe reasonable compensation and expenses or is otherwise organized to promote the wel-individuals and beneficial to the community.of all such services in addition to the compen- fare of the college or university. If your associ-

Advocacy of a particular position  orsation of the trustees. ation does not possess these characteristics,
viewpoint may be educational providing thereSeventh:  The trustees’ powers are exer- it may nevertheless be exempt as a social club
is a sufficiently full and fair exposition of perti-cisable solely in the fiduciary capacity consis- if it meets the requirements described in Chap-
nent facts to permit an individual or the publictent with and in furtherance of the charitable ter 4, under 501(c)(7)—Social and Recreation
to form an independent opinion or conclusion.purposes of this trust as specified in Article Clubs.
The mere presentation of unsupported opin-Third and not otherwise.
ion is not educational.Eighth:  In this Declaration of Trust and in An athletic organization  must submit evi-

The method used by an organization to de-any amendment to it, references to ‘‘trustees’’ dence that it is engaged in activities such as
velop and present its views is a factor in deter-mean the one or more trustees, whether origi- directing and controlling interscholastic ath-
mining if an organization qualifies as educa-nal or successor, for the time being in office. letic competitions, conducting tournaments,
tional within the meaning of section 501(c)(3).Ninth:  Any person may rely on a copy, cer- and prescribing eligibility rules for contestants.
The following factors may indicate that thetified by a notary public, of the executed origi- If it is not so engaged, your organization may
method is not educational:nal of this Declaration of Trust held by the be exempt as a social club described in Chap-

trustees, and of any of the notations on it and 1) The presentation of viewpoints unsup- ter 4. Raising funds to be used for travel and
writings attached to it, as fully as he might rely ported by facts is a significant portion of other activities to interview and persuade pro-
on the original documents themselves. Any the organization’s communications, spective students with outstanding athletic
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ability to attend a particular university does not students on the basis of race, color, or na- school may publish such notice in those news-
evidence an exempt purpose. If your organiza- tional or ethnic origin. Also, a private school papers that are reasonably likely to be read by
tion is not exempt as an educational organiza- must circulate information that clearly states all racial segments in the communities that the
tion,  see Amateur Athletic Organizations, later the school’s admission policies. A racially non- school serves. The following is an acceptable
in this chapter.   discriminatory policy toward students means example of such a notice:

that the school admits the students of any
NOTICE OFrace to all the rights, privileges, programs, andPrivate Schools  NONDISCRIMINATORY POLICYactivities generally accorded or made availa-

AS TO STUDENTSEvery private school filing an application for ble to students at that school and that the
recognition of tax-exempt status must supply The M School admits students ofschool does not discriminate on the basis of
the Internal Revenue Service (on Schedule B, any race, color, national and ethnic ori-race in administering its educational policies,
Form 1023) with the following information: gin to all the rights, privileges, pro-admission policies, scholarship and loan pro-

grams, and activities generally ac-grams, and athletic and other school-adminis-1) The racial composition of the student
corded or made available to students attered programs.body, and of the faculty and administra-
the school. It does not discriminate onThe Internal Revenue Service considers ative staff as of the current academic year.
the basis of race, color, national andpolicy of discrimination on the basis of race to(This information also must be projected,
ethnic origin in administration of its edu-include discrimination on the basis of color orso far as may be feasible, for the next ac-
cational policies, admissions policies,national or ethnic origin.ademic year.)
scholarship and loan programs, andThe existence of a racially discriminatory2) The amount of scholarship and loan athletic and other school-administeredpolicy with respect to the employment offunds, if any, awarded to students en- programs.faculty and administrative staff is indicativerolled and the racial composition of stu-

of a racially discriminatory policy as to stu- If this method is used,  the notice mustdents who have received such awards.
dents. Conversely, the absence of racial dis- meet the following printing requirements:3) A list of the school’s incorporators, foun- crimination in the employment of faculty and

1) It must appear in a section of the newspa-ders, board members, and donors of land administrative staff is indicative of a racially
per likely to be read by prospective stu-or buildings, whether individuals or nondiscriminatory policy as to students.
dents and their families.organizations. A policy of a school that favors racial mi-

nority groups with respect to admissions, fa- 2) It must occupy at least 3 column inches.4) A statement indicating whether any of the
cilities and programs, and financial assistanceorganizations described in item (3) above, 3) It must have its title printed in at least 12does not constitute discrimination on the basishave an objective of maintaining segre- point bold face type.of race when the purpose and effect of thisgated public or private school education
policy is to promote establishing and maintain- 4) It must have the remaining text printed inat the time the application is filed and, if
ing the school’s nondiscriminatory policy. at least 8 point type.so, a statement indicating whether any of

A school that selects students on the basisthe individuals described in item (3) are
of membership in a religious denomination Method two.  The school may use theofficers or active members of such orga-
or unit is not considered to be implementing a broadcast media to publicize its racially non-nizations at the time the application is
discriminatory policy if membership in the de- discriminatory policy if this use makes suchfiled.
nomination or unit is open to all on a racially policy known to all segments of the general

5) The year the school was organized. nondiscriminatory basis. community the school serves. If the school
6) The public school district and county in uses this method, it must provide documenta-

Policy statement.  Every school must includewhich the school is located. tion showing that the means by which this pol-
a statement of its racially nondiscriminatory icy was communicated to all segments of the
policy in all its brochures and catalogs dealing general community was reasonably expected
with student admissions, programs, and schol- to be effective. In this case, appropriate docu-Note.  The racial composition of the stu-
arships. Further, every school must include a mentation would include copies of the tapes ordent body, faculty, and administrative staff
reference to its racially nondiscriminatory pol- scripts used and records showing that theremay be an estimate based on the best infor-
icy in other written advertising that it uses as a was an adequate number of announcements.mation readily available to the school, without
means of informing prospective students of its Such documentation also would consist ofrequiring student applicants, students, faculty,
programs. proof that these announcements were madeor administrative staff to submit to the school

during hours when they were likely to be com-information that is not otherwise required by
municated to all segments of the general com-Publicity requirement.  The school mustthe school. Nevertheless, a statement of the
munity, that they were of sufficient duration tomake its racially nondiscriminatory policymethod by which the racial composition was
convey the message clearly, and that theyknown to all segments of the general commu-determined must be supplied. The identity of
were broadcast on radio or television stationsnity served by the school. Selective communi-individual students or members of the faculty
likely to be listened to by substantial numberscation of a racially nondiscriminatory policy to-and administrative staff should not be included
of members of all racial segments of the gen-ward its students that a school provides solelywith this information.
eral community. Announcements must beto leaders of racial groups will not be consid-

A school that is a state or municipal instru- made during the period of the school’s solici-ered an effective means of communication to
mentality (see Instrumentalities, near the be- tation for students or, in the absence of a solic-make the policy known to all segments of the
ginning of this chapter), whether or not it quali- itation program, during the school’s registra-community. In order to satisfy this requirement
fies for exemption under section 501(c)(3), is tion period.the school must use one of the following two
not considered to be a private school for pur- Exceptions.  The publicity requirementsmethods.
poses of the following discussion.  will not apply in the following situations:Method one.  The school may publish a

notice of its racially nondiscriminatory policy in First,  if for the preceding 3 years the en-
Racially Nondiscriminatory Policy a newspaper of general circulation that rollment of a parochial or other church-related
To qualify as an organization exempt from fed- serves all racial segments of the community. school consists of students at least 75% of
eral income tax, a private school must include Such publication must be repeated at least whom are members of the sponsoring relig-
a statement in its charter, bylaws, or other once annually during the period of the ious denomination or unit, the school may
governing instrument, or in a resolution of its school’s solicitation for students or, in the ab- make known its racially nondiscriminatory pol-
governing body, that it has a racially nondis- sence of a solicitation program, during the icy in whatever newspapers or circulars the re-
criminatory policy as to students and that it school’s registration period. When more than ligious denomination or unit utilizes in the com-
does not discriminate against applicants and one community is served by a school, the munities from which the students are drawn.
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These newspapers and circulars may be dis- nondiscriminatory policy as to students, to the However, a school may not discontinue main-
extent that the school or its principal official taining a system of records that reflects the ra-tributed by a particular religious denomination
was aware of such statements. cial composition of its students, faculty, andor unit or by an association that represents a

administrative staff used on November 6,number of religious organizations of the same
1975, unless it substitutes a different systemFacilities and programs.  A school must bedenomination. If, however, the school adver-
that compiles substantially the same informa-able to show that all of its programs and facili-tises in newspapers of general circulation in
tion, without advance approval of the Internalties are operated in a racially nondiscrimina-the community or communities from which its
Revenue Service.tory manner.students are drawn and the second exception

(discussed next) is not applicable to the The Service does not require that a school
Scholarship and loan programs.  Asschool, then it must comply with either of the release any personally identifiable records or
ageneral rule, all scholarship or other compa-publicity requirements explained earlier. personal information except in accordance
rable benefits obtainable for use at any givenSecond,  if a school customarily draws a with the requirements of the Family Educa-
school must be offered on a racially nondis-substantial percentage of its students nation- tional Rights and Privacy Act of 1974. Simi-
criminatory basis. Their availability on this ba-wide, worldwide, from a large geographic sec- larly, the Service does not require a school to
sis must be known throughout the generaltion or sections of the United States, or from keep records the maintenance of which is pro-
community being served by the school andlocal communities, and if the school follows a hibited under state or federal law.
should be referred to in its publicity. Financialracially nondiscriminatory policy as to its stu- Exceptions.  The records need not be in-
assistance programs, as well as scholarshipsdents, the school may satisfy the publicity re- dependently maintained for Internal Revenue
and loans made pursuant to financial assis-quirement by complying with the instructions Service use if (a) substantially the same infor-
tance programs, that favor members of one orexplained earlier under Policy statement. mation has been included in a report or reports
more racial minority groups and that do notSuch a school may demonstrate that it fol- filed in accordance with an agency or agen-
significantly detract from or are designed tolows a racially nondiscriminatory policy either cies of federal, state, or local governments,
promote a school’s racially nondiscriminatoryby showing that it currently enrolls students of and this information is current within one year,
policy will not adversely affect the school’s ex-racial minority groups in meaningful numbers and (b) the school maintains copies of these
empt status.or, except for local community schools, when reports from which this information is readily

minority students are not enrolled in meaning- obtainable. If these reports do not include all
Certification.  An individual authorized to takeful numbers, that its promotional activities and of the information required, as discussed ear-
official action on behalf of a school that claimsrecruiting efforts in each geographic area were lier, records providing such remaining informa-
to be racially nondiscriminatory as to studentsreasonably designed to inform students of all tion must be maintained by the school for Ser-
must certify annually, under penalties of per-racial segments in the general communities vice use.
jury, on Schedule A (Form 990) or Form 5578,within the area of the availability of the school. Failure to maintain or to produce the re-
Annual Certification of Racial Nondiscrimina-The question as to whether a school demon- quired records and information,  upon
tion for a Private School Exempt from Federalstrates such a policy satisfactorily will be de- proper request, will create a presumption that
Income Tax, whichever is applicable, that totermined on the basis of the facts and circum- the organization has failed to comply with
the best of his or her knowledge and belief thestances of each case. these guidelines.
school has satisfied the applicable require-The Internal Revenue Service recognizes
ments as previously explained.that the failure by a school drawing its stu-

Failure to comply with the guidelines ordi-dents from local communities to enroll racial
narily will result in the proposed revocation of Other 501(c)(3)minority group students may not necessarily
the exempt status of a school.indicate the absence of a racially nondiscrimi- Organizations  natory policy as to students when there are
Recordkeeping requirements.  With certainrelatively few or no such students in these In addition to the information required for all
exceptions, given later, each exempt privatecommunities. Actual enrollment is, however, a organizations, as described earlier, you
school must maintain the following records formeaningful indication of a racially nondiscrimi- should, in every case, submit a description of
a minimum period of 3 years, beginning withnatory policy in a community in which a public the activities to be engaged in by your organi-
the year after the year of compilation orschool or schools became subject to a deseg- zation and any other information as described
acquisition:regation order of a federal court or are other- in this section.  

wise expressly obligated to implement a de- 1) Records indicating the racial composition
segregation plan under the terms of any of the student body, faculty, and adminis- Charitable Organizations  written contract or other commitment to which trative staff for each academic year.

If your organization is applying for recognitionany federal agency was a party. 2) Records sufficient to document that of exemption as a charitable organization, itThe Internal Revenue Service encourages scholarship and other financial assis- must show that it is organized and operatedschools to satisfy the publicity requirement by tance is awarded on a racially nondiscrim- for purposes that are beneficial to the publicusing either of the methods described earlier, inatory basis. interest. Some examples of this type of organi-even though a school considers itself to be
3) Copies of all materials used by or on be- zation are those which are organized for:within one of the exceptions. The Service be-

half of the school to solicit contributions.lieves that these publicity requirements are Relief of the poor, the distressed, or the
the most effective methods to make known a 4) Copies of all brochures, catalogs, and ad- underprivileged;
school’s racially nondiscriminatory policy. In vertising dealing with student admissions, Advancement of religion;
this regard, it is each school’s responsibility to programs, and scholarships. (Schools ad-

Advancement of education or science;determine whether any of the exceptions ap- vertising nationally or in a large geo-
ply. Such responsibility will prepare the school, graphic segment or segments of the Erection or maintenance of public build-
if it is audited by the Service, to demonstrate United States need only maintain a record ings, monuments, or works;
that the failure to publish its racially nondis- sufficient to indicate when and in what

Lessening the burdens of government;criminatory policy in accordance with either publications their advertisements were
Lessening of neighborhood tensions;one of the publicity requirements was justified placed.)

by the applicability of one of the exceptions. Elimination of prejudice and discrimination;
Further, a school must be prepared to demon-

Defense of human and civil rights securedstrate that it has publicly disavowed or repudi- Note.  The racial composition of the stu-
by law; andated any statements purported to have been dent body, faculty, and administrative staff

made on its behalf (after November 6, 1975) may be determined in the same manner as Combating community deterioration and
that are contrary to its publicity of a racially that described at the beginning of this section. juvenile delinquency.
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The rest of this section contains a description an appraisal showing the fair rental value Organization providing loans.  If you make
of the information to be provided concerning of the rented space. or will make loans for charitable and educa-
proposed activities by certain specific organi- t ional  purposes,  submit  the fo l lowing
zations. This information is in addition to the information:Clinic.  If you are organized to operate a clinic,
required inclusions described in Chapter 1, attach a statement including: 1) An explanation of the circumstances
and other statements requested on Form under which such loans are or will be1) A description of the facilities and services;
1023. Each of the following organizations made;2) To whom the services are offered, suchmust submit the information described.

2) Criteria for selection, including the rules ofas the public at large or a specific group;
eligibility;Charitable organization supporting educa- 3) How charges are determined, such as on

3) How and by whom the recipients are ortion.  Submit information showing how your or- a profit basis, to recover costs, or at less
will be selected;ganization supports education — for example, than cost;

contributes to an existing educational institu- 4) Manner of repayment of the loan;4) By whom administered and controlled;
tion, endows a professorial chair, contributes

5) Security required, if any;5) Whether any of the professional stafftoward paying teachers’ salaries, or contrib-
(that is, those who perform or will perform 6) Interest charged, if any, and when paya-utes to an educational institution to enable it to
the clinical services) also serve or will ble; andcarry on research. If the organization awards
serve in an administrative capacity; andor plans to award scholarships, you should 7) Copies in duplicate of the loan application

6) How compensation paid the professionalsubmit information relative to the following: and any brochures or literature describing
staff is or will be determined. the loan program.1) Criteria used for selecting recipients, in-

cluding the rules of eligibility;
Home for the aged.  If you are organized to Public interest law firms.  If your organization2) How and by whom the recipients are or operate a home for the aged, the following in- was formed to litigate in the public interest (aswill be selected; formation must be submitted: opposed to providing legal services to the

3) If awards are or will be made directly to in- poor), such as in the area of protection of the1) A description of the facilities and services
dividuals, whether information is required environment, you should submit the followingprovided or to be provided the residents,
assuring that the student remains in information:including the residential capacity of the
school; home and whether the facilities are spe- 1) How the litigation can reasonably be said

cifically designed to meet the needs of4) If awards are or will be made to recipients to be representative of a broad public in-
aged persons;of a particular class, for example, children terest rather than a private one;

of employees of a particular employer— 2) The criteria for admission to the home; 2) Whether the organization will accept fees
Whether any preference is or will be for its services;3) Charge for admission (entrance fee and/

accorded an applicant by reason of or monthly charge) and whether payable 3) A description of the cases litigated or tothe parent’s position, length of em- in a lump sum or on an installment basis; be litigated and how they benefit the pub-ployment, or salary,
lic generally;4) How charges are or will be determined,

Whether as a condition of the award such as on a profit basis, to recover costs, 4) Whether the policies and program of the
the recipient must upon graduation or at less than cost, and whether the organization are the responsibility of a
accept employment with the com- charges are based on providing service at board or committee representative of the
pany, and the lowest feasible cost to the residents; public interest, which is not controlled by

Whether the award will be continued ir- employees or persons who litigate on be-5) Whether all residents are or will be re-
respective of termination of the par- half of the organization nor by any organi-quired to pay fees;
ent’s employment; and zation that is not itself an organization de-6) Whether any residents are or will be ac-

scribed in this chapter;5) A copy of the scholarship application form cepted at lower rates or entirely without
and any brochures or literature describing 5) Whether the organization is operated,pay and, if so, how many;
the scholarship program. through sharing of office space or other-7) Whether residents are or will be dis-

wise, in a manner so as to create identifi-charged if unable to pay;
Hospital.  If you are organized to operate a cation or confusion with a particular pri-

8) Whether federal mortgage financing hascharitable hospital, attach a statement includ- vate law firm; and
been applied for and if so, the type;ing the requirements for admission to practice 6) Whether there is an arrangement to pro-

on the staff, and the policy on patient admis- 9) Whether health care will be provided to vide, directly or indirectly, a deduction for
sions, including whether you maintain an the residents, either directly or through the cost of litigation that is for the private
emergency room open to all and whether you some continuing arrangement with other benefit of the donor.
have any restrictions on the admission of organizations, facilities, or health person-
Medicare or Medicaid patients. nel; and Acceptance of attorneys’ fees.  A non-

If your hospital was transferred to you from 10) Copies of admission applications and/or profit public interest law firm can accept attor-
proprietary ownership: any other literature or brochures descrip- neys’ fees in public interest cases if such fees

tive of the home, its facilities, and admis-1) Submit an appraisal of the facility; are paid directly by its clients and the fees do
sion requirements. not exceed the actual costs incurred in the2) State the relationship between the former

case. Once undertaking a representation, theowners of the hospital and your Board of
Community nursing bureau.  If you provide a organization cannot withdraw from the caseTrustees;
nursing register or community nursing bureau, because the litigant is unable to pay the con-

3) Set forth the names of the active and provide information showing that your organi- templated fee.
courtesy staff members of the proprietary zation will be operated as a community project Firms can accept fees awarded or ap-
hospital, as well as the names of your and will receive its primary support from public proved by a court or an administrative
medical staff members after the transfer contributions to maintain a nonprofit register agency and paid by an opposing party pro-
to nonprofit ownership; and of qualified nursing personnel, including grad- vided that the firms do not use the likelihood or

4) List the names of any doctors who contin- uate nurses, unregistered nursing school probability of fee awards as a consideration in
ued to lease office space in the hospital graduates, licensed attendants and practical the selection of cases. All fee awards must be
after its transfer to nonprofit ownership nurses for the benefit of hospitals, health paid to the organization and not to its individ-
and the amount of rent paid, and submit agencies, doctors, and individuals. ual staff attorneys. Instead, a public interest
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law firm can reasonably compensate its staff its own, it would qualify for exemption as a re- 4) Whether you have, or contemplate, con-
tracted or sponsored research and, if so,attorneys, but only on a straight salary basis. ligious organization.
names of past sponsors or grantors,Private attorneys, whose services are retained Examples  of organizations considered to
terms of grants or contracts, together withby the firm to assist it in particular cases, can be integrated auxiliaries of a church are a
copies of any executed contracts orbe compensated by the firm, but only on a men’s or women’s organization, a religious
grants;fixed fee or salary basis. school (such as a seminary), a mission soci-

The total amount of all attorneys’ fees ety, or a youth group. However, church related 5) Disposition made or to be made of the re-
(court awarded and those received from cli- hospitals, old age homes, and schools of a sults of your research, including whether
ents) must not exceed 50 percent of the total general academic nature are not considered preference has or will be given to any or-
cost of operations of the organization’s legal integrated auxiliaries since their activities can ganization or individual either as to results
functions, calculated over a 5-year period. serve as the basis for exemption, even if they or time of release;

If, in order to carry out its program, an or- are not affiliated with a church.
6) Who will retain ownership or control ofganization violates applicable canons of eth-

any patents, copyrights, processes or for-ics, disrupts the judicial system, or engages in Note.  In order for an organization (includ- mulas resulting from your research; andany illegal action, the organization will jeopard- ing a church and religious organization) to
7) A copy of publications or other mediaize its exemption.  qualify for tax exemption, no part of its net

showing reports of your research activi-earnings may inure to the benefit of any
ties. Only reports of your research activi-individual.Religious Organizations  ties or those conducted in your behalf, as

In order to determine whether recognition of Although an individual is entitled to a chari- distinguished from those of your creators
exemption should appropriately be extended table deduction for contributions to a church, or members conducted in their individual
to an organization seeking to meet the relig- the assignment or similar transfer of compen- capacities, should be submitted.
ious purposes test of section 501(c)(3), the In- sation for personal services to a church, gen-
ternal Revenue Service maintains two basic erally, does not relieve a taxpayer of federal in-
guidelines: come tax liability on such compensation,

regardless of the motivation behind the trans-1) That the particular religious beliefs of the Literary Organizations fer.  organization are truly and sincerely held, Besides the provisions, previously described
and in this publication, to be included in the articlesScientific Organizations 2) That the practices and rituals associated of organization, you should explain your liter-

You must show  that your organization’s re-with the organization’s religious belief or ary activities fully. If your organization is estab-
search will be carried on in the public interest.creed are not illegal or contrary to clearly lished to operate a book store or engage in
Scientific research will be considered to be in publishing activities of any nature (printing,defined public policy.
the public interest if the results of such re- publication, or distribution of your own material
search (including any patents, copyrights, or that printed or published by others and dis-Hence, your group (or organization) may not
processes, or formulas) are made available to tributed by you), explain fully the nature of thequalify for treatment as an exempt religious or-
the public on a nondiscriminatory basis; if the operations, including whether sales are or willganization for tax purposes if its actions, as
research is performed for the United States or be made to the general public, the type of liter-contrasted with its beliefs, are contrary to well
a state, county, or municipal government; or if ature involved, and how such activities are re-established and clearly defined public policy. If
the research is carried on for one of the follow- lated to your stated purposes.  there is a clear showing that the beliefs (or
ing purposes:doctrines) are sincerely held by those profess-

ing them, the Internal Revenue Service will not 1) Aiding in the scientific education of col- Amateur Athletic
question the religious nature of those beliefs. lege or university students, Organizations 

2) Obtaining scientific information that is In addition to submitting the other informationChurches.  Although a church, its integrated
published in a treatise, thesis, trade publi- required of all organizations, including the arti-auxiliaries, or a convention or association of
cation, or in any other form that is availa- cles of organization, you also must include achurches is not required to file Form 1023 to
ble to the interested public, detailed description of the purposes and pro-be exempt from federal income tax or to re-

posed activities of your organization.ceive tax deductible contributions, such an or- 3) Discovering a cure for a disease, or
There are two types of amateur athletic or-ganization may find it advantageous to obtain

4) Aiding a community or geographical area ganizations that can qualify for tax-exemptrecognition of exemption. In this event, you
by attracting new industry to the commu- status. The first type is an organization thatshould submit information showing that your
nity or area, or by encouraging the devel- fosters national or international amateurorganization is a church, synagogue, associa-
opment or retention of an industry in the sports competition but only if none of its activi-tion or convention of churches, religious order,
community or area. ties involve providing athletic facilities oror religious organization that is an integral part

equipment. The second type is a qualified am-of a church, and that it is engaged in carrying
Scientific research, for exemption pur- ateur sports organization (discussed below).out the function of a church.

poses, does not include activities of a type or- The difference is that a qualified amateurIn determining whether an admittedly relig-
dinarily incidental to commercial or industrial sports organization may provide athletic facili-ious organization is also a church, the Internal
operations as, for example, the ordinary in- ties and equipment.Revenue Service does not accept any and
spection or testing of materials or products, or Donations to either amateur athletic organ-every assertion that such an organization is a
the designing or constructing of equipment, ization are deductible as charitable contribu-church. Because beliefs and practices vary so
buildings, etc. tions on the donor’s federal income tax return.widely, there is no single definition of the word

However, no deduction is allowed if there is aIf you engage or plan to engage in re-‘‘church’’ for tax purposes. The Internal Reve-
direct personal benefit to the donor or anysearch, submit the following:nue Service considers the facts and circum-
other person other than the organization.stances of each organization applying for 1) An explanation of the nature of the

church status. research;
Qualified amateur sports organization.  AnIntegrated auxiliaries.  A separate organi-

2) A brief description of research projects organization will be a qualified amateur sportszation affiliated with a church will be consid-
completed or presently being engaged in; organization if it is organized and operated—ered an integrated auxiliary if the principal ac-

3) How and by whom research projects aretivity of the organization is exclusively 1) Exclusively to foster national or interna-
determined and selected;religious. That is, if it applied for exemption on tional amateur sports competition, and
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2) Primarily to conduct national or interna- If your organization is newly applying for 5) Provisions to assure that expenditures
tional competition in sports or to support recognition of exemption as an organization further exempt purposes.
and develop amateur athletes for such described in this chapter (a section 501(c)(3)
competitions. organization) and you wish to establish that Violations of these provisions give rise to

your organization is a public charity rather than taxes and penalties against the private foun-
a private foundation, you must complete the dation and, in some cases, its managers, its
applicable lines of Part III of your exemption substantial contributors, and certain related
application (Form 1023). An extension of time persons.Prevention of Cruelty
for filing this application may be granted by the

to Children or Animals key District Director if your request is timely A private foundation cannot be tax exempt
These organizations must submit articles of and you demonstrate that additional time is nor will contributions to it be deductible  as
organization, including the material already needed. See Application for Recognition of charitable contributions unless its governing
described, and a detailed description of their Exemption, earlier in this chapter for more instrument contains special provisions in addi-
purposes and proposed activities. One exam- information. tion to those that apply to all organizations de-
ple of the type of purpose to be shown is an In determining the date on which a corpo- scribed in section 501(c)(3).
aim to prevent children from working in haz- ration is organized for purposes of applying for Governing instruments.  The followingardous trades or occupations or otherwise recognition of section 501(c)(3) status, the

samples of governing instrument provisions il-protecting them; another example is promot- Service looks to the date the corporation
lustrate the special charter requirements thating high standards of care for laboratory ani- came into existence under the law of the state
apply to private foundations. Draft A is a sam-mals. in which it is incorporated. For example, where
ple of provisions in articles of incorporation;state law provides that existence of a corpora-
Draft B, a trust indenture.tion begins on the date its articles are filed by a

certain state official in the appropriate state of-Private Foundations Draft A  fice, the corporation is considered organized
on the date its articles are filed. Later nonsub-and Public Charities  
stantive amendments to the enabling instru- General

It is important that you determine if your organ- ment will not change the date of organization, 1) The corporation will distribute its incomeization is a private foundation. Most organiza- for purposes of the notice requirement.
for each tax year at such time and in suchtions exempt from income tax (as organiza- An organization that states it is a pri-
manner as not to become subject to thetions described in section 501(c)(3)) are vate foundation  when it files its application
tax on undistributed income imposed bypresumed to be private foundations unless for recognition of exemption after the 15 ·
section 4942 of the Internal Revenuethey notify the Internal Revenue Service within month period will be treated as a section
Code, or the corresponding section of anya specified period of time that they are not. 501(c)(3) organization and as a private foun-
future federal tax code.This notification requirement applies to most dation only from the date it files its application.

section 501(c)(3) organizations regardless of An organization that states it is a pub- 2) The corporation will not engage in any act
when they were formed. licly supported charity  when it files its appli- of self-dealing as defined in section

cation for recognition of exemption after the 4941(d) of the Internal Revenue Code, or
15·month period cannot be treated as a sec- the corresponding section of any futurePrivate Foundations  
tion 501(c)(3) organization before the date it federal tax code.Every organization that qualifies for tax ex-
files such application. Financial support re-emption as an organization described in sec- 3) The corporation will not retain any excessceived before that date may not be used fortion 501(c)(3) is a private foundation unless it business holdings as defined in sectionpurposes of determining whether the organi-falls into one of the categories specifically ex- 4943(c) of the Internal Revenue Code, orzation is publicly supported. However, an or-cluded from the definition of that term (re- the corresponding section of any futureganization that can reasonably be expected toferred to in section 509(a)(1), (2), (3), or (4)). In federal tax code.meet the support requirements (discussedeffect, the definition divides these organiza-
later under Public Charities) can obtain an ad- 4) The corporation will not make any invest-tions into two classes namely, private founda-
vance ruling from the Service that it is a pub- ments in such manner as to subject it totions and public charities. Public charities are
licly supported organization. tax under section 4944 of the Internaldiscussed later.

Revenue Code, or the corresponding sec-Organizations that fall into the excluded
Excise tax—private foundations.  There is tion of any future federal tax code.categories are generally those that either have
an excise tax on the net investment income ofbroad public support or actively function in a 5) The corporation will not make any taxable
most domestic private foundations. This taxsupporting relationship to such organizations. expenditures as defined in section
must be reported on Form 990·PF and mustOrganizations that test for public safety also 4945(d) of the Internal Revenue Code, or
be paid annually at the time for filing that re-are excluded. the corresponding section of any futureturn or in quarterly estimated tax payments ifEven if an organization falls within one of federal tax code.the total tax for the year is $500 or more. In ad-the categories excluded from the definition of
dition, there are several restrictions and re-private foundation, it will be presumed to be
quirements on these organizations. Thesea private foundation,  with some exceptions, Draft B  include:unless it gives timely notice to the Internal

Any other provisions of this instrument not-Revenue Service that it is not a private founda- 1) Restrictions on self-dealing between pri-
withstanding, the trustees shall distribute itstion. This notification requirement applies to vate foundations and their substantial
income for each tax year at such time and inan organization regardless of when it was or- contributors and other disqualified
such manner as not to become subject to theganized. The only exceptions to this require- persons;
tax on undistributed income imposed by sec-ment are those organizations that are ex- 2) Requirements that the foundation annu- tion 4942 of the Internal Revenue Code, or thecepted from the requirement of filing Form ally distribute income for charitable corresponding section of any future federal1023 as discussed earlier under Organizations purposes; tax code.Not Required to File Form 1023.

3) Limits on their holdings in private Any other provisions of this instrument not-
businesses; withstanding, the trustees will not engage inTimely notice.  If an organization is required

any act of self-dealing as defined in sectionto file the notice, it must do so within 15 4) Provisions that investments must not
4941(d) of the Internal Revenue Code, or themonths from the end of the month in which it jeopardize the carrying out of exempt pur-
corresponding section of any future federalwas organized. poses; and
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tax code; nor retain any excess business hold- The following kinds of organizations are service organization that meets the require-
ings as defined in section 4943(c) of the Inter- excluded from the definition of a private ments of section 501(e) will qualify as a
nal Revenue Code, or the corresponding sec- foundation. hospital.
tion of any future federal tax code; nor make The term ‘‘hospital’’ does not include con-
any investments in such manner as to incur valescent homes, homes for children or theSection 509(a)(1) Organizations 
tax liability under section 4944 of the Internal aged, or institutions whose principal purposeSection 509(a)(1) organizations include:
Revenue Code, or the corresponding section or function is to train handicapped individuals1) A church or a convention or associationof any future federal tax code; nor make any to pursue some vocation. An organization thatof churches;taxable expenditures as defined in section mainly provides medical education or medical

2) An educational organization such as a4945 (d) of the Internal Revenue Code, or the research will not be considered a hospital, un-
school or college;corresponding section of any future federal less it is also actively engaged in providing

tax code. 3) A hospital or medical research organiza- medical or hospital care to patients on its
tion operated in conjunction with a premises or in its facilities, on an in-patient or

A private foundation’s governing instru- hospital; out-patient basis, as an integral part of its
ment  will be considered to meet these charter medical education or medical research4) Organizations operated for the benefit ofrequirements if valid provisions of state law functions.certain state and municipal colleges andhave been enacted that: A medical research organization  mustuniversities;

be directly engaged in the continuous active1) Require it to act or refrain from acting so
5) A governmental unit; andas not to subject the foundation to the conduct of medical research in conjunction
6) A publicly supported organization.taxes imposed on prohibited transactions; with a hospital, and that activity must be the

or organization’s principal purpose or function.
Church.  The characteristics of a church are A hospital or medical research organiza-2) Treat the required provisions as con-
discussed earlier in this chapter under Relig- tion that wants the additional classification of atained in the foundation’s governing
ious Organizations. publicly supported organization (describedinstrument.

later in this chapter under Qualifying As Pub-
Educational organizations.  An educational licly Supported) may specifically request thatThe Internal Revenue Service periodically
organization is one whose primary function is classification. If such an organization estab-updates a published list of states with such
the presentation of formal instruction, that nor- lishes that it meets the public support require-statutes.  
mally maintains a regular faculty and curricu- ments of section 170(b)(1)(A)(vi), it may be
lum, and that normally has a regularly enrolled classified also as a publicly supported organi-Public Charities  body of pupils or students in attendance at the zation. 

A private foundation is any organization de- place where it regularly carries on its educa-
scribed in section 501(c)(3), unless it falls into tional activities. The term includes institutions Organizations operated for the benefit of
one of the categories specifically excluded such as primary, secondary, preparatory, or certain state and municipal colleges and uni-
from the definition of that term in section high schools, and colleges and universities. It versities are endowment funds. They are or-
509(a), which lists four basic categories of ex- includes federal, state, and other publicly sup- ganized and operated exclusively to receive,
clusions. These categories are discussed ported schools that otherwise come within the hold, invest in, and administer property and to
under the ‘‘Section 509(a)’’ headings that fol- definition. It does not include organizations en- make expenditures to or for the benefit of a
low this introduction. gaged in both educational and noneducational college or university that is an agency or in-

If your organization falls into one of these activities, unless the latter are merely inciden- strumentality of a state or political subdivision,
categories, it is not a private foundation and tal to the educational activities. A recognized or that is owned or operated by a state or polit-
you should state this in Part III of your applica- university that incidentally operates a museum ical subdivision or by an agency or instrumen-
tion for recognition of exemption (Form 1023). or sponsors concerts is an educational organi- tality of one or more states or political subdivi-

If your organization is not described within zation. However, the operation of a school by sions. The phrase ‘‘expenditures to or for the
these categories, it is a private foundation and a museum does not necessarily qualify the

benefit of a college or university’’ includes ex-
is subject to the applicable rules and restric- museum as an educational organization.

penditures made for any one or more of the
tions until it terminates its private foundation An exempt organization that operates a

normal functions of a college or university.status. Some private foundations also qualify tutoring service for students on a one-to-one
These expenditures include, for example,as private operating foundations; these are basis in their homes, maintains a small center

the acquisition and maintenance of real prop-discussed near the end of this chapter. to test students to determine their need for
erty comprising part of the campus area; theGenerally speaking, a large class of orga- tutoring, and employs tutors on a part-time ba-
erection of (or participation in the erection of)nizations excluded under section 509(a)(1), sis is not an educational organization for these
college or university buildings; the acquisitionand all organizations excluded under section purposes. Nor is an exempt organization that
and maintenance of equipment and furnish-509(a)(2) depend upon a support test . This conducts an internship program by placing
ings used for, or in conjunction with, normaltest is used to assure a minimum percentage college and university students with cooperat-
functions of colleges and universities; or ex-of broad-based public support in the organiza- ing government agencies an educational
penditures for scholarships, libraries, and stu-tion’s total support pattern. Thus, in the follow- organization.
dent loans.ing discussions, when the one-third support

The organization must normally receive atest (see Qualifying As Publicly Supported Hospitals and medical research organiza-
substantial part of its support from the Unitedlater) is referred to, it means the fraction re- tions.  A hospital is an organization whose
States or any state or political subdivision, orsulting from dividing qualifying support (the nu- principal purpose or function is to provide hos-
from direct or indirect contributions from themerator of the fraction) by total support (the pital or medical care or either medical educa-
general public, or from a combination of thesedenominator of the fraction). Since the inclu- tion or medical research. A rehabilitation insti-
sources.sion of support that increases the numerator, tution, outpatient clinic, or community mental

Support does not include  income re-or the exclusion of sums that decrease the de- health or drug treatment center may qualify as
ceived in the exercise or performance by thenominator may decide whether an organiza- a hospital if its principal purpose or function is
organization of its charitable, educational, ortion is excluded from the definition of a private providing hospital or medical care. If the ac-
other purpose or function constituting the ba-foundation, and thus from the liability for cer- commodations of an organization qualify as
sis for exemption.tain excise taxes, it is very important to cor- being part of an extended care facility, that

An example of an indirect contributionrectly classify items of support as either includ- organization may qualify as a hospital if its
from the public is the receipt by the organiza-ible or excludible from the numerator or principal purpose or function is providing hos-
tion of its share of the proceeds of an annualdenominator. pital or medical care. A cooperative hospital
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collection campaign of a community chest, contributions from the general public, and that tax year and the following tax year. For the
community fund, or united fund. it must be in the nature of a publicly supported 1995 tax year, X is unable to meet the one-

In determining the amount of support organization, taking into account five different third support test on the basis of support re-
received  by an organization for a contribution factors. See Five public support factors, later ceived during 1991, 1992, 1993, and 1994. If X
of property when the value of the contribution in this discussion. can meet the facts and circumstances test on
by the donor is subject to reduction for certain Ten-percent-of-support requirement. the basis of those years, X will normally meet
ordinary income and capital gain property, the The percentage of support normally received the requirements for 1996 (the tax year imme-
fair market value of the property is taken into by an organization from governmental units, diately following 1995). However, if on the ba-
account. For more information, see Support, from contributions made directly or indirectly sis of both 4·year periods 1991 through 1994
later. by the general public, or from a combination of and 1992 through 1995, X fails to meet both

these sources must be substantial. An organ- the one-third and the facts and circumstances
ization will not be treated as normally receiving tests, X will not be a publicly supported organi-Governmental units.  A governmental unit in-
a substantial amount of governmental or pub- zation for 1996.cludes a state, a possession of the United
lic support unless the total amount of govern-States, or a political subdivision of either of the However, X will not be disqualified as a
mental and public support normally received isforegoing, or the United States or the District publicly supported organization for the 1995
at least 10% of the total support normally re-of Columbia. tax year, because it normally met the one-third
ceived by that organization. For a definition of support test requirements on the basis of the
support, see Support, later.Publicly supported organizations.  An or- tax years 1990 through 1993 unless the provi-

Attraction of public support require-ganization is a publicly supported organization sions governing the exception for material
ment.  An organization must be organized andif it is one that normally receives a substantial changes in sources of support (discussed
operated in a manner to attract new and addi-part of its support from a governmental unit or later) become applicable.
tional public or governmental support on afrom the general public. Additional requirements (the five public
continuous basis. An organization will meetTypes of organizations that generally qual- support factors).  In addition to the two re-
this requirement if it maintains a continuousify are museums of history, art, or science; li- quirements of the facts and circumstances
and bona fide program for solicitation of fundsbraries; community centers to promote the test, the following five public support fac-
from the general public, community, or mem-arts; organizations providing facilities for the tors will be considered in determining whether
bership group involved, or if it carries on activi-support of an opera, symphony orchestra, bal- an organization meets the requirement of be-
ties designed to attract support from govern-let, or repertory drama, or for some other di- ing publicly supported. However, an organiza-
mental units or other charitable organizationsrect service to the general public; and organi- tion is not generally required to satisfy all of
described in section 509(a)(1). In determiningzations such as the American Red Cross or the factors. The factors relevant to each case
whether an organization maintains a continu-the United Way. and the weight accorded to any one of them
ous and bona fide program for solicitation of may differ depending upon the nature and pur-
funds from the general public or community, pose of the organization and the length of timeQualifying As Publicly Supported  
consideration will be given to whether the it has existed. The combination of factors thatAn organization will qualify as publicly sup-
scope of its fund raising activities is reasona- an organization normally must meet does notported if it passes the one-third support test.
ble in light of its charitable activities. Consider- have to be the same for each 4·year period asIf it fails that test, it may qualify under the facts
ation also will be given to the fact that an or- long as a sufficient combination of factors ex-and circumstances test.  
ganization may, in its early years of existence, ists to show that the organization is publicly
limit the scope of its solicitation to persons supported.The one-third support test.  An organization
who would be most likely to provide seed 1) Percentage of financial support fac-will qualify as publicly supported if it normally
money sufficient to enable it to begin its chari- tor.  When an organization normally receivesreceives at least one-third of its total support
table activities and expand its solicitation at least 10%, but less than one-third of its totalfrom governmental units, from contributions
program. support from public or governmental sources,made directly or indirectly by the general pub-

Definition of ‘‘normally’’ for facts and the percentage of support received from thoselic, or from a combination of these sources.
circumstances test.  An organization will nor- sources will be considered in determiningFor a definition of support, see Support, later.
mally meet the requirements of the facts and whether an organization is publicly supported.Definition of ‘‘normally’’ for one-third
circumstances test for its current tax year and As the percentage of support from public orsupport test.  An organization will be consid-
the following tax year if, for the 4 tax years im- governmental sources increases, the burdenered as normally meeting the one-third sup-
mediately preceding the current tax year, the of establishing the publicly supported natureport test for its current tax year and the follow-
organization meets the ten-percent-of-support of the organization through other factors de-ing tax year if, for the 4 tax years immediately
and the attraction of public support require- creases; while the lower the percentage, thepreceding the current tax year, the organiza-
ments on an aggregate basis and satisfies a greater the burden.tion meets the one-third support test on an ag-
sufficient combination of the factors discussed If the percentage of the organization’s sup-gregate basis. See also Special computation
later. The combination of factors that an or- port from the general public or governmentalperiod for new organizations, later in this dis-
ganization normally must meet does not have sources is low because it receives a high per-cussion.  
to be the same for each 4·year period as long centage of its total support from investment in-
as a sufficient combination of factors exists to come on its endowment funds, the organiza-The facts and circumstances test  for orga-
show compliance. See also Special computa- tion will be treated as complying with thisnizations failing to meet the one-third support
tion period for new organizations, later in this factor if the endowment fund was originallytest. If your organization fails to meet the one-
discussion. contributed by a governmental unit or by thethird support test, it may still be treated as a

The fact that an organization has normally general public. However, if the endowmentpublicly supported organization if it normally
met the one-third support test requirements funds were originally contributed by a few indi-receives a substantial part of its support from
for a current tax year, but is unable normally to viduals or members of their families, this factgovernmental units, from direct or indirect
meet the requirements for a following tax year, will increase the burden on the organization ofcontributions from the general public, or from
will not in itself prevent the organization from establishing compliance with other factors.a combination of these sources. To qualify, an
meeting the requirements of the facts and cir- Facts pertinent to years preceding the 4 taxorganization must meet the ten-percent-of-
cumstances test for the succeeding tax year. years immediately preceding the current taxsupport requirement and the attraction of

year also may be considered.public support requirement. These require- Example.  X organization meets the one-
ments establish, under all the facts and cir- third support test in its 1994 tax year on the ba- 2) Sources of support factor.  If an or-
cumstances, that an organization normally re- sis of support received during tax years 1990, ganization normally receives at least 10%, but
ceives a substantial part of its support from 1991, 1992, and 1993. It therefore normally less than one-third of its total support from
governmental units or from direct or indirect meets the requirements for both the current public or governmental sources, the fact that it

Page 26 Chapter 3 SECTION 501(C)(3) ORGANIZATIONS



receives the support from governmental units expertise, public officials, or civic or com- An example of a substantial and mate-
rial change  is the receipt of an unusuallyor directly or indirectly from a representative munity leaders;
large contribution or bequest that does notnumber of persons, rather than receiving al- 2) Maintaining a definitive program by an or-
qualify as an unusual grant.most all of its support from the members of a ganization to accomplish its charitable

If as a result of this substituted period,single family, will be considered in determining work in the community, such as slum
an organization is not able to meet the require-whether an organization is publicly supported. clearance or developing employment op-
ments of either the one-third support or theIn determining what is a representative num- portunities; and
facts and circumstances test for its current taxber of persons, consideration will be given to

3) Receiving a significant part of its funds year, its status with respect to a grantor orthe type of organization involved, the length of
from a public charity or governmental contributor will not be affected until notice oftime it has existed, and whether it limits its ac-
agency to which it is in some way held ac- change of status is made to the public (suchtivities to a particular community or region or to
countable as a condition of the grant, as by publication in the Internal Revenue Bul-a special field that can be expected to appeal
contract, or contribution. letin). This does not apply, however, if theto a limited number of persons. Facts pertinent

grantor or contributor was responsible for orto years preceding the 4 tax years immediately
was aware of the substantial and material5) Additional factors pertinent to mem-preceding the current tax year also may be
change or acquired knowledge that the Inter-bership organizations.  The following are ad-considered.
nal Revenue Service had given notice to theditional factors to be considered in determin-3) Representative governing body fac-
organization that it would be deleted froming whether a membership organization istor.  The fact that an organization has a gov-
classi f icat ion as a publ ic ly supportedpublicly supported:erning body that represents the broad inter-
organization.ests of the public rather than the personal or 1) Whether the solicitation for dues-paying

A grantor or contributor (other than oneprivate interest of a limited number of donors members is designed to enroll a substan- of the organization’s founders, creators, orwill be considered in determining whether an tial number of persons in the community foundation managers) will not be consideredorganization is publicly supported. or area, or in a particular profession or to be responsible for, or aware of, the sub-An organization will meet this requirement field of special interest (taking into ac- stantial and material change, if the grantor orif it has a governing body composed of: count the size of the area and the nature contributor made the grant or contribution rely-
of the organization’s activities);1) Public officials acting in their public ing upon a written statement by the grantee or-

capacities; ganization that the grant or contribution would2) Whether membership dues for individual
not result in the loss of the organization’s clas-(rather than institutional) members have2) Individuals selected by public officials act-
sification as a publicly supported organization.been fixed at rates designed to makeing in their public capacities;
The statement must be signed by a responsi-membership available to a broad cross

3) Persons having special knowledge or ex- ble officer of the grantee organization andsection of the interested public, rather
pertise in the particular field or discipline must set forth sufficient information, includingthan to restrict membership to a limited
in which the organization is operating; and a summary of the pertinent financial data fornumber of persons; and

the 4 preceding years, to assure a reasonably4) Community leaders (such as elected or 3) Whether the activities of the organization
prudent person that the grant or contributionappointed officials, members of the will be likely to appeal to persons having
will not result in the loss of the grantee organi-clergy, educators, civic leaders) or other some broad common interest or purpose, zation’s classification as a publicly supportedsuch persons representing a broad cross- such as educational activities in the case organization. If a reasonable doubt exists as tosection of the views and interests of the of alumni associations, musical activities the effect of the grant or contribution, or, if thecommunity. in the case of symphony societies, or civic grantor or contributor is one of the organiza-

affairs in the case of parent-teacher tion’s founders, creators, or foundation man-In a membership organization, the gov- associations. agers, the grantee organization may request aerning body also should include individuals
ruling from the key District Director before ac-elected by a broadly based membership pur-
cepting the grant or contribution for the pro-suant to the organization’s governing instru-
tection of the grantor or contributor.ment or bylaws. Exception for material changes in sources If there is no written statement, a grantor or4) Availability of public facilities or ser- of support.  If for the current tax year substan- contributor will not be considered to be re-vices factor.  If an organization generally pro- tial and material changes occur in an organiza- sponsible for a substantial and materialvides facilities or services directly for the ben- tion’s sources of support other than changes change if the total gifts, grants, or contribu-efit of the general public on a continuing basis arising from unusual grants (discussed later tions received from that grantor or contributor(such as a museum that is open to the public, a under Exclusion for unusual grants), then in for a tax year are 25% or less of the total sup-symphony orchestra that gives public perform- applying either the one-third or the facts and port received by the organization from allances, a conservation organization that pro- circumstances test, the 4·year computation sources for the 4 tax years immediately pre-vides educational services to the public period applicable to that year, either as an im- ceding the tax year. (If the organization hasthrough the distribution of educational materi- mediately succeeding tax year or as a current not qualified as ‘‘publicly supported’’ for thoseals, or an old age home that provides domicili- tax year, will not apply. Instead of using these 5 years, see Special computation period forary or nursing services for members of the computation periods, a computation period of new organizations, next.) For this purpose, to-general public), these facts will be considered 5 years will apply. The 5·year period consists tal support does not include support receivedevidence that the organization is publicly sup- of the current tax year and the 4 tax years im- from that particular grantor or contributor. Theported. The fact that an educational or re- mediately preceding that year. grantor or contributor cannot be a person whosearch institution regularly publishes scholarly For example,  if substantial and material is in a position of authority, such as a founda-studies widely used by colleges and universi- changes occur in an organization’s sources of tion manager, or who obtains a position of au-

ties or by members of the general public will be support for the 1994 tax year, then, even thority or the ability to exercise control over
considered as evidence that the organization though the organization meets the require- the organization because of the grant or con-
is publicly supported. ments of the one-third or the facts and circum- tribution. 

Similarly, the following factors also will be stances test based on a computation period of
considered evidence that an organization is tax years 1989·1992 or 1990·1993, such an Special computation period for new orga-
publicly supported: organization will not meet either of these tests nizations.  Organizations that have been in

unless it meets the requirements for a compu-1) Participating in, or sponsoring of, the pro- existence for at least one tax year consisting
tation period consisting of the tax years 1990·grams of the organization by members of of at least eight months, but for fewer than five
1994 (substituted period).the public having special knowledge or tax years, can substitute the number of tax
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years they have been in existence before their For purposes of the one-third support test and the purpose of the payment is primarily to en-
current tax year to determine whether they the ten-percent-of-support requirement, all able the organization to provide a service to,
meet the one-third support test or the facts amounts received that are described as or maintain a facility for, the direct benefit of
and circumstances test, discussed earlier. amounts not includible in support are to be ex- the public (regardless of whether part of the

First tax year at least eight months.  The cluded from both the numerator and the de- expense of providing the service or facility is
initial status determination of a newly created nominator of the fractions in determining com- paid for by the public), rather than to serve the
organization whose first tax year is at least pliance with the tests. The following discusses direct and immediate needs of the payor. This
eight months is based on a computation pe- an exception to this general rule. includes:
riod of either the first tax year or the first and Organizations dependent primarily on

1) Amounts paid for the maintenance of li-second tax years. gross receipts from related activities  will
brary facilities that are open to the public;First tax year shorter than eight not satisfy the one-third support test or the

months.  The initial status determination of a 2) Amounts paid under government pro-ten-percent-of-support requirement if they
newly created organization whose first tax grams to nursing homes or homes for thereceive:
year is less than eight months is based on a aged to provide health care or domiciliary1) Almost all support from gross receipts
computation period of either the first and sec- services to residents of these facilities;from related activities; and
ond tax years or the first, second, and third tax and

2) An insignificant amount of support fromyears. 3) Amounts paid to child placement or childgovernmental units (without regard toFive-year advance ruling period.  If an guidance organizations under govern-amounts referred to in (3) in the precedingorganization has received an advance ruling, ment programs for services rendered tolist) and contributions made directly or in-the computation is based on all the years in
children in the community.directly by the general public.the five-year advance ruling period. Advance

rulings are described later, under Advance rul-
These payments have a primary purpose ofings to newly created organizations - Initial de- Example.  X, an organization described in enabling the recipient organization to providetermination of status. section 501(c)(3), is controlled by Thomas a service or maintain a facility for the directHowever, if the advance ruling period is Blue, its president. X received $500,000 during benefit of the public, rather than to serve theterminated by the Service, the computation the 4 tax years immediately preceding its cur- direct and immediate needs of the payor. Fur-period will be based on the period described rent tax year under a contract with the Depart- thermore, any amount received from a govern-above under First tax year at least eight ment of Transportation, under which X en- mental unit under circumstances that wouldmonths and First tax year shorter than eight gaged in research to improve a particular treat the amount as a grant will generally con-months, or if the period is greater, the number vehicle used primarily by the federal govern-
stitute support from a governmental unit. Seeof years to which the advance ruling applies.  ment. During the same period, the only other
Grants distinguished from gross receipts later

support received by X was $5,000 in small
under Section 509(a)(2) Organizations.Support.  For purposes of publicly supported contributions primarily from X’s employees

Medicare and Medicaid payments are re-organizations, the term support includes (but and business associates. The $500,000 is
ceived in connection with contracts enteredis not limited to): support under (1) above. Under these circum-
into with state and federal governmental units.stances, X meets the conditions of (1) and (2)1) Gifts, grants, contributions, or member- However, payments are made for services al-above and, consequently, does not meet theship fees; ready provided to eligible individuals, ratherone-third support test or the ten-percent-of-

2) Net income from unrelated business ac- than to encourage or enable an organizationsupport requirement.
tivities, whether or not such activities are to provide services to the public. The individ-For the rules that apply to organizations
carried on regularly as a trade or ual patient, not a governmental unit, actuallythat fail to qualify as section 509(a)(1) publicly
business; controls the ultimate recipient of these pay-supported organizations because of these

ments by selecting the health care organiza-3) Gross investment income; provisions, see Section 509(a)(2) Organiza-
tion. These payments are not considered sup-tions, later. See also Gross receipts from a re-4) Tax revenues levied for the benefit of an port from a governmental unit. Medicare andlated activity in the discussion on sectionorganization and either paid to or ex- Medicaid payments constitute gross receipts509(a)(2) organizations.pended on behalf of such organization; derived from the exercise or performance ofMembership fees  included in the termand exempt activities and, therefore, are not in-support are those paid for the purpose of mak-

5) The value of services or facilities fur- cluded in the term ‘‘support.’’ ing a payment to provide support for the or-
nished by a governmental unit to an or- Support from the general public.  In de-ganization rather than to purchase admis-
ganization without charge (except ser- termining whether the one-third support test orsions, merchandise, services, or the use of
vices or facilities generally furnished to the ten-percent-of-support requirement is met,facilities. 
the public without charge). include in your computation support from di-Support from a governmental unit.  For

rect or indirect contributions from the generalpurposes of the one-third support test and the
However,  the term support does not public. This includes contributions from an in-ten-percent-of-support requirement, the term
include: dividual, trust, or corporation but only to thesupport from a governmental unit includes

extent that the total contributions from any1) Any gain on the sale or disposition of a any amounts received from a governmental
such individual, trust, or corporation, duringcapital asset; unit, including donations or contributions and
the 4·year period immediately preceding theamounts received in connection with a con-2) The value of exemption from any federal,
current tax year (or substituted computationtract entered into with a governmental unit forstate, or local tax or any similar benefit;
period), does not exceed 2% of the organiza-the performance of services, or in connection

3) Any amount received from the exercise or tion’s total support for the same period.with a government research grant. However,
performance by an organization of the Thus, any contribution by one individual willthe amounts are not support from a govern-
purpose or function constituting the basis be included in full in the denominator of themental unit for these purposes if they consti-
for its exemption; (In general, such fraction determining the one-third support testtute amounts received from the exercise or
amounts include amounts received from or the ten-percent-of-support requirement.performance of the organization’s exempt
any activity the conduct of which is sub- However, the contribution will be included infunctions.
stantially related to the furtherance of the numerator only to the extent that it doesAny amount paid by a governmental unit to
such purpose or function, other than not exceed 2% of the denominator. In apply-an organization will not be treated as received
through the production of income.) or ing the 2% limit, all contributions made by afrom the exercise or performance of its chari-

donor and by any person in a special relation-4) Contributions of services for which a de- table, educational, or other purpose or func-
ship to the donor (certain disqualified personsduction is not allowed. tion constituting the basis for its exemption if
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discussed under Section 509(a)(3) Organiza- 2) The grant or contribution is not made by a 2) Whether, before the receipt of the particu-
tions) are considered made by one person. person (or related person) who is in a po- lar contribution, the organization has car-
The 2% limit does not apply to support re- sition of authority, such as a foundation ried on an active program of public solici-
ceived from governmental units or to contribu- manager, or who otherwise has the ability tation and exempt activities and has been
tions from other publicly supported charities, to exercise control over the organization. able to attract a significant amount of
except as provided under Grants from public Similarly, the grant or contribution is not public support.
charities,  later. made by a person (or related person) who

3) Whether, before the year of contribution,The term indirect contributions from the because of the grant or contribution, ob-
the organization met the one-third sup-general public includes contributions re- tains a position of authority or the ability to
port test or the ten-percent-of-support re-ceived by the organization from organizations otherwise exercise control over the
quirement without benefit of any exclu-(such as publicly supported organizations) organization.
sions of unusual grants.that normally receive a substantial part of their 3) The grant or contribution is in the form of

support from direct contributions from the gen- 4) Whether the organization may reasonablycash, readily marketable securities, or as-
eral public, except as provided under Grants be expected to attract a significantsets that directly further the organiza-
from public charities, later.  amount of public support after the particu-tion’s exempt purposes, such as a gift of a

Exclusion for unusual grants.  In apply- lar contribution. In this connection, contin-painting to a museum.
ing the 2% limit to determine whether the one- ued reliance on unusual grants to fund an

4) The donee-organization has received ei-third support test or the ten-percent-of-sup- organization’s current operating ex-
ther an advance or final ruling or determi-port requirement is satisfied, exclude one or penses (as opposed to providing new en-
nation letter classifying it as a publiclymore contributions from both the numerator dowment funds) may be evidence that the
supported organization and, except for anand denominator of the appropriate percent- organization cannot reasonably be ex-
organization operating under an advanceof-support fraction if the contributions are con- pected to attract future support from the
ruling or determination letter, the organi-sidered unusual grants. Generally, the exclu- general public.
zation is actively engaged in a program ofsion applies to substantial contributions or be-

5) Whether the organization has a represen-activities in furtherance of its exemptquests from disinterested parties if the
tative governing body.purpose.contributions:

5) No material restrictions or conditions1) Are attracted by the publicly supported
have been imposed by the grantor or con-nature of the organization; Grants from public charities.  Contribu-tributor upon the organization in connec-2) Are unusual or unexpected with respect tions received from a governmental unit ortion with the grant or contribution.to the amount of the contribution; and from a publicly supported organization (includ-

6) If the grant or contribution is intended for ing a church that meets the requirements for3) Would adversely affect, because of the
operating expenses, rather than capital being publicly supported) are not subject tosize, the status of the organization as nor-
items, the terms and amount of the grant the 2% limit (see Support from the generalmally being publicly supported. (The or-
or contribution are expressly limited to public, earlier) unless the contributions re-ganization must otherwise meet the sup-
one year’s operating expenses.port test in that year without benefit of the present amounts either expressly or impliedly

grant or contribution.) earmarked by a donor to such governmental
Grantors and contributors.  Before the unit or publicly supported organization as be-

making of any grant or contribution that will al-For a grant (see description under Grants dis- ing for, or for the benefit of, the particular or-
legedly meet the requirements for exclusion, atinguished from gross receipts in the discus- ganization claiming a publicly supported
potential grantee organization may request asion of Section 509(a)(2) Organizations, later) status.
ruling as to whether the grant or contributionthat meets the requirements for exclusion, if Example 1.  M, a national foundation formay be excluded. A request for a ruling may bethe terms of the granting instrument require the encouragement of the musical arts, is afiled by the grantee organization with the keythat the funds be paid to the recipient organi- publicly supported organization. GeorgeDistrict Director for its area. The organizationzation over a period of years, the amount re- Spruce gives M a donation of $5,000 withoutmust submit all information necessary to makeceived by the organization each year under

imposing any restrictions or conditions upona determination, including information relatingthe terms of the grant may be excluded for that
the gift. M subsequently makes a $5,000 grantto the factors and characteristics listed in theyear. However, no item of gross investment in-
to X, an organization devoted to giving publicpreceding paragraphs. If a favorable ruling iscome (defined under Section 509(a)(2) Orga-
performances of chamber music. Since theissued, the ruling may be relied upon by thenizations, later) may be excluded under this
grant to X is treated as being received from M,grantor or contributor of the particular contri-rule. These provisions allow exclusion of unu-
it is fully includible in the numerator of X’s sup-bution in question. The issuance of the rulingsual grants made during any of the applicable
port fraction for the tax year of receipt.will be at the sole discretion of the Service.periods previously discussed under Special

The potential grantee organization should fol- Example 2.  Assume M is the same organi-computation period for new organizations, and
low the procedures set out in Revenue Proce- zation described in example (1). Tom Groveto periods described in Advance rulings to
dure 93·4, to request a ruling. gives M a donation of $10,000, but requiresnewly created organizations - Initial determi-

Grants and contributions that result in sub-nation of status, later. that M spend the money to support organiza-
stantial and material changes in the organiza-A grant or contribution will be consid- tions devoted to the advancement of contem-
tion and that fail to qualify for exclusion, will af-ered an unusual grant if  the above three fac- porary American music. M has complete dis-
fect the way the support tests are applied. Seetors apply and if it meets all of the following cretion as to the organizations of the type
Exception for material changes in sources ofcharacteristics. If these factors and character- described to which it will make a grant. M de-
support, earlier.istics are met, then even without the benefit of cides to make grants of $5,000 each to Y and

If a ruling is requested, in addition to thean advance ruling, grantors or contributors Z, both being organizations described in sec-
characteristics listed earlier under Exclusionhave assurance that they will not be consid- tion 501(c)(3) and devoted to furthering con-
for unusual grants, the following factors mayered responsible for substantial and material temporary American music. Since the grants
be taken into consideration by the Internalchanges in the organization’s sources of to Y and Z are treated as having been received
Revenue Service in determining if the grant orsupport. from M, Y and Z each may include one of the
contribution qualifies as an unusual grant. $5,000 grants in the numerator of its support1) The grant or contribution is not made by a

fraction. Although the donation to M was con-person (or related person) who created 1) Whether the contribution was a bequest
ditioned upon the use of the funds for a partic-the organization or was a substantial con- or a transfer while living. A bequest will be
ular purpose, M was free to select the ultimatetributor to the organization before the given more favorable consideration than

grant or contribution. a transfer while living. recipient.
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Example 3.  N is a national foundation for Between 30 and 45 days before the end of may request a ruling on whether the grant or
contribution may be made without loss of thethe advance ruling period, the District Directorthe encouragement of art and is a publicly sup-
classification.will contact the organization and request the fi-ported organization. Grants to N are permitted

A request for a ruling may be filed by thenancial support information necessary toto be earmarked for particular purposes. O,
grantee organization with the key District Di-make a final determination of foundation sta-which is an art workshop devoted to training
rector. The issuance of the ruling will be at thetus. In general, this is the information re-young artists and is claiming status as a pub-
sole discretion of the Service. The organiza-quested in Part IV, A of Form 1023.licly supported organization, persuades C, a
tion must submit all information necessary toFailure to obtain advance ruling.  If aprivate foundation, to make a grant of $25,000
make a determination on the support factorsnewly created organization has not obtainedto N. C is a disqualified person with respect to
previously discussed. If a favorable ruling is is-an advance ruling or determination letter, itO. C makes the grant to N with the under-
sued, the ruling may be relied upon by thecannot rely upon the possibility that it will meetstanding that N would be bound to make a
grantor or contributor of the particular contri-the public support requirements discussedgrant to O in the sum of $25,000, in addition to
bution in question. The grantee organizationearlier. Thus, in order to avoid the risk of beinga matching grant of N’s funds to O in the sum
also may rely on the ruling for excluding unu-classified as a private foundation, the organi-of $25,000. Only the $25,000 received directly
sual grants.zation may comply with the rules governingfrom N is considered a grant from N. The other

private foundations by paying any applicable$25,000 is an indirect contribution from C to O
private foundation taxes. If the organization Comprehensive Examples and is to be excluded from the numerator of
subsequently meets the public support re-O’s support fraction to the extent it exceeds Example 1.  For the years 1990 through
quirements for the applicable period, it will bethe 2% limit. 1993, M organization received support of
treated as a section 170(b)(1)(A)(vi) organiza- $600,000 from the following sources.
tion from its inception and any private founda-Advance rulings to newly created organi-
tion tax that was imposed may be refunded. Investment Income . . . . . . . . . . . . . . . . . . . . . . $300,000zations - Initial determination of status.

Reliance period.  The above newly cre- City Y . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000Many newly created organizations cannot
ated organization will be treated as a publicly United Way . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000meet either the four-year normally publicly
supported organization for all purposes other Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 220,000supported provisions or the provisions for
than sections 507(d) (relating to total tax ben- Total support . . . . . . . . . . . . . . . . . . . . . . . . . . . . $600,000newly created organizations to qualify as nor-
efit resulting from exempt status) and 4940mally publicly supported because they have
(relating to tax on net investment income) for  For 1994, on the basis of the above support,not been in existence for a sufficient period of
the period beginning with its inception and M is considered to have normally receivedtime. However, a newly created organization
ending 90 days after its advance ruling period more than one-third of its support from amay qualify for an advance ruling that it will be
expires. The period will be extended until a fi- governmental unit and from direct and indirecttreated as an organization described in sec-
nal determination is made of an organization’s contr ibut ions f rom the general  publ iction 170(b)(1)(A)(vi) during an advance ruling status only if the organization submits, within computed as follows.period sufficient to enable it to develop an ad- the 90·day period, information needed to de-

equate support history on which to base an ini- termine whether it meets either of the support One-third of total support . . . . . . . . . . . . . . . . $200,000tial determination as to foundation status. tests for its advance ruling period (even if the
Support from a governmental unit . . . . . . . 40,000Generally, the type of newly created organ- organization fails to meet either test). How-
Indirect contributions from the generalization that would qualify for an advance ruling ever, this reliance period does not apply to the

public (United Way) . . . . . . . . . . . . . . . . . . . 40,000is one that can show that its organizational excise tax imposed on net investment income.
Contributions by various donors (no onestructure, proposed programs and activities, If it is later determined that the organization

having made contributions that totaland intended method of operation are such was a private foundation from its inception,
more than $12,000—2% of totalthat would be likely to attract the type of that excise tax will be due without regard to the
support) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50,000broadly based support from the general public, advance ruling or determination letter. Conse-

Six contributions (each in excess ofpublic charities, and governmental units that is quently, if any amount of the tax is not paid on
$12,000 —2% of total support) 6 ×necessary to meet the public support require- or before the last date prescribed for payment,
$12,000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72,000ments discussed earlier under Qualifying As the organization is liable for interest on the tax

Publicly Supported. $202,000due for years in the advance ruling period.
An advance ruling or determination will However, since any failure to pay the tax dur-

provide that an organization will be treated as  Since M’s support from governmental unitsing the period is due to reasonable cause, the
an organizat ion descr ibed in  sect ion and from direct and indirect contributions frompenalty imposed for failure to pay the tax will
170(b)(1)(A)(vi) for an advance ruling period of the general public normally exceeds one-thirdnot apply.
five years. Organizations that applied under of M’s total support for the applicable periodIf an advance ruling or determination
prior rules for the two or three year period and (1990-1993), M meets the one-third supportletter is terminated  by the Service before the

test and satisfies the requirements forthose organizations currently within a two or expiration of the reliance period, the status of
classification as a publicly supportedthree year advance ruling period will generally grants or contributions with respect to grant-
organization for 1994 and 1995. (This remainsbe given the option to extend their advance ors or contributors to the organization will not
in effect if no substantial and material changesruling period to five years. be affected until notice of change of status of
took place in the organization’s character,Five-year advance ruling period.  A the organization is made to the public (such as
purposes, methods of operation, or sources ofnewly created organization may request a rul- by publication in the Internal Revenue Bulle-
support in these years.)ing or determination letter that it will be treated tin). However, this will not apply if the grantor

as a section 170(b)(1)(A)(vi) organization for or contributor was responsible for, or aware of, Example 2.  N organization was created to
its first five tax years. The request must be ac- the act or failure to act that resulted in the or- maintain public gardens containing botanical
companied by a consent to extend the statute ganization’s loss of classification as a publicly specimens and displaying statuary and other
(on Form 872·C) that,  in effect, states the or- supported organization. art objects. The facilities, works of art, and a
ganization will be subject to the taxes imposed Also, it will not apply if the grantor or con- large endowment were all contributed by a sin-
under section 4940 if it fails to qualify as not a tributor knew that the Internal Revenue Ser- gle contributor. The members of the governing
private foundation during the five-year ad- vice had given notice to the organization that it body of the organization are unrelated to its
vance ruling period. The organization’s first would be deleted from this classification. creator. The gardens are open to the public
tax year, regardless of length, will count as the Before making any grant or contribution that without charge and attract a substantial num-
first year in the five-year period. The advance allegedly will not result in the grantee’s loss of ber of visitors each year. For the 4 tax years
ruling period will end on the last day of the or- classification as a publicly supported organi- immediately preceding the current tax year,
ganization’s fifth tax year. zation, a potential grantee organization 95% of the organization’s total support was
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received from investment income from its orig- Therefore O is classified as a publicly sup- been founded by the contributions of a few in-
dividuals, this would not, in and of itself, dis-ported organization for its current tax year andinal endowment. N also maintains a member-
qualify P from receiving the ruling.the following tax year.ship society which is supported by members of

the general public who wish to contribute to Example 5.  Q is a philanthropic organiza-Example 4.  In 1960, the P Philharmonic
the upkeep of the gardens by paying a small tion founded in 1965 by Anne Elm for the pur-Orchestra was organized in Z City through the
annual membership fee. Over the 4·year pe- pose of making annual contributions to worthycombined efforts of a local music society and
riod in question, these fees from the general charities. Anne created Q as a charitable trusta local women’s club to present to the public a
public constituted the remaining 5% of the or- by transferring $500,000 worth of appreciatedwide variety of musical programs intended to
ganization’s total support for the period. Under securities to Q.foster music appreciation in the community.
these circumstances, N does not meet the Under the trust agreement, Anne and twoThe orchestra is composed of professional
one-third support test for its current tax year. other family members are the sole trusteesmusicians who are paid by the association.
Furthermore, since only 5% was received and are vested with the right to appoint suc-Twelve performances, open to the public, are
from the general public, N does not satisfy the cessor trustees. In each of its 4 most recentscheduled each year. A small admission
ten-percent-of-support requirement of the tax years, Q received $15,000 in investmentcharge is made for each of these perform-
facts and circumstances test. For its current income from its original endowment. Eachances. In addition, several performances are
tax year, N therefore is not a publicly sup- year Q makes a solicitation for funds by oper-staged annually without charge.
ported organization. Since N failed to satisfy ating a charity ball at Anne’s residence.During its 4 most recent tax years, P re-

Guests are invited and requested to makethe ten-percent-of-support requirement, none ceived separate contributions of $200,000
contributions of $100 per couple. During theof the other requirements or factors can be each from A and B (not members of a single
4·year period involved, $15,000 was receivedconsidered in determining whether N qualifies family) and support of $120,000 from the Z
from the proceeds of these events. Anne andas a publicly supported organization. Community Chest, a public federated fund-
the family have also made contributions to Qraising organization operating in Z City. P de-Example 3.  In 1930, O organization was
of $25,000 over the course of the organiza-pends on these funds to carry out its activitiesfounded in Y City by the members of a single
tion’s 4 most recent tax years. Q makes dis-and will continue to depend on contributions offamily to collect, preserve, interpret, and dis- bursements each year of substantially all of itsthis type to be made in the future. P has alsoplay to the public important works of art. O is net income to the public charities chosen bybegun a fund-raising campaign in an attemptgoverned by a Board of Trustees that origi- the trustees.to expand its activities for the coming years.nally consisted almost entirely of members of For Q’s current tax year, Q’s sources ofP is governed by a Board of Directors com-the founding family. support are computed on the basis of the 4 im-posed of five individuals. A faculty member ofHowever, since 1945, members of the mediately preceding years as follows.a local college, the president of a local musicfounding family or persons standing in a rela-

society, the head of a local banking institution,tionship to the members of the family have an- Investment income . . . . . . . . . . . . . . . . . . . . . . $ 60,000
a prominent doctor, and a member of the gov-nually constituted less than 20% of the Board Contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40,000
erning body of the local Chamber of Com-of Trustees. The remaining board members Total support . . . . . . . . . . . . . . . . . . . . . . . . . . $100,000merce currently serve on the Board and re-are citizens of Y City from a variety of profes-
present the interests and views of the Contributions from the general public . . . $ 15,000sions and occupations who represent the in-
community in the activities carried on by P. One contribution (in excess of $2,000 —terests and views of the people of Y City in the

For P’s current tax year, its sources of sup- 2% of total support) 1 ×  $2,000 . . . . . . 2,000activities carried on by the organization rather
port are computed on the basis of the 4 imme-than the personal or private interests of the Total support from general public . . . . . . . $ 17,000diately preceding years, as follows.founding family.

O solicits contributions from the general  Q’s support from the general public does notContributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . $520,000
public and for each of its 4 most recent tax meet the one-third support test ($17,000/Receipts from performances . . . . . . . . . . . . 100,000
years has received total contributions (in small $100,000 =  17% of total support). EvenTotal support . . . . . . . . . . . . . . . . . . . . . . . . . . $620,000sums of less than $100, none of which ex- though it satisfies the ten-percent-of-support

Less:ceeds 2% of O’s total support for the period) requirement, its method of solicitation makes it
Receipts from performances (excluded,in excess of $10,000. These contributions quest ionable whether Q sat is f ies the

see Support) . . . . . . . . . . . . . . . . . . . . . . . . . . . 100,000from the general public represent 25% of the attraction of public support requirement.
organization’s total support for the 4·year pe- Total support . . . . . . . . . . . . . . . . . . . . . . . . . . $520,000 Because of its method of operating, Q also
riod. For this same period, investment income has a greater burden of establishing itsZ Community Chest (indirect supportfrom several large endowment funds has been pub l i c ly  suppor ted  na ture  under  thefrom the general public) . . . . . . . . . . . . . . . $120,00075% of its total support. O spends substan- percentage of financial support factor. Based

Two contributions (each in excess oftially all of its annual income for its exempt pur- on the foregoing and on Q’s failure to receive
$10,400—2% of total support) 2poses and thus depends upon the funds it an- favorable consideration under the remaining× $10,400 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20,800nually solicits from the public as well as its factors, Q does not satisfy the requirements

Total support from general public . . . . . . . $140,800investment income to carry out its activities on as a publicly supported organization.
a normal and continuing basis and to acquire
new works of art. For the entire period of its  P’s support from the general public, directly Community trusts  are often established to
existence, O has been open to the public and and indirectly, does not meet the one-third attract large contributions of a capital or en-
more than 300,000 people (from Y City and dowment nature for the benefit of a particularsupport test ($140,800/$520,000 =  27% of
elsewhere) have visited the museum in each community or area. Often such contributionstotal support). However, it meets the ten-
of its 4 most recent tax years. come initially from a small number of donors.percent-of-support requirement. P also meets

While the community trust generally has aUnder these circumstances, O does not the requirement of the attraction of public
governing body composed of representativesmeet the one-third support test for its current support. As a result of satisfying these
of the particular community or area, its contri-year since it has received only 25% of its total requirements and the public support factors, P
butions are often received and maintained insupport for the applicable 4·year period from is considered to be a publicly supported
the form of separate trusts or funds that areorganization.the general public. However, O has met the
subject to varying degrees of control by theten-percent-of-support requirement as well as If P were a newly created organization, it
governing body.the attraction of public support requirement could obtain a ruling that it is a publicly sup-

To qualify as a publicly supported or-and the factors to be considered, under the ported organization by reason of its purposes,
ganization,  a community trust must meet thefacts and circumstances test, in determining organizational structure, and proposed
one-third support test, explained earlier, undermethod of operation. Even if P had initiallywhether an organization is publicly supported.
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Qualifying As Publicly Supported, or, if it can- agent), the restriction or condition be- of the unrelated business tax) an organi-
zation may have, while section 509(a)(1)not meet that test, it must be organized and comes, in effect, unnecessary, incapa-
does not.operated so as to attract new and additional ble of fulfillment, or inconsistent with

public or governmental support on a continu- the charitable needs of the community
ous basis sufficient to meet the facts and cir- or area served; To be excluded from private foundation
cumstances test, also explained earlier. Com- treatment under section 509(a)(2), an organi-b) To replace any participating trustee,
munity trusts are generally able to satisfy the zation must meet two support tests:custodian, or agent for breach of fiduci-
requirement for attraction of public support (as 1) The one-third support test, andary duty under state law; and
contained in the facts and circumstances test)

2) The not-more-than-one-third support test.c) To replace any participating trustee,if they seek gifts and bequests from a wide
etc. for failure to produce a reasonablerange of potential donors in the community or

Both these tests are designed to insurereturn of net income over a reasonablearea served, through banks or trust compa-
that an organization that is excluded from pri-period of time. (The governing body willnies, through attorneys or other professional
vate foundation treatment is responsive to themake the determination of what is ‘‘rea-persons, or in other appropriate ways that call
general public, rather than to the private inter-sonable,’’ in this regard.)attention to the community trust as a potential
ests of a limited number of donors or otherrecipient of gifts and bequests made for the
persons.benefit of the community or area served. A

community trust, however, is not required to Note.  The fact that the exercise of any of
The one-third support test  will be met if anengage in periodic, community-wide, fund- these powers is reviewable by an appropriate
organization normally receives more thanraising campaigns directed toward attracting a state authority will not preclude the community
one-third of its support in each tax year fromlarge number of small contributions in a man- trust from meeting the requirements for the
any combination of:ner similar to campaigns conducted by a com- powers of modification and removal.

munity chest or a united fund. 1) Gifts, grants, contributions, or member-Component part.  In order to be treatedSeparate trusts or funds.  Any commu- ship fees; and
as a component part of a community trustnity trust may be treated as a single entity, 2) Gross receipts from admissions, sales of(rather than as a separate trust or a not-for-rather than as an aggregation of separate merchandise, performance of services, orprofit corporation), a trust or fund:funds, in which case all qualifying funds asso- furnishing facilities in an activity that is not

ciated with that organization (whether a trust, 1) Must be created by gift, bequest, legacy, an unrelated trade or business, subject to
not-for-profit corporation, unincorporated as- devise, or other transfer to a community certain limits, discussed below under Lim-
sociation, or a combination thereof) will be trust that is treated as a single entity (de- its on gross receipts.
t rea ted  as  component  par ts  o f  the scribed above); and
organization. For this purpose, the support must be from2) May not be directly or indirectly subjected

Single entity.  To be treated as a single permitted sources, which include governmen-by the transferor to any material restric-
entity, a community trust must meet the follow- tal units, organizations described earlier undertion or condition with respect to the trans-
ing requirements: Section 509(a)(1) Organizations, and personsferred assets.

other than disqualified persons (defined later1) The organization must be commonly
under Section 509(a)(3) Organizations.).known as a community trust, fund, foun- Grantors, contributors, or distributors

Limit on gross receipts.  In computing thedation, or other similar name conveying to a community trust  may rely on the public
amount of support received from gross re-the concept of a capital or endowment charity status, which the organization has
ceipts under (2) above, gross receipts from re-fund to support charitable activities in the claimed in a timely filed notice, on or before
lated activities received from any person orcommunity or area it serves; the date the Service informs the public
from any bureau or similar agency of a govern-(through such means as publication in the In-2) The organization must prepare periodic
mental unit are includible in any tax year onlyternal Revenue Bulletin) that such reliancefinancial reports treating all of the funds
to the extent the gross receipts do not exceedhas expired. However, if the grantor, contribu-that are held by the community trust, ei-
the greater of $5,000 or 1% of the organiza-tor, or distributor acquires knowledge that thether directly or in component parts, as
tion’s total support in that year.Service has notified the community trust that itfunds of the organization;

has failed to establish that it is a public charity,
3) All funds of the organization must be sub- The not-more-than-one-third support testthen reliance on the claimed status expires at

ject to a common governing instrument will be met if an organization normally re-the time such knowledge is acquired.
(or a master trust or agency agreement) ceives no more than one third of its support in
that may be embodied in a single (or sev- each tax year from the sum of:Section 509(a)(2) Organizations eral) document(s) containing common

1) Gross investment income, andSection 509(a)(2) excludes certain types oflanguage; and
2) The excess (if any) of unrelated businessbroadly, publicly supported organizations from

4) The organization must have a common taxable income over the tax imposed onprivate foundation treatment. Generally, an or-
governing body (or distribution commit- income from unrelated trades or busi-ganization described in section 509(a)(2) may
tee) that either directs or, in the case of a nesses acquired after June 30, 1975.also fit the description of a publicly supported
fund designated for specified benefi-

organization under section 509(a)(1). Thereciaries, monitors the distribution of all Gross investment income  means theare, however, two basic differences.funds exclusively for charitable purposes. gross amount of income from interest, divi-1) For section 509(a)(2) organizations, theThe governing body must have the power dends, and payments with respect to securi-term support includes items of supportin the governing instrument, the instru- ties loans, rents, and royalties, but it does not
discussed earlier (under Support, in thement of transfer, the resolutions or bylaws include any income that would be included in
discussion of Section 509(a)(1) Organiza-of the governing body, a written agree- computing tax on unrelated business income
tions) and income from activities directlyment, or otherwise— from trades or businesses.
related to their exempt function. This in-a) To modify any restriction or condition Definition of normally.  Both support
come is not included in meeting the sup-on the distribution of funds for any tests are computed on the basis of the nature
port test for a publicly supported organi-specified charitable purposes or to of the organization’s normal sources of sup-
zation under section 509(a)(1).specified organizations if in the sole port. An organization will be considered to

judgment of the governing body (with- 2) Section 509(a)(2) places a limit on the to- have normally met both tests for its current tax
out the necessity of the approval of any tal gross investment income and unre- year and the tax year immediately following, if
participating trustee, custodian, or lated business taxable income (in excess it meets those tests on the basis of the total
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support received for the 4 tax years immedi- responsible for a substantial and material the organization or was a substantial con-
ately preceding the current tax year. change if the total gifts, grants, or contribu- tributor to the organization before the

However, if during the current tax year tions received from that grantor or contributor grant or contribution.
there are substantial and material changes for a tax year are 25% or less of the total sup- 2) The grant or contribution is not made by a
in an organization’s sources of support port received by the organization from all person (or related person) who is in a po-
other than changes arising from unusual sources for the 4 tax years immediately pre-

sition of authority, such as a foundation
grants (discussed later under Exclusion for un- ceding the tax year. (If the organization has

manager, or who otherwise has the abilityusual grants), neither the 4·year computation not qualified as ‘‘publicly supported’’ for those
to exercise control over the organization.period for the current year as an immediately 5 years, see Special rule for newly created or-
Similarly, the grant or contribution is notfollowing tax year, nor the 4·year computation ganizations, next.) For this purpose, total sup-
made by a person (or related person) whoperiod for that year as a current tax year ap- port does not include support received from
because of the grant or contribution, ob-plies. Instead, the normal sources of support that particular grantor or contributor. The gran-
tains a position of authority or the ability towill be determined on the basis of a 5·year pe- tor or contributor cannot be a person who is in
otherwise exercise control over theriod consisting of the current tax year and the a position of authority, such as a foundation
organization.4 preceding tax years. manager, or who obtains a position of author-

Thus, for example, if material changes oc- ity or the ability to exercise control over the or- 3) The grant or contribution is in the form of
cur in support for the year 1994, then even gan iza t ion  because  o f  the  g ran t  o r cash, readily marketable securities, or as-
though the organization meets the require- contribution. sets that directly further the organiza-
ments of the support tests based on the years tion’s exempt purposes, such as a gift of a
1989—1992 or 1990—1993, it does not meet Special rule for newly created organiza- painting to a museum.
these tests unless it meets the requirements tions.  A newly created organization may need

4) The donee organization has received ei-based on the 5·year computation period of several years to establish its normal sources
ther an advance or final ruling or determi-1990 through 1994. An example of a substan- of support. Organizations generally are al-
nation letter classifying it as a publiclytial and material change may be the receipt of lowed a five-year period to establish that they
supported organization and, except for anan unusually large contribution that does not meet the section 509(a)(2) support test. This is
organization operating under an advancequalify as an unusual grant. referred to as the advance ruling period. If an
ruling or determination letter, the organi-If an organization is not able to meet ei- organization can reasonably be expected to
zation is actively engaged in a program ofther of the support tests because of  a sub- meet the support test by the end of its ad-
activities in furtherance of its exemptstantial or material change in the sources of vance ruling period, the Service may issue it
purpose.support, its status with respect to a grantor or an advance ruling or determination letter. See

contributor will not be affected until notice of a Advance rulings for newly created organiza- 5) No material restrictions or conditions
change in status is made to the public (such as tions, later. This will permit the organization to have been imposed by the grantor or con-
by publication in the Internal Revenue be treated as a section 509(a)(2) organization tributor upon the organization in connec-
Bulletin). for its advance ruling period. tion with the grant or contribution.

However, this rule does not apply to any An advance ruling or determination is not a 6) If the grant or contribution is intended for
grantor or contributor who: ruling that the organization will meet the re- operating expenses, rather than capital

quirements of section 509(a)(2) during the ad-1) Was responsible for the substantial or items, the terms and amount of the grant
vance ruling period. An organization that re-material change; or contribution are expressly limited to
ceives an advance ruling or determination

one year’s operating expenses.2) Was aware of it; or letter must, at the expiration of the advance
ruling period, establish that it satisfies the sec-3) Has acquired knowledge that the Internal If there is any doubt that a grant or contri-tion 509(a)(2) support requirements for theRevenue Service gave notice to the or- bution may be excluded as an unusual grant,years covered by the advance ruling, or the or-ganization that it would no longer be clas- the grantee organization may request a ruling,ganization will be presumed to be a privatesified as a section 509(a)(2) organization. submitting all of the necessary information forfoundation under section 508(b). 

making a determination to its key District Di-Exclusion for unusual grants.  An unu-A grantor or contributor  (other than one rector. The Service has the sole discretion ofsual grant may be excluded from the supportof the organization’s founders, creators, or issuing a ruling, but if a favorable ruling is is-test computation if it:foundation managers) is not considered to be sued, it may be relied on by the grantor or con-
responsible for, or aware of, the substantial 1) Was attracted because of the publicly tributor for purposes of a charitable contribu-
and material change if the grantor or contribu- supported nature of the organization; tions deduction and by the organization for
tor made the grant or contribution relying upon 2) Was unusual or unexpected with respect purposes of the exclusion for unusual grants.
a written statement by the grantee organiza- to the amount; and The organization should follow the procedures
tion that the grant or contribution would not re- set out in Revenue Procedure 92·4, 1992·13) Would, because of its size, adversely af-sult in the loss of the organization’s classifica- IRB 66.fect the status of the organization as nor-tion as an organization that is not a private

In addition to the characteristics listedmally meeting the one-third support test.foundation. The statement must be signed by
above,  the following factors may be taken(The organization must otherwise meeta responsible officer of the grantee organiza-
into consideration by the Internal Revenuethe test in that year without benefit of thetion and must set forth sufficient information,
Service in determining if the grant or contribu-grant or contribution.)including a summary of the pertinent financial
tion qualifies as an unusual grant.data for the 4 preceding years, to assure a rea-

A grant or contribution will be considered 1) Whether the organization met the one-sonably prudent person that the grant or con-
an unusual grant if the above 3 factors apply third support test in the past without thetribution would not result in the loss of the
and if it meets all of the following characteris-grantee organization’s classification as not a benefit of any exclusions of unusual
tics. If these factors and characteristics areprivate foundation. If a reasonable doubt ex- grants.
met, then even without the benefit of an ad-ists as to the effect of the grant or contribution, 2) Whether the contribution was a bequestvance ruling, grantors or contributors have as-or, if the grantor or contributor is one of the or- or an inter vivos transfer. A bequest willsurance that they will not be considered re-ganization’s founders, creators, or foundation ordinarily be given more favorable consid-sponsible for substantial  and materialmanagers, the grantee organization may re- eration than an inter vivos transfer.changes in the organization’s sources ofquest a ruling from its key District Director for
support. 3) Whether the organization carried on anthe protection of the grantor or contributor.

actual program of public solicitation andIf there is no written statement,  a gran- 1) The grant or contribution is not made by a
exempt activities, and was able to attracttor or contributor will not be considered to be person (or related person) who created
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a significant amount of public support a private foundation, makes a grant of from gross investment income and unrelated
before the unusual gift. business taxable income.$500,000 in cash to M. Although Albert Cedar,

the creator of X, is one of the nine members of All pertinent facts and circumstances are4) Whether the organization may reasonably
M’s governing body, was one of M’s original taken into account in determining whether thebe expected to attract a significant
founders, and continues to lend his prestige to organizational structure, programs or activi-amount of public support after the particu-

ties, and method of operation of an organiza-M’s activities and fund-raising efforts, Albertlar contribution. Continued reliance on un-
tion are sufficient to enable it to meet the testsdoes not, directly or indirectly, exercise anyusual grants to fund an organization’s cur-
for its advance ruling period (discussed ear-control over M. By the close of its first tax year,rent operating expenses may be evidence
lier). Some pertinent factors considered are:M also has received a significant amount ofthat the organization cannot attract future

support from a number of smaller contribu-support from the general public. 1) Whether the organization has or will have
tions and pledges from members of the gen- a governing body that is composed of5) Whether the organization has a represen- eral public. Upon the opening of its first sea- persons having special knowledge in thetative governing body. son of ballet performances, M expects to particular field in which the organization is
charge admission to the general public. Under operating or of community leaders, suchExample 1.  In 1990, Y, an organization these circumstances, the grant by X to M may as elected officials, members of thedescribed in section 501(c)(3), was created by be excluded as an unusual grant for purposes clergy, and educators, or, in the case of aMarshall Pine, the holder of all the common of determining whether M meets the one-third membership organization, of individualsstock in M corporation, Lisa, Marshall’s wife, support test. Although Albert was a founder elected under the organization’s gov-and Edward Forest, Marshall’s business asso- and member of the governing body of M, X’s erning instrument or bylaws by a broadlyciate. Each of the three creators made small grant may be excluded. based membership.cash contributions to Y to enable it to begin

2) Whether a substantial portion of the orga-operations. The purpose of Y was to sponsor
Advance rulings for newly created organi- nization’s initial funding is to be providedand equip athletic teams composed of under-
zations.  Newly created organizations gener- by the general public, by public charities,privileged children of the community. Between
ally are allowed an advance ruling period of or by government grants rather than by a1990 and 1993, Y was able to raise small
five years. This five-year period replaces the limited number of grantors or contributorsamounts of contributions through fund-raising
two or three year period and the extended ad- who are disqualified persons with respectdrives and selling admission to some of the
vance ruling period allowed under prior rules. to the organization.sponsored sporting events.
Organizations that selected the two or threeFor its first year of operations, it was deter- 3) Whether a substantial proportion of theyear advance ruling period generally will bemined that Y was excluded from the definition organization’s initial funds are placed, orgiven the option to extend the advance rulingof private foundation under the provisions of will remain, in an endowment and whetherperiod to five years.section 509(a)(2). Marshall made small contri- the investment of those funds is unlikelyAn organization that is claiming on its Formbutions to Y from time to time. At all times, the to result in more than one-third of its total1023 (or other section 508(b) notice) to be de-operations of Y were carried out on a small support being received from gross invest-scribed under section 509(a)(2) must have op-scale, usually being restricted to the sponsor- ment income and from unrelated busi-erated for at least one tax year consisting of atship of two to four baseball teams composed ness taxable income in excess of the taxleast eight months before the Service willof underprivileged children. imposed on that income.make a final determination of its status. How-In 1994, M recapitalized and created a first
ever, if an organization can show that it can 4) Whether an organization that carries onand second class of 6% nonvoting preferred
reasonably be expected to qualify under sec- fund-raising activities has developed astock, most of which was held by Marshall and

concrete plan for solicitation of funds on ation 509(a)(2), the Service will issue an ad-Lisa. Marshall then contributed 49% of his
community or area-wide basis.vance ruling or determination letter on the or-common stock in M to Y. Marshall, Lisa, and

ganization’s private foundation status.Edward continued to be active participants in 5) Whether an organization that carries on
Generally, an advance ruling or determinationthe affairs of Y from its creation through 1994. community service activities has a con-
provides that an organization will be treated asMarshall’s contribution of M’s common stock crete program to carry out its work in the
an organization described in section 509(a)(2)was substantial and constituted 90% of Y’s to- community.
for an advance ruling period of five years.tal support for 1994. Although Y could satisfy

6) Whether membership dues for individualA newly created organization may requestthe one-third support test on the basis of the 4
(rather than institutional) members of ana ruling or determination that it will be treatedtax years before 1994, a combination of the
organization that carries on education oras a section 509(a)(2) organization for its firstfacts and circumstances preclude Marshall’s
other exempt activities for or on behalf offive tax years. This request must be filed with acontribution of M’s common stock in 1994
members have been fixed at rates de-consent to extend the statute (Form 872·C)from being excluded as an unusual grant. Mar-
signed to make membership available toshall’s contribution in 1994 constituted a sub- that in effect states the organization will be
a broad cross section of the public ratherstantial and material change in Y’s sources of subject to private foundation taxes (under sec-
than to restrict membership to a limitedsupport and on the basis of the 5·year period tion 4940) if it fails to qualify as not a private
number of persons.(1990 to 1994), Y would not be considered as foundation during the five year advance ruling

normally meeting the one-third support test period. 7) Whether an organization that provides
for the tax years 1994 (the current tax year) goods, services, or facilities is or will beIn determining whether an organization
and 1995 (the immediately succeeding tax required to make its services, facilities,can meet the support tests, the basic consid-
year). performances, or products available (re-eration is whether its organizational structure,

gardless of whether a fee is charged) toproposed programs or activities, and intendedExample 2.  M, an organization described
the general public, public charities, ormethod of operation are such as to attract thein section 501(c)(3), was organized to promote
governmental units rather than to a lim-type of broadly based support from the gen-the appreciation of ballet in a particular region
ited number of persons or organizations.eral public, public charities, and governmentalof the United States. Its principal activities will

units that is necessary to meet the tests. Theconsist of erecting a theater for the perform-
Reliance period.  The reliance period for afacts that are relevant to this determinationance of ballet and the organization and opera-

ruling or determination letter begins with theand the weight accorded each fact may differtion of a ballet company. The governing body
inception of the organization and ends 90 daysfrom case to case. A favorable determinationof M consists of nine prominent unrelated citi-
after the advance ruling period. The reliancewill not be made when the facts indicate thatzens residing in the region who have either an
period will be extended until a final determina-an organization is likely to receive less thanexpertise in ballet or a strong interest in en-
tion is made of the organization’s status only ifone-third of its support from permitted sourcescouraging appreciation of ballet. To provide
the organization submits, within the 90·dayor to receive more than one-third of its supportsufficient capital for M to begin its activities, X,
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period, the necessary information to deter- 501(c)(3). It makes awards at its annual fair for social sciences generally will be treated as pri-
mine whether it meets the requirements for a marily to confer a direct benefit upon the gen-outstanding specimens of produce and live-
section 509(a)(2) organization. eral public.stock to encourage interest and proficiency by

However, this reliance period does not ap- young people in farming and raising livestock. Medicare and Medicaid payments consti-
ply to the section 4940 excise tax on net in- Most of these awards are cash or other prop- tute gross receipts from the exercise or per-
vestment income. Therefore, if it is later deter- erty donated by local businessmen. When the formance of an exempt function. The individ-
mined that the organization was a private awards are made, the donors are given recog- ual patient, not a governmental unit, actually
foundation from its inception, the tax on net in- nition for their donations by being identified as controls the ultimate recipient of these pay-
vestment income will be due without regard to the donor of the award. The recognition given ments. Therefore, Medicare and Medicaid re-
the ruling or determination letter. to donors is merely incidental to the making of ceipts for services provided each patient are

Grantors or contributors.  If a ruling or the award to worthy youngsters. For these included as gross receipts to the extent they
determination letter is terminated before the reasons, the donations will constitute contri- do not exceed the greater of $5,000 or 1% of
expiration of the reliance period, the status of butions. The amount includible in computing the organization’s total support for the tax
a charitable contribution deduction of a gran- support is equal to the cash contributed or the year.
tor or contributor will not be affected until no- fair market value of other property on the
tice of change of status is made public (such dates contributed. Definition of membership fees.  The fact
as by publication in the Internal Revenue that a membership organization provides ser-
Bulletin). vices, admissions, facilities, or merchandise toGrants distinguished from gross receipts.

However, this rule will not apply if the its members as part of its overall activities willIn determining whether an organization nor-
grantor or contributor is responsible for, or not, in itself, result in the classification of feesmally receives more than one-third of its sup-
aware of, the act or failure to act that resulted received from members as gross receipts sub-port from public sources, all grants received
in the organization’s loss of section 509(a)(2) ject to the $5,000 or 1% limit rather than mem-from permitted sources are includible in full in
status, or if a grantor or contributor acquires bership fees. However, if an organization usesthe numerator of the support fraction in each
knowledge that the Internal Revenue Service membership fees as a means of selling admis-tax year. However, gross receipts from admis-
had given notice of the loss of status to the sions, merchandise, services, or the use of fa-sions, sales of merchandise, performance of
organization. cilities to members of the general public whoservices, or furnishing facilities in an activity

Initial determination of status.  See the have no common goal or interest (other thanthat is not an unrelated trade or business are
corresponding discussion under Advance rul- the desire to purchase such admissions, mer-includible in the numerator of the support frac-
ings to newly created organizations - Initial de- chandise, services, or use of facilities), thetion in any tax year only to the extent that the
termination of status, about midway through fees do not constitute membership fees butamounts received from any person or from
the discussion of Section 509(a)(1) Organiza- are gross receipts.any bureau or similar agency of a governmen-
tions, earlier. tal unit do not exceed the greater of $5,000 or On the other hand, to the extent the basic

Failure to obtain advance ruling.  See 1% of the total support. Because of the impo- purpose for making the payment is to provide
the corresponding discussion under Failure to sition of terms and conditions, the frequent support for the organization rather than to
obtain advance ruling about midway through similarity of public purposes of grantor and purchase admissions, merchandise, services,
the discussion of Section 509(a)(1) Organiza- grantee, and the possibility of benefit resulting or the use of facilities, the income received
tions, earlier. to the grantor, amounts received as grants for from the payment constitutes membership

carrying on exempt activities are sometimes fees.
Gifts and contributions distinguished from difficult to distinguish from amounts received
gross receipts.  In determining whether an or- as gross receipts from carrying on exempt Bureau defined.  The term any bureau or
ganization normally receives more than one- activities. similar agency of a governmental unit  for
third of its support from permitted sources, in- In distinguishing the term gross receipts determining amounts subject to the $5,000 or
clude all gifts and contributions received from from the term grants, the term gross receipts 1% limit, refers to a specialized operating unit
permitted sources in the numerator of the sup- means amounts received from an activity that of the executive, judicial, or legislative branch
port fraction in each tax year. However, gross is not an unrelated trade or business, if a spe- of government in which business is conducted
receipts from admissions, sales of merchan- cific service, facility, or product is provided to under certain rules and regulations. Since the
dise, performance of services, or furnishing fa- serve the direct and immediate needs of the term bureau refers to a unit functioning at the
cilities, in an activity that is not an unrelated payor rather than primarily to confer a direct operating, as distinct from the policy-making,
trade or business, are includible in the numer- benefit upon the general public. In general, level of government, it is normally descriptive
ator of the support fraction in any tax year only payments made primarily to enable the payor of a subdivision of a department of govern-
to the extent that the amounts received from to realize or receive some economic or physi- ment. The term would not usually include
any person or from any bureau or similar cal benefit as a result of the service, facility, or those levels of government that are basically
agency of a governmental unit do not exceed product obtained will be treated as gross re- policy-making or administrative, such as the
the greater of $5,000 or 1% of support. Any ceipts by the payee. office of the Secretary or Assistant Secretary
payment of money or transfer of property with- of a department, but would consist of the high-For example, a profit-making organization,
out adequate consideration is considered a est operational level under the policy-makingprimarily for its own economic or physical bet-
gift or contribution. When payment is made or or administrative levels.terment, contracts with a nonprofit organiza-
property is transferred as consideration for ad- tion for the rendition of a comparable service, Amounts received from a unit functioning
missions, sales of merchandise, performance facility, or product from that organization. Any at the policy-making or administrative level of
of services, or furnishing facilities to the donor, payments received by the nonprofit payee or- government are treated as received from one
the status of the payment or transfer under ganization (whether from a governmental unit, bureau or similar agency of the unit. Units of a
section 170(c) determines whether and to a nonprofit, or a profit-making organization) for governmental agency above the operating
what extent the payment or transfer consti- the services, facilities, or products are prima- level are combined and considered a separate
tutes a gift or contribution as distinguished rily for the economic or physical benefit of the bureau for this purpose. Thus, an organization
from gross receipts from related activities. payor and would therefore be considered that has gross receipts from both a policy-

The amount includible in computing sup- gross receipts, rather than grants, by the making or administrative unit and an opera-
port with respect to gifts, grants, or contribu- payee organization. Research leading to the tional unit of a department will be treated as
tions of property or use of property is the fair development of tangible products for the use having gross receipts from two bureaus. For
market or rental value of the property at the or benefit of a payor generally will be treated this purpose, the Departments of Air Force,
date of the gift or contribution. as a service provided to serve the direct and Army, and Navy are separate departments

immediate needs of the payor, while basic re-Example.  P is a local agricultural club and and each has its own policy-making, adminis-
search or studies carried on in the physical oris an organization described in section trative, and operating units.
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Example 1.  The Bureau for Africa and the However, if the organization also furnishes 509(a)(1) or (2)) organizations, that is, it must
Bureau for Latin America are considered sep- be:facilities or loans to persons who are not mem-
arate bureaus. Each is an operating unit under bers of a particular class and furnishing the fa- 1) Operated, supervised, or controlled by a
the Administrator of the Agency for Interna- cilities or funds does not contribute impor- publicly supported organization;
tional Development, a policy-making official. If tantly to accomplishing the organization’s

2) Supervised or controlled in connectionan organization had gross receipts from both exempt purposes, the support received from
with a publicly supported organization; orof these bureaus, the amount of gross receipts furnishing the facilities or funds will be consid-

from each would be subject to the greater of ered rents or interest and will be treated as 3) Operated in connection with a publicly
$5,000 or the 1% limit. gross investment income or unrelated busi- supported organization.

ness taxable income.Example 2.  A bureau is an operating unit
under the administrative office of the Execu- More than one type of relationship may existExample.  X, an organization described in
tive Director. The subdivisions of the bureau between a supporting organization and a pub-section 501(c)(3), is organized and operated
are Geographic Areas and Project Develop- licly supported organization. Any relationship,to provide living facilities for needy widows of
ment Staff. If an organization had gross re- however, must insure that the supporting or-deceased servicemen. X charges the widows
ceipts from these subdivisions, the total gross ganization will be responsive to the needs ora small rental fee for the use of the facilities.
receipts from these subdivisions would be demands of, and will constitute an integral partSince X is accomplishing its exempt purpose
considered gross receipts from the same bu- of or maintain a significant involvement in, thethrough the rental of the facilities, the support
reau and would be subject to the greater of operations of one or more publicly supportedreceived from the widows is considered gross
$5,000 or the 1% limit. organizations.receipts from a related exempt activity. How-

The first two relationships, ‘‘operated, su-ever, if X rents part of its facilities to persons
pervised, or controlled by’’ and ‘‘supervised orGrants from public charities.  For purposes having no relationship to X’s exempt purpose,
controlled in connection with,’’ are based onof the one-third support test, grants received the support received from these rentals will be
an existence of majority control of the gov-from a section 509(a)(1) organization (public considered gross investment income or unre-
erning body of the supporting organization bycharity) are generally includible in full in com- lated business taxable income.
the publicly supported organization. Theyputing the numerator of the support fraction
have the same rules for meeting the testsfor that tax year. It is sometimes necessary to Section 509(a)(3) Organizations 
under requirement (1) and are discussed asdetermine whether the recipient of a grant

Section 509(a)(3) excludes from the definition one category in the following discussion. Thefrom such a public charity has received the
of private foundation those organizations that ‘‘operated in connection with’’ relationship re-support as a grant, or whether it is an indirect
meet the three following requirements. quires that the supporting organization be re-contribution from a donor to the public charity.

sponsive to and have operational relation-If the amount received is considered a grant 1) The organization must be organized and
ships with publicly supported organizations.from the public charity, it is fully includible in at all times thereafter operated exclu-
This third relationship has different rules forthe numerator of the support fraction. sively for the benefit of, to perform the
meeting the requirement (1) tests and is dis-However, if the amount received is consid- functions of, or to carry out the purposes
cussed separately.ered an indirect contribution from one of the of one or more specified organizations

public charity’s donors that was passed (which can be either domestic or foreign)
through the public charity to the recipient or- The first category  includes organizations ei-as described in section 509(a)(1) or (2).
ganization, it will retain its character as a con- ther ‘‘operated, supervised, or controlled by’’These are commonly referred to as pub-
tribution from the donor, and if, for example, or ‘‘supervised or controlled in connectionlicly supported organizations;
the donor is a substantial contributor to the ul- with’’ organizations described in section2) The organization must be operated, su-
timate recipient, the amount is excluded from 509(a)(1) or (2).pervised, or controlled by or in connection
the numerator of the support fraction. If a pub- These kinds of organizations have a gov-with one or more of the organizations de-
lic charity makes both an indirect contribution erning body that either includes a majority ofscribed in section 509(a)(1) or (2); and
from its donor and an additional grant to the ul- members elected or appointed by one or more

3) The organization must not be controlledtimate recipient, the indirect contribution is publicly supported organizations or which con-
directly or indirectly by disqualified per-treated as having been made first. sist of the same persons that control or man-
sons (defined later) other than foundationAn indirect contribution is one that is ex- age the publicly supported organizations. If an
managers and other than one or more or-pressly or impliedly earmarked by the donor as organization is to qualify under this category, it
ganizations described in section 509(a)(1)being for, or for the benefit of, a particular re- also must meet an organizational test, an op-
or (2).cipient rather than for a particular purpose. erational test, and not be controlled by dis-

qualified persons. These requirements are
Section 509(a)(3) differs from the other covered later in this discussion.Method of accounting.  An organization’s

provisions of section 509 that describe a pub-support is determined solely on the cash re-
licly supported organization. Instead ofceipts and disbursements method of account- Operated, supervised, or controlled by,  as
describing an organization that conducts aing. For example, if a grantor makes a grant to used for supporting organizations, presup-
particular kind of activity or that receives finan-an organization payable over a term of years, poses a substantial degree of direction over
cial support from the general public, sectionthe grant will be includible in the support frac- the policies, programs, and activities of a sup-
509(a)(3) describes organizations that havetion of the grantee organization only when and porting organization by one or more publicly
established certain relationships in support ofto the extent amounts payable under the grant supported organizations. The relationship re-
section 509(a)(1) or (2) organizations. Thus,are received by the grantee. quired under any one of these terms is compa-
an organization may qualify as other than a pri- rable to that of a parent and subsidiary, in
vate foundation even though it may be funded which the subsidiary is under the direction ofGross receipts from a related activity.
by a single donor, family, or corporation. Such and is accountable or responsible to the par-When the charitable purpose of an organiza-
funding ordinarily would indicate private foun- ent organization. This relationship is estab-tion described in section 501(c)(3) is accom-
dation status, but a section 509(a)(3) organi-plished through furnishing facilities for a rental lished when a majority of the officers, direc-
zation has limited purposes and activities andfee or loans to a particular class of persons, tors, or trustees of the supporting organization
gives up a significant degree of independence.such as aged, sick, or needy persons, the sup- are appointed or elected by the governing

The requirement in (2) above provides thatport received from those persons will be con- body, members of the governing body, officers
a supporting (section 509(a)(3)) organizationsidered gross receipts from a related exempt acting in their official capacity, or the member-
have one of three types of relationships withactivity rather than gross investment income ship of one or more publicly supported
one or more publicly supported (sectionor unrelated business taxable income. organizations.
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A supporting organization may be oper- 3) ‘‘Specify’’ (as explained later under Spec- the supporting organization require that it
be operated to support or benefit one orated, supervised, or controlled by one or more ified organizations) the publicly supported
more beneficiary organizations that arepublicly supported organizations even though organizations on whose behalf the organi-
designated by class or purpose and in-its governing body is not made up of repre- zation is operated; and
clude—sentatives of the specified publicly supported 4) Do not expressly empower the organiza-

organizations for whose benefit it is operated. a) The publicly supported organizationstion to operate to support or benefit any
This occurs only if it can be demonstrated that referred to above (without designatingorganization other than the ones speci-
the purposes of the publicly supported organi- the organizations by name); orfied in item (3).
zations are carried out by benefiting the speci-

b) Publicly supported organizations thatfied publicly supported organizations (dis-
In meeting the organizational test, the or- are closely related in purpose or func-cussed later under Specified organizations).

ganization’s purposes as stated in its articles tion to those publicly supported organi-
may be as broad as, or more specific than, the zations; orSupervised or controlled in connection purposes set forth in  requirement (1) at the

2) An historic and continuing relationship ex-with.  The control or management of the sup- beginning of the discussion of Section
ists between the supporting organizationporting organization must be vested in the 509(a)(3) Organizations. Therefore, an organi-
and the publicly supported organizations,same persons that control or manage the pub- zation that by the terms of its articles is formed
and because of this relationship, a sub-licly supported organization. In order for an or- for the benefit of one or more specified pub-
stantial identity of interests has devel-ganization to be supervised or controlled in licly supported organizations will, if it other-
oped between the organizations.connection with a publicly supported organiza- wise meets the other requirements, be consid-

tion, common supervision or control by the ered to have met the organizational test.
persons supervising or controlling both organi- If a supporting organization is operated,

For example, articles stating that an organ-zations must exist to insure that the supporting supervised, or controlled by, or is supervised
ization is formed to perform the publishingorganization will be responsive to the needs or controlled in connection with, one or more
functions of a specified university are suffi-and requirements of the publicly supported publicly supported organizations, it will not be
cient to comply with the organizational test. Anorganization. considered as failing the test of being organ-
organization operated, supervised, or con- ized for the benefit of specified organizationsAn organization will not be considered su- trolled by, or supervised or controlled in con- solely because its articles:pervised or controlled in connection with one nection with, one or more publicly supported

or more publicly supported organizations if it 1) Permit the substitution of one publiclyorganizations to carry out the purposes of
merely makes payments (mandatory or discre- supported organization within a desig-those organizations, will be considered to
tionary) to the publicly supported organiza- nated class for another publicly supportedhave met these requirements if the purposes
tions. This is true even if the obligation to organization either in the same or a differ-set forth in its articles are similar to but no
make payments is legally enforceable and the ent class designated in the articles;broader than the purposes set forth in the arti-
organization’s governing instrument contains cles of its controlling organizations. If, how- 2) Permit the supporting organization to op-provisions requiring the distribution. These ar- ever, the organization by which it is operated, erate for the benefit of new or additionalrangements do not provide a sufficient con- supervised, or controlled is a publicly sup- publicly supported organizations of thenection between the payor organization and ported section 501(c)(4), (5), or (6) organiza- same or a different class designated inthe needs and requirements of the publicly tion, the supporting organization will be con- the articles; orsupported organizations to constitute supervi- sidered to have met these requirements if its
sion or control  in connection with the 3) Permit the supporting organization to varyarticles require it to carry on charitable, etc.,
organizations. the amount of its support among differentactivities within the meaning of section

publicly supported organizations within170(c)(2).
the class or classes of organizations des-Organizational and operational tests.  To Limits.  An organization is not organized
ignated by the articles.qualify as a section 509(a)(3) organization exclusively for the purposes specified in re-

(supporting organization), the organization quirement (1) if its articles expressly permit it
must be both organized and operated for the See also the rules considered under The orga-to operate, to support, or to benefit any organi-
purposes set out in requirement (1) at the be- nizational test, in the later discussion for orga-zation other than the specified publicly sup-
ginning of this section. If an organization fails nizations ‘‘operated in connection with’’ pub-ported organizations. It will not meet the orga-
to meet either the organizational or the opera- licly supported organizations.nizational test even though the actual
tional test, it cannot qualify as a supporting Operational test—permissible benefi-operations of the organization have been ex-
organization. ciaries.  A supporting organization will be re-clusively for the benefit of the specified pub-

garded as operated exclusively to support oneIn the case of supporting organizations licly supported organizations.  
or more specified publicly supported organiza-created prior to 1970, the organizational and Specified organizations.  In order to meet
tions only if it engages solely in activities thatoperational tests apply as of January 1, 1970. requirement (1), an organization must be or-
support or benefit the specified organizations.Therefore, even though the original articles of ganized and operated exclusively to support
These activities may include making paymentsorganization did not limit its purposes to those or benefit one or more specified publicly sup-
to or for the use of, or providing services or fa-in requirement (1), and even though it oper- ported organizations. The manner in which the
cilities for, individual members of the charita-ated before 1970 for some purpose other than publicly supported organizations must be
ble class benefited by the specified publiclythose in requirement (1), an organization will specified in the articles will depend upon
supported organization.satisfy the organizational and operational whether the supporting organization is ‘‘oper-

For example, a supporting organizationtests if, on January 1, 1970, and at all times ated, supervised, or controlled by’’ or ‘‘super-
may make a payment indirectly through an-thereafter, it is so constituted as to comply vised or controlled in connection with’’ the or-
other unrelated organization to a member of awith these tests. ganizations or whether it is ‘‘operated in
charitable class benefited by a specified pub-Organizational test.  An organization is connection with’’ the organizations.
licly supported organization, but only if such aorganized exclusively for one or more of the Generally, the articles of the supporting or- payment constitutes a grant to an individualpurposes specified in requirement (1) only if its ganization must designate each of the speci- rather than a grant to an organization. Simi-articles of organization: fied organizations by name, unless: larly, an organization will be regarded as oper-

1) Limit the purposes of the organization to 1) The supporting organization is ‘‘operated, ated exclusively to support or benefit one or
one or more of those purposes; supervised, or controlled by’’ or ‘‘super- more specified publicly supported organiza-

2) Do not expressly empower the organiza- vised or controlled in connection with’’ tions if it supports or benefits a section
tion to engage in activities that are not in one or more publicly supported organiza- 501(c)(3) organization, other than a private
furtherance of those purposes; tions and the articles of organization of foundation, that is operated, supervised, or
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controlled directly by or in connection with a If a person who is a disqualified person section 509(a)(3) organization because it is
with respect to a supporting organization, suchpublicly supported organization, or an organi- ‘‘operated in connection with’’ one or more
as a substantial contributor to the supportingzation that is a publicly owned college or uni- publicly supported organizations, it must not
organization, is appointed or designated as aversity. However, an organization will not be be controlled by disqualified persons (as de-
foundation manager of the supporting organi-regarded as one that is operated exclusively to scribed earlier) and it must meet an organiza-
zation by a publicly supported beneficiary or-support or benefit a publicly supported organi- tional test, a responsiveness test, an integral
ganization to serve as the representative ofzation if any part of its activities is in further- part test, and an operational test.
the publicly supported organization, then thatance of a purpose other than supporting or
person will be regarded as a disqualified per-benefiting one or more specified publicly sup- The organizational test  requires that the or-
son, rather than as a representative of theported organizations. ganization, in its governing instrument,
publicly supported organization.Operational test—permissible activi- Limit its purposes to supporting one orAn organization is considered controlledties.  A supporting organization is not required more publicly supported organizations,for this purpose if the disqualified persons, byto pay its income to the publicly supported or-

Designate the organizations ‘‘operated,combining their votes or positions of authority,ganizations to meet the operational test. It
supervised, or controlled by,’’ andmay require the organization to perform anymay satisfy the test by using its income to

act that significantly affects its operations orcarry on an independent activity or program Not have express powers inconsistent with
may prevent the organization from performingthat supports or benefits the specified publicly these purposes.
the act. This includes, but is not limited to, thesupported organizations. All such support,
right of any substantial contributor or spousehowever, must be limited to permissible bene- These  tes ts  app ly  to  a l l  suppor t ingto designate annually the recipients fromficiaries described earlier. The supporting or- organizations.among the publicly supported organizations ofganization also may engage in fund raising ac- In the case of an organization that isthe income attributable to the contribution totivities, such as solicitations, fund raising ‘‘operated in connection with’’ one or morethe supporting organization. Except as ex-dinners, and unrelated trade or business, to publicly supported organizations, however,plained in the next paragraph, a supporting or-raise funds for the publicly supported organi- the designation requirement under the organi-ganization will be considered to be controlledzations or for the permissible beneficiaries. zational test can be satisfied using either ofdirectly or indirectly by one or more disquali-

the following two methods.fied persons if the voting power of such per-Absence of control by disqualified per- Method one.  If an organization is organ-sons is 50% or more of the total voting powersons.  The third requirement an organization ized and operated to support one or more pub-of the organization’s governing body, or if onemust meet to qualify as a supporting organiza- licly supported organizations and it is ‘‘oper-or more such persons have the right to exer-tion requires that the organization not be con- ated in connection with’’ such an organizationcise veto power over the actions of thetrolled directly or indirectly by one or more dis- or organizations, then, its articles of organiza-organization.qualified persons other than foundation tion must designate the specified organiza-Thus, if the governing body of a foundationmanagers or one or more publicly supported tions by name to satisfy the test. A supportingis composed of five trustees, none of whomorganizations.  organization that has one or more specified or-has a veto power over the actions of the foun-Disqualified persons.  For the purposes ganizations designated by name in its articlesdation, and no more than two trustees are atof the rules discussed in this publication, the will not be considered to have failed the test ofany time disqualified persons, the foundationfollowing persons are considered disqualified being organized for the benefit of specified or-will not be considered to be controlled directlypersons: ganizations solely because its articles:or indirectly by one or more disqualified per-
1) All substantial contributors to the sons by reason of this fact alone. However, all 1) Permit a publicly supported organization,

foundation. pertinent facts and circumstances (including that is designated by class or purpose
the nature, diversity, and income yield of an or- rather than by name to be substituted for2) All foundation managers of the
ganization’s holdings, the length of time partic- the publicly supported organization or or-foundation.
ular stocks, securities, or other assets are re- ganizations designated by name in the ar-3) An owner of more than 20% of— tained, and its manner of exercising its voting ticles, but only if the substitution is condi-
rights with respect to stocks in which membersa) The total combined voting power of a tioned upon the occurrence of an event
of its governing body also have some interest)corporation, that is beyond the control of the support-
are considered in determining whether a dis- ing organization, such as loss of exemp-b) The profits interest of a partnership, or
qualified person does in fact indirectly control tion, substantial failure or abandonment

c) The beneficial interest of a trust or unin- an organization. of operations, or dissolution of the organi-
corporated enterprise, Nevertheless, an organization is permitted zation or organizations designated in the

to establish to the satisfaction of the Internal articles;d) that is (during such ownership) a sub-
Revenue Service that disqualified persons, instantial contributor to the foundation. 2) Permit the supporting organization to op-fact, do not directly or indirectly control it. For

erate for the benefit of an organization4) A member of the family of any of the indi- example, in the case of a religious organiza-
that is not a publicly supported organiza-viduals just listed. tion operated in connection with a church, the
tion, but only if the supporting organiza-fact that the majority of the organization’s gov-5) A corporation of which more than 35% of tion is currently operating for the benefiterning body is composed of lay persons whothe total combined voting power is owned of a publicly supported organization andare substantial contributors to the organiza-by persons just listed. the possibility of its operating for the ben-tion will not disqualify the organization under6) A partnership of which more than 35% of efit of other than a publicly supported or-section 509(a)(3) if a representative of thethe profits interest is owned by persons ganization is remote; orchurch, such as a bishop or other official, hasdescribed in (1), (2), (3), or (4). 3) Permit the supporting organization to varycontrol over the policies and decisions of the

7) A trust, estate, or unincorporated enter- the amount of its support between differ-organization.
prise of which more than 35% of the ben- ent designated organizations, as long as it
eficial interest is owned by persons de- meets the requirements of the integralThe second category  includes organizations
scribed in (1), (2), (3), or (4). part test (discussed later) with respect to‘‘operated in connection with’’ one or more or-

at least one beneficiary organization.ganizations described in section 509(a)(1) or
Remember, however, that foundation manag- (2).
ers and publicly supported organizations are If the beneficiary organization referred to inThis kind of section 509(a)(3) organization
not disqualified persons for purposes of the (2) is not a publicly supported organization, theis one that has certain types of operational re-
third requirement under section 509(a)(3). supporting organization will not then meet thelationships. If an organization is to qualify as a
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operational test. Therefore, if a supporting or- or for the use of publicly supported orga- whether a supporting organization is comply-
ganization substituted a beneficiary other than nizations, and the amount of support re- ing with the attentiveness test. The absence of
a publicly supported organization and oper- ceived by one or more of these publicly this requirement will not preclude an organiza-
ated in support of the beneficiary, the support- supported organizations is sufficient to in- tion from classification as a supporting organi-
ing organization would not be one as de- sure the attentiveness of these organiza- zation if it complies with the other factors.
scribed in section 509(a)(3). tions to the operations of the supporting However, when none of the beneficiary or-

Method two.  If an historic and continuing organization. ganizations are dependent upon the support-
relationship exists between the supporting or- ing organization for a sufficient amount of their
ganization and the publicly supported organi- support,  the requirements of item (2) of the in-If item (2) is being relied on, a substantial
zations, and because of this relationship, a tegral part test will not be satisfied, evenamount of the total support of the supporting
substantial identity of interests has developed though the beneficiary organizations have en-organization also must go to those publicly
between the organizations, then the articles of forceable rights against the supporting organi-supported organizations that meet the atten-
organization will not have to designate the zation under state law.tiveness requirement with respect to the sup-
specified organization by name. If an organization cannot meet the require-porting organization. Except as explained in

ments of item (2) of the integral part test for itsthe next paragraph, the amount of support re-
Responsiveness test.  An organization will current tax year solely because the amount re-ceived by a publicly supported organization
meet this test if it is responsive to the needs or ceived by one or more of the beneficiariesmust represent a sufficient part of the organi-
demands of the publicly supported organiza- from the supporting organization is no longerzation’s total support to insure such attentive-
tions. To meet this test, either of the following sufficient, it can still qualify under the integralness. In applying this, if the supporting organi-
must be satisfied: part test if it can establish that it has met thezation makes payments to or for the use of a

requirements of item (2) of the integral partparticular department or school of a university,1) The publicly supported organizations
test for any 5·year period and that there hashospital, or church, the total support of the de-must elect, appoint, or maintain a close
been an historic and continuing relationship ofpartment or school must be substituted for theand continuing relationship with the of-
support between the organizations betweentotal support of the beneficiary organization.ficers, directors, or trustees of the sup-
the end of the 5·year period and the tax yearEven when the amount of support receivedporting organization (Consequently, the
in question.by a publicly supported beneficiary organiza-officers, directors, or trustees of the pub-

Transitional rule.  A charitable trust cre-tion does not represent a sufficient part of thelicly supported organizations have a sig-
ated before November 20, 1970, will meet thebeneficiary organization’s total support, thenificant voice in the investment policies of
integral part test if for tax years beginning afteramount of support received from a supportingthe supporting organization, the timing of
October 16, 1972, the trustee makes annualorganization may be sufficient to meet the re-grants and the manner of making them,
written reports to all publicly supported benefi-quirements of item (2) of the integral part test ifthe selection of recipients, and generally
ciary organizations giving a description of theit can be demonstrated that in order to avoidthe use of the income or assets of the
trust assets (including a detailed list of the as-the interruption of a particular function or activ-supporting organization.); or
sets and the income produced by them) and ifity the beneficiary organization will be suffi-

2) The supporting organization is a charita- the following five conditions have been metciently attentive to the operations of the sup-
ble trust under state law, each specified continuously since November 20, 1970:porting organization. This may occur when
publicly supported organization is a

either the supporting organization or the bene- 1) All the unexpired interests in the trust arenamed beneficiary under the trust’s gov-
ficiary organization earmarks the support re- devoted to charitable purposes;erning instrument, and the beneficiary or-
ceived from the supporting organization for a

ganization has the power to enforce the 2) The trust did not receive any grant, contri-particular program or activity, even if the pro-
trust and compel an accounting under bution, bequest, or other transfer on or af-gram or activity is not the beneficiary organiza-
state law. ter November 20, 1970;tion’s primary program or activity, as long as

the program or activity is a substantial one. 3) The trust is required by its governing in-For an organization that was supporting or
All factors, including the number of benefi- strument to distribute all its net incomebenefiting one or more publicly supported or-

ciaries, the length and nature of the relation- currently to designated publicly supportedganizations before November 20, 1970, addi-
ship between the beneficiary and supporting beneficiary organizations;tional facts and circumstances, such as an his-
organization, and the purpose to which thetoric and continuing relationship between 4) The trustee does not have discretion tofunds are put, will be considered in determin-organizations, may be taken into account in vary either the beneficiaries or theing whether the amount of support received byaddition to the factors described earlier to es- amounts payable to the beneficiaries; anda publicly supported beneficiary organizationtablish compliance with the responsiveness 5) None of the trustees would be disqualifiedis sufficient to insure the attentiveness of thetest. persons (other than foundation manag-organization to the operations of the support-

ers) with respect to the trust if the trusting organization.Integral part test.  The organization will meet were treated as a private foundation.Normally, the attentiveness of a benefici-this test if it maintains a significant involve-
ary organization is motivated by the amountsment in the operations of one or more publicly
received from the supporting organization. Operational test.  The requirements for meet-supported organizations and these organiza-
Thus, the more substantial the amount in- ing the operational test for organizations ‘‘op-tions are in turn dependent upon the support-
volved, in terms of a percentage of the publicly erated, supervised, or controlled by’’ publiclying organization for the type of support that it
supported organization’s total support, the supported organizations (discussed earlierprovides. To meet this test, either of the fol-
greater the likelihood that the required degree under Qualifying As Publicly Supported), havelowing must be satisfied (unless transitional
of attentiveness will be present. However, in limited applicability to organizations ‘‘operatedrules, discussed later, apply):
determining whether the amount received in connection with’’ one or more publicly sup-

1) The activities engaged in for or on behalf from the supporting organization is sufficient ported organizations. This is because the op-
of the publicly supported organizations to insure the attentiveness of the beneficiary erational requirements of the integral part test,
are activities to perform the functions of organization to the operations of the support- just discussed, generally are more specific
or to carry out the purposes of the organi- ing organization (including attentiveness to than the general rules found for the opera-
zations, and, but for the involvement of the nature and yield of the supporting organi- tional test in the preceding category. However,
the supporting organization, would nor- zation’s investments), evidence of actual at- a supporting organization can fail both the in-
mally be engaged in by the publicly sup- tentiveness by the beneficiary organization is tegral part test and the operational test if it
ported organizations themselves; or of almost equal importance. conducts activities of its own that do not con-

2) The supporting organization makes pay- The imposition of this requirement is stitute activities or programs that would, but
ments of substantially all of its income to merely one of the factors in determining for the supporting organization, have been
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conducted by any publicly supported organiza- gross investment income to the extent they different persons, and each organization
are characterized as gross investment incometion named in the supporting organization’s performs a different function; and
in the possession of the organization spendinggoverning instrument. A similar result occurs

7) The supporting organization is not able tothe amounts. An organization seeking sectionfor such activities or programs that would not
exercise substantial control or influence509(a) (2) status must file a separate state-have been conducted by an organization with
over the beneficiary organization becausement with its annual information return, Formwhich the supporting organization has estab-
the beneficiary organization receives sup-990, listing all amounts received from support-lished an historic and continuing relationship.
port or holds assets that are dispropor-ing organizations.
tionately large in comparison to the sup-An organization operated in conjunction
port received or assets held by theRelationships created for avoidance pur-with a social welfare organization, labor or ag-
supporting organization.poses.  If a relationship between an organiza-ricultural organization, business league, cham-

tion seeking section 509(a)(3) status and anber of commerce, or other organization de-
organization seeking section 509(a)(2) statusscribed in section 501(c)(4), (5), or (6), may Effect on 509(a)(3) organizations.  If a ben-
is established or availed of after October 9,qualify as a supporting organization under sec- eficiary organization fails to meet either of the
1969, and one of the purposes of establishingtion 509(a)(3) and therefore not be classified support tests of section 509(a)(2) due to these
or utilizing the relationship is to avoid classifi-as a private foundation if the following condi- provisions, and the beneficiary organization is
cation as a private foundation with respect totions are met: one for whose support the organization seek-
either organization, then the character and ing section 509(a)(3) status is operated, then1) The supporting organization must meet amount of support received by the section the supporting organization will not be consid-all the requirements previously specified, 509(a)(3) organization will be attributed to the

ered to be operated exclusively to support ornamely the organizational tests, the oper- section 509(a)(2) organization for purposes of
ational test, and the requirement that it be benefit one or more section 509(a)(1) or (2) or-determining whether the latter meets the sup-
operated, supervised, or controlled by or ganizations and therefore would not qualify forport tests under section 509(a)(2). If this type
in connection with one or more specified section 509(a)(3) status.of relationship is established or utilized be-
organizations, and not be controlled by tween an organization seeking 509(a)(3) sta-
disqualified persons; and Classification under section 509(a).  If antus and two or more organizations seeking

organization is described in section 509(a)(1),2) The section 501(c)(4), (5), or (6) organiza- 509(a)(2) status, the amount and character of
tion would be described in section and is also described in either sectionsupport received by the former organization
509(a)(2) if it was a charitable organiza- w i l l  be  p ro ra ted  among the  la t te r 509(a)(2) or (3), it will be treated as a section
tion described in section 501(c)(3). This organizations. 509(a)(1) organization.
provision allows separate charitable In determining whether a relationship ex-
funds of certain noncharitable organiza- ists between an organizat ion seeking Reliance by grantors and contributors.
tions to be described in section 509(a)(3) 509(a)(3) status (supporting organization) and Once an organization has received a final rul-
if the noncharitable organizations receive one or more organizations seeking 509(a)(2) ing or determination letter classifying it as an
their support and otherwise operate in the status (beneficiary organizations) for the pur- organization described in section 509(a)(1),
manner specified by section 509(a)(2). pose of avoiding private foundation status, all

(2), or (3), the treatment of grants and contri-pertinent facts and circumstances will be
butions and the status of grantors and contrib-taken into account. The following facts may beSpecial rules of attribution.  To determine utors to the organization will generally not beused as evidence that such a relationship waswhether an organization meets the not-more-
affected by reason of a later revocation by thenot  established or availed of to avoid classifi-than-one-third support  test in sect ion
Service of the organization’s classification un-cation as a private foundation:509(a)(2), amounts received by the organiza-
til the date on which notice of change of statustion from an organization that seeks to be a 1) The supporting organization is operated is made to the public (generally by publicationsection 509(a)(3) organization because of its to support or benefit several specified
in the Internal Revenue Bulletin) or anothersupport of the organization (or from a charita- beneficiary organizations;
applicable date, if any, specified in the publicble trust, corporation, fund, association, or

2) The beneficiary organization has a sub- notice. In appropriate cases, however, thesimilar organization that is required by its gov-
stantial number of dues-paying members treatment of grants and contributions and theerning instrument or otherwise to distribute, or
who have an effective voice in the man- status of grantors and contributors to an or-that normally does distribute, at least 25% of
agement of both the supporting and theits adjusted net income to the organization, ganization described in section 509(a)(1), (2),
beneficiary organizations;and whose distribution normally comprises at or (3) may be affected pending verification of

3) The beneficiary organization is composedleast 5% of its adjusted net income), will re- the continued classification of the organiza-
of several membership organizations,tain their character as gross investment in- tion. Notice to this effect will be made in a pub-
each of which has a substantial numbercome (rather than gifts or contributions) to the lic announcement by the Service. In these
of members, and the membership organi-extent they are characterized as gross invest- cases, the effect of grants and contributions
zations have an effective voice in thement income in the possession of the distribut- made after the date of the announcement will
management of the supporting and bene-ing organization. All income characterized as depend on the statutory qualification of the or-
ficiary organizations;gross investment income in the possession of ganization as an organization described in

the distributing organization will be deemed to 4) The beneficiary organization receives a section 509(a)(1), (2), or (3).
be distributed first by the organization and will substantial amount of support from the
retain its character in the possession of the re- general public, public charities, or govern- Caution:  The preceding paragraph shallcipient. If the supporting organization makes mental grants; not apply if the grantor or contributor:distributions to more than one organization,

5) The supporting organization uses itsthe amount of gross investment income 1) Had knowledge of the revocation of the
funds to carry on a meaningful program ofdeemed distributed will be prorated among the ruling or determination letter classifyingactivities to support or benefit the benefi-distributees. the organization as an organization de-ciary organization and, if the supportingAlso, treat amounts paid by an organiza- scribed in section 509(a)(1), (2), or (3); ororganization were a private foundation,tion to provide goods, services, or facilities for
this use would be sufficient to avoid the 2) Was in part responsible for, or was awarethe direct benefit of an organization seeking
imposition of the tax on failure to dis- of, the act, the failure to act, or the sub-section 509(a)(2) status (rather than for the di-
tribute income; stantial and material change on the partrect benefit of the general public) in the same

of the organization that gave rise to themanner as amounts received by the latter or- 6) The operations of the beneficiary and
revocation.ganization. These amounts will be treated as supporting organizations are managed by
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1) Substantially all (at least 85%) of its sup-Section 509(a)(4) Organizations 
port (other than gross investment income) Lobbying ExpendituresSection 509(a)(4) excludes from classification
is normally received from the generalas private foundations those organizations In general, if a substantial part of the activitiespublic and five or more unrelated exemptthat qualify under section 501(c)(3) as organ- of your organization consists of carrying onorganizations;ized and operated for the purpose of testing propaganda or otherwise attempting to influ-

2) Not more than 25% of its support (otherproducts for public safety. Generally, these ence legislation, your organization’s exemp-
than gross investment income) is nor-organizations test consumer products to de- tion from federal income tax will be denied.
mally received from any one exempt or-termine their acceptability for use by the gen- However, a public charity (other than a church,
ganization; anderal public. an integrated auxiliary of a church or of a con-

vention or association of churches, or a mem-3) Not more than 50% of its support is nor-
Private Operating Foundations ber of an affiliated group of organizations thatmally received from gross investment

includes a church, etc.) may avoid this result.income.Some private foundations qualify as private
Such a charity can elect to replace the sub-operating foundations. These are types of pri-
stantial part of activities test with a limit de-This test is intended to apply to special-pur-vate foundations that, although lacking gen-
fined in terms of expenditures for influencingpose foundations, such as learned societieseral public support, make qualifying distribu-
legislation. Private foundations cannot makeand associations of libraries.tions directly for the active conduct of their
this election. Endowment test.  A foundation will meeteducational, charitable, and religious pur-

the endowment test if it normally makes quali-poses, as distinct from merely making grants
Making the election.  Use Form 5768, Elec-fying distributions directly for the active con-to other organizations for these purposes.
tion/Revocation of Election By an Eligibleduct of its exempt function of at least two-Most of the restrictions and requirements
Section 501(c)(3) Organization To Make Ex-thirds of its minimum investment return.that apply to private foundations also apply to
penditures To Influence Legislation, to makeThe minimum investment return for anyprivate operating foundations. However, there
the election. The form must be signed andprivate foundation for any tax year is 5% of theare advantages to being classified as a private
postmarked within the first tax year to which itexcess of the total fair market value of all as-operating foundation. For example, a private
applies. If the form is used to revoke the elec-sets of the foundation (other than those usedoperating foundation (as compared to a pri-
tion, it must be signed and postmarked beforedirectly in the active conduct of its exempt pur-vate foundation) can be the recipient of grants
the first day of the tax year to which it applies.pose) over the amount of indebtedness in-from a private foundation without having to

Eligible section 501(c)(3) organizationscurred to acquire those assets.distribute the funds received currently within
that have made the election to be subject toIn determining whether the amount of qual-one year, and the funds nevertheless may be
the limits on lobbying expenditures must useifying distributions is at least two-thirds of thetreated as qualifying distributions by the do-
Part VI·A of Schedule A (Form 990) to com-organization’s minimum investment return, thenating private foundation; charitable contribu-
pute these limits. organization is not required to trace the sourcetions to a private operating foundation qualify

of the expenditures to determine whether theyfor a higher charitable deduction limit on the
were derived from investment income or from Attempting to influence legislation,  for thisdonor’s tax return; and for tax years beginning
contributions. purpose, means:after 1984, the excise tax on net investment

This test is intended to apply to organiza-income does not apply to an exempt operat- 1) Any attempt to influence any legislation
tions such as research organizations that ac-ing foundation. through an effort to affect the opinions of
tively conduct charitable activities but whose the general public or any segment thereof
personal services are so great in relationshipPrivate operating foundation  means any (grass roots lobbying); and
to charitable assets that the cost of those ser-private foundation that meets the assets test,

2) Any attempt to influence any legislationvices cannot be met out of small endowments.the support test, or the endowment test, and
through communication with any memberExempt operating foundations.  The ex-makes qualifying distributions directly for the
or employee of a legislative body or withcise tax on net investment income does notactive conduct of its activities for which it was
any government official or employee whoapply to an exempt operating foundation. Anorganized of substantially all (85% or more) of
may participate in the formulation of legis-exempt operating foundation for the tax year isthe lesser of its:
lation (direct lobbying).any private foundation that—

1) Adjusted net income, or
1) Is an operating foundation, as described However, the term attempting to influence leg-2) Minimum investment return. previously, islation does not include the following
2) Has been publicly supported for at least activities:Assets test.  A private foundation will

10 tax years or was an operating founda-meet the assets test if substantially more than 1) Making available the results of nonparti-
tion on January 1, 1983, or for its last tax-half (65% or more) of its assets are: san analysis, study, or research;
able year ending before January 1, 1983,

2) Examining and discussing broad social,1) Devoted directly to the active conduct of
3) Has a governing body that, at all times economic, and similar problems;its exempt activity, to a functionally re-

during the tax year, is broadly representa-lated business, or to a combination of the 3) Providing technical advice or assistancetive of the general public and consists oftwo; (where the advice would otherwise con-individuals no more than 25% of whom
stitute the influencing of legislation) to a2) Stock of a corporation that is controlled are disqualified individuals, and
governmental body or to a committee orby the foundation (by ownership of at 4) Does not have any officer, at any time other subdivision thereof in response to aleast 80% of the total voting power of all during the tax year, who is a disqualified written request by such body orclasses of stock entitled to vote and at individual. subdivision;least 80% of the total shares of all other

classes of stock) and substantially all (at 4) Appearing before or communicating withThe foundation must obtain a ruling letter from
least 85%) the assets of which are de- any legislative body with respect to a pos-the Service recognizing this special status.
voted as provided above; or sible decision of that body that might af-

fect the existence of the organization, its3) Any combination of (1) and (2). New organization.  If you are applying for rec-
powers and duties, its tax-exempt status,ognition of exemption as an organization de-
or the deduction of contributions to the or-This test is intended to apply to organizations scribed in section 501(c)(3) and you wish to
ganization; orsuch as museums and libraries. establish that your organization is a private op-

Support test.  A private foundation will erating foundation, you should complete Part 5) Communicating with a government official
meet the support test if: III of your exemption application (Form 1023). or employee, other than—
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a) A communication with a member or em- 1) Administrative expenses paid or incurred b) Certain appearances before, or com-
for the organization’s exempt purposes; munications with, any legislative body;ployee of a legislative body (when the
and andcommunication would otherwise consti-

tute the influencing of legislation), or 2) The term exempt purpose expenditures2) Amounts paid or incurred for the purpose
does not include amounts paid to or in-of influencing legislation, whether or notb) A communication with the principal pur-
curred for a separate fund-raising unit ofsuch legislation promotes the organiza-pose of influencing legislation.
such organization.tion’s exempt purposes.

Also excluded are communications between
Two organizations will be consideredExempt purpose expenditures do not includean organization and its bona fide members

members of an affiliated group of organiza-amounts paid or incurred to or for:with respect to legislation or proposed legisla- tions if:1) A separate fund-raising unit of such or-tion of direct interest to the organization and
1) The governing instrument of one of theganization; orthe members, unless these communications

organizations requires it to be bound bydirectly encourage the members to influence 2) One or more other organizations, if such
decisions of the other organization on leg-legislation or directly encourage the members amounts are paid or incurred primarily for
islative issues; orto urge nonmembers to influence legislation, fund raising.

as explained earlier. 2) The governing board of one of the organi-
zations includes persons who—The grass roots nontaxable amount  for

any organization for any tax year is 25% of theLobbying expenditures limits.  If a public a) Are specifically designated representa-
lobbying nontaxable amount for the organiza-charitable organization makes the election to tives of another such organization or
tion for that tax year.be subject to the lobbying expenditures limits are members of the governing board,

rules (instead of the substantial part of activi- officers, or paid executive staff mem-
Years for which election is effective.  Onceties test), it will not lose its tax-exempt status bers of such other organization, and
an organization elects to come under theseunder section 501(c)(3), unless it normally b) Have sufficient voting power to cause
provisions, the election will be in effect for allmakes lobbying expenditures in excess of or prevent action on legislative issues
tax years that end after the date of the election150% of the lobbying nontaxable amount by the first such organization by aggre-
and begin before the organization revokes thisfor such organization for each tax year or nor- gating their votes.
election.mally makes grass roots expenditures in ex-

cess of 150% of the grass roots nontaxable Tax on excess expenditures to influenceNote.  These elective provisions for lobby-amount for such organization for each tax legislation.  If an election for a tax year is in ef-ing activities by public charities do not apply toyear. See Tax on excess expenditures to influ- fect for an organization and that organizationa church, an integrated auxiliary of a church orence legislation, later in this section. exceeds the limitations imposed for lobbyingof a convention or association of churches, orLobbying expenditures  are any expendi- expenditures and grass roots expenditures, ana member of an affiliated group of organiza-tures that are made for the purpose of at- excise tax of 25% on the excess lobbying ex-tions that includes a church, etc., or a privatetempting to influence legislation, as discussed penditures for the tax year will be imposed. Ex-foundation. Moreover, these provisions willear l ier  under At tempt ing to inf luence cess lobbying expenditures for a tax year, innot apply to any organization for which anlegislation. this case, means the greater of:election is not in effect.Grass roots expenditures  refers only to 1) The amount by which the lobbying ex-
those lobbying expenditures that are made to penditures made by the organization dur-
influence legislation by attempting to affect Expenditures of affiliated organizations.  If ing the tax year exceed the lobbying non-

two or more section 501(c)(3) organizationsthe opinions of the general public or any seg- taxable amount for the organization for
are members of an affiliated group of organi-ment thereof. that tax year; or
zations and at least one of these organizationsThe lobbying nontaxable amount  for

2) The amount by which the grass roots ex-has made the election regarding the treatmentany organization for any tax year is the lesser
penditures made by the organization dur-of certain lobbying expenditures, then the de-of $1,000,000 or:
ing the tax year exceed the grass rootstermination as to whether excess lobbying ex-

1) 20% of the exempt purpose expendi- nontaxable amount for the organizationpenditures have been made and the determi-
tures if the exempt purpose expenditures for that tax year.nation as to whether the expenditure limits,
are not over $500,000; described earlier, have been exceeded by

Eligible organizations that have made themore than 150% will be made as though the2) $100,000 plus 15% of the excess of the
election to be subject to the limitations on lob-affiliated group is one organization.exempt purpose expenditures over
bying expenditures and that have a liability forIf such a group has excess lobbying ex-$500,000 if the exempt purpose expendi-
excess lobbying expenditures (as computed inpenditures, each organization to which thetures are over $500,000 but not over Part VI·A of Schedule A (Form 990)) are re-election is effective for the year will be treated$1,000,000; quired to file Form 4720, Return of Certain Ex-as an organization that has excess lobbying
cise Taxes on Charities and Other Persons3) $175,000 plus 10% of the excess of the expenditures in an amount that equals the or-
Under Chapters 41 and 42 of the Internal Rev-exempt purpose expenditures over ganization’s proportionate share of the
enue Code, to report the liability and pay the$1,000,000 if the exempt purpose ex- group’s excess lobbying expenditures. Fur-
tax. penditures are over $1,000,000 but not ther, if the expenditure limits, described in this

An organization that ceases to qualifyover $1,500,000; or section, are exceeded by more than 150%,
for exemption  under section 501(c)(3) be-each organization to which the election is ef-4) $225,000 plus 5% of the excess of the cause of substantial lobbying activities will notfective for that year will lose its tax-exemptexempt purpose expenditures over at any time thereafter be treated as an organi-status under section 501(c)(3). In addition, the$1,500,000 if the exempt purpose ex- zation described in section 501(c)(4). This pro-affiliated group will be treated as if it were onependitures are over $1,500,000. vision, however, does not apply to certain or-organization and the following provisions will
ganizations (churches, etc.) which areapply:

The term exempt purpose expenditures precluded from making the election discussed
1) The term lobbying to influence legislationmeans the total of the amounts paid or in- earlier.

does not include—curred (including depreciation and amortiza-
tion, but not capital expenditures) by an organ- a) Certain communications between the Tax on disqualifying lobbying expendi-
ization for the tax year to accomplish its organization and its bona fide tures.  The law imposes a tax on certain orga-
exempt purposes. In addition, it includes: members; nizations if they cease to qualify under section
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501(c)(3) by reason of having made disqualify- Correction of expenditure.  A correction
ing lobbying expenditures. An additional tax of a political expenditure is the recovery, if 501(c)(4)—
may be imposed on the managers of those or- possible, of all or part of the expenditure and Civic Leagues andganizations. These taxes apply to tax years the establishment of safeguards to prevent fu-
beginning after December 22, 1987. ture political expenditures. Social WelfareOrganizations  that lose their exemption
under section 501(c)(3) due to lobbying activi- Organizations  
ties generally will be subject to an excise tax of Status after loss of exemption for lobbying

If your organization is not organized for profit5 percent of the lobbying expenditures. The or political activities.  As explained earlier,
and will be operated exclusively for the promo-tax does not apply to private foundations. an organization can lose its tax·exempt status
tion of social welfare, you should file FormAlso, the tax does not apply to organizations under section 501(c)(3) of the Code because
1024 to obtain recognition of exemption fromthat have elected the lobbying limits of section of lobbying activities or participation or inter-
federal income tax. This section describes the501(h) or to churches or church-related orga- vention in a political campaign on behalf of or
information to be provided by such an organi-nizations that cannot elect these limits. This in opposition to a candidate for public office. If
zation when recognition of exemption is ap-tax is to be paid by the organization. this happens to an organization, it cannot later plied for. For application procedures, seeManagers  may also be liable for a 5 per- qualify for exemption under section 501(c)(4) Chapter 1.cent tax on the lobbying expenditures that re- of the Code.

sult in the disqualification of the organization.
Examples of types of organizations  thatFor the tax to apply, a manager would have to
are considered to be social welfare organiza-agree to the expenditures knowing that the ex-
tions are civic associations and volunteer firependitures were likely to result in revocation of
companies.the organization’s exempt status. No tax will

be imposed if the manager’s agreement is not 4. Nonprofit operation.  You must submit evi-willful and is due to reasonable cause.
dence that your organization is organized and
will be operated on a nonprofit basis. How-Excise taxes on political expenditures.  The Other Section ever, such evidence, including the fact thatlaw imposes an excise tax on the political ex-
your organization is organized under a statependitures of section 501(c)(3) organizations. 501(c) law relating to nonprofit corporations, will notA two-tier tax is imposed on both the organiza-
in itself establish a social welfare purpose.tions and the managers of those organiza- Organizations

tions. These taxes apply to tax years begin-
Promotion of social welfare.  To establishning after December 22, 1987.
that your organization is organized exclusivelyTaxes on organizations.  An initial tax of
for the promotion of social welfare, you should10% of certain political expenditures is im-
submit evidence with your application statingposed on a charitable organization. A second

This chapter includes thirteen sections that your organization will operate primarily totax of 100% of the expenditure is imposed if
containing specific information for certain or- further (in some way) the common good andthe political expenditure that resulted in the

general welfare of the people of the commu-ganizations described in section 501(c), otherimposition of the initial (first-tier) tax is not cor-
nity (such as by bringing about civic better-than those organizations that are described inrected within a specified period. These taxes
ment and social improvements).must be paid by the organization. section 501(c)(3); the latter organizations are

An organization that restricts the use of itsTaxes on managers.  An initial tax of 21/2% covered in Chapter 3 of this publication.
facilities to employees of selected corpora-of the amount of certain political expenditures The Table of Contents at the beginning of
tions and their guests is primarily benefiting ais imposed on a manager of an organization this publication, as well as the Organization
private group rather than the community and,who agrees to such expenditures knowing that Reference Chart found at the back of this pub-
therefore, does not qualify as a sectionthey are political expenditures. No tax will be lication, are helpful in locating at a glance the
501(c)(4) organization. Similarly, an organiza-imposed if the manager’s agreement was not type of organization discussed herein, and its
tion formed to represent member-tenants ofwillful and was due to reasonable cause. A applicable Code section.
an apartment complex does not qualify, sincesecond tax of 50% of the expenditures is im- As indicated at the beginning of this publi-
its activities benefit the member-tenants andposed on a manager if he or she refuses to cation, certain section 501(c) organizations not all tenants in the community, while an or-agree to a correction of the expenditures that that may qualify for exemption are not dis- ganization formed to promote the legal rightsresulted in the imposition of the initial (first-tier) cussed in this publication. These organiza- of all tenants in a particular community maytax. For purposes of these taxes, an organiza-

tions and the applicable Code sections are: qualify under section 501(c)(4) as a social wel-tion manager is generally an officer, director,
fare organization.trustee, or any employee having authority or

Corporations organized under Acts ofresponsibility concerning the organization’s
Political activity.  The promotion of socialCongress . . . . . . . . . . . . . . . . . . . . . . . . . . . 501(c)(1)political expenditures. These taxes must be
welfare does not include direct or indirect par-paid by the manager of the organization. Teachers’ retirement fund
ticipation or intervention in political campaignsPolitical expenditures.  Generally, politi- associations . . . . . . . . . . . . . . . . . . . . . . . . 501(c)(11)
on behalf of or in opposition to any candidatecal expenditures that will trigger these taxes Mutual insurance companies . . . . . . . . . 501(c)(15)
for public office. However, if you submit proofare amounts paid or incurred by a section Corporations organized to finance
that your organization is organized exclusively501(c)(3) organization in any participation or crop operations . . . . . . . . . . . . . . . . . . . . 501(c)(16)
for the promotion of social welfare, it may stillintervention in any political campaign for or Employee funded pension trusts
obtain exemption even if it participates legallyagainst any candidate for public office. Politi- (created before June 25, 1959) . . . . 501(c)(18)
in some political activity on behalf of or in op-cal expenditures include publication or distri- Withdrawal liability payment fund . . . . 501(c)(22)
position to candidates for public office. Seebution of statements for such purposes. Politi- Veterans organizations (created
the discussion in Chapter 2, under Return forcal  expendi tures a lso inc lude certa in before 1880) . . . . . . . . . . . . . . . . . . . . . . . 501(c)(23)
Political Activity.expenditures by organizations that are formed Section 4049 ERISA trusts . . . . . . . . . . . 501(c)(24)

primarily to promote the candidacy (or pro-
spective candidacy) of an individual for public Social activity.  If social activities will be the

 If you think your organization is in one of theseoffice and by organizations that are effectively primary purpose of your organization, you
categories, contact the Internal Revenuecontrolled by a candidate and are utilized pri- should not file an application for exemption as
Service for further information.   marily to promote that candidate. a social welfare organization but should file for
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exemption as a social club described in sec- exempt function income from its gross Labor Organizations 
tion 501(c)(7). income. A labor organization is an association of work-

ers, usually in the form of a labor union, coun-
Benefit program.  A social welfare organiza- cil, or committee, that is organized to protectOther organizations.  If, for example, your or-tion established by its members that has as its and promote the interests of labor in connec-ganization is seeking exemption on the basisprimary activity providing supplemental retire- tion with employment.of its crime prevention activities, it shouldment benefits to its members or death benefits To show that your organization has thesubmit evidence of a program of preventionto their beneficiaries does not qualify as an ex- purpose of a labor organization, you should in-and suppression of crime, such as encourag-empt social welfare organization. It may qual- clude in the articles of organization or accom-ing the efficiency of a municipal police force.ify under another paragraph of section 501(c) panying statements (submitted with your ex-You also may demonstrate a social welfaredepending on all the facts. emption application) information establishing

purpose for your organization by showing anHowever, a nonprofit association that is that the organization is organized to carry out
intention to encourage industrial develop-established, maintained, and funded by a local the betterment of the conditions of workers,
ment of a community by leasing plant facili-government to provide the exclusive retire- the improvement of the grade of their prod-
ties to incoming industries primarily to relievement benefits to a class of employees may ucts, and the development of a higher degree
unemployment in a chronically depressedqualify as a social welfare organization under of efficiency in their respective occupations. In
area.section 501(c)(4). addition, no net earnings of the organization

may inure to the benefit of any member.

Donations  to volunteer fire companies areSpecific Organizations  
Composition of membership.  While a labordeductible on the donor’s federal income taxThe following information should be contained organization generally is composed of em-return, but only if made for exclusively publicin the application form and accompanying ployees or representatives of the employeespurposes. Contributions to other civic leaguesstatements of certain types of civic leagues or (in the form of collective bargaining agents)or organizations generally are not deductiblesocial welfare organizations. and similar employee groups, evidence that anas charitable contributions for federal income
organization’s membership consists mainly of

tax purposes. They may be deductible asVolunteer fire companies.  If your organiza- workers does not in itself indicate an exempt
trade or business expenses, if ordinary andtion wishes to obtain exemption as a volunteer purpose. You must show in your application
necessary in the conduct of the taxpayer’sfire company or similar organization, you that your organization has the purposes de-
business. However, see Dues and assess-should submit evidence that its members are scribed in the preceding paragraph. These
ments used for political and certain legislativeactively engaged in fire fighting and similar dis- purposes may be accomplished by a single la-
activities, in the section on 501(c)(6) organiza-aster assistance, whether it actually owns the bor organization acting alone or by several or-
tions for more information about the deduct-fire fighting equipment, and whether it pro- ganizations acting together through a sepa-
ibility of these payments.  vides any assistance for its members, such as rate organization.

death and medical benefits in case of injury to
them. Further, if your organization does not Benefits to members.  The payment by a la-

bor organization of death, sick, accident, andhave an independent social purpose, it may be
similar benefits to its individual members withexempt under section 501(c)(3). In this event, 501(c)(5)—
funds contributed by its members, if madeyour organization should file Form 1023. Labor, Agricultural, under a plan that has as its object the better-
ment of the conditions of the members, doesCommunity associations.  A membership or- and Horticultural not preclude exemption as a labor organiza-ganization formed by a real estate developer
tion. However, an organization controlled byto own and maintain common green areas, Organizations  
private individuals that provides weekly in-streets, and sidewalks and to enforce cove-
come to its members in the event of a lawfulnants to preserve the appearance of the de- If you are a member of an organization that
strike by the members’ union in return for anvelopment should show that it is operated for wishes to obtain recognition of exemption
annual payment by the member, does notthe benefit of all the residents of the commu- from federal income tax as a labor, agricul-
qualify for exemption as a labor organization.nity. The term community generally refers to tural, or horticultural organization, you should

a geographical unit recognizable as a govern- submit an application on Form 1024. You must
mental subdivision, unit, or district thereof. Agricultural andindicate in your application for exemption and
Whether a particular association meets the re- accompanying statements that your organiza- Horticultural Organizations 
quirement of benefiting a community must be tion will not permit its net earnings to inure to Agricultural and horticultural organizations are
determined on the basis of the facts and cir- the benefit of any member. In addition, you connected with raising livestock, forestry, har-
cumstances of each individual case. Although should follow the procedure for obtaining rec- vesting crops or aquatic resources, the cultiva-
an area represented by an association may ognition of exempt status as described in tion of useful or ornamental plants, and similar
not be a community within the meaning of that Chapter 1 and submit any additional informa- pursuits.
term, it can still qualify for the exemption if the tion that may be required, as described in this For the purpose of these provisions, it is
association’s activities benefit a community. section. the intention that aquatic resources include

The association should submit evidence only animal or vegetable life, but not mineral
that use and enjoyment of areas such as road- resources. The term harvesting, in this case,

Contributions  to labor, agricultural, and horti-ways and park land that it owns and maintains includes fishing and related pursuits.
cultural organizations are not deductible asis extended to the general public and not re- Agricultural organizations (including cer-
charitable contributions on the donor’s federalstricted to its members. It also must show that tain fishermen’s organizations) may be quasi-
income tax return. However, such paymentsit does not engage in activities directed to ex- public in character and are often designed to
may be deductible as business expenses, pro-terior maintenance of private residences. encourage the development of better agricul-
vided they are ordinary and necessary in theA homeowners association  that is not tural and horticultural products through a sys-
conduct of the taxpayer’s trade or business.exempt under section 501(c)(4) and that is ei- tem of awards, using income from entry fees,
For more information about certain limits af-ther a condominium management association gate receipts, and donations to meet the nec-
fecting the deductibility of these business ex-or a residential real estate management asso- essary expenses of upkeep and operation.
penses, see Dues and assessments used forciation generally may elect under the provi- When the activities are directed toward the im-
political and certain legislative activities, in thesions of section 528 to receive certain tax ben- provement of marketing or other business

efits that, in effect, permit the exclusion of its section on 501(c)(6) organizations. conditions in one or more lines of business,
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rather than the improvement of production A business league,  in general, is an associa- 5) Operation of a trade publication primarily
tion of persons having some common busi-techniques or the betterment of the conditions intended to benefit an entire industry; and
ness interest, the purpose of which is to pro-of persons engaged in agriculture, the organi-

6) Encouragement of the use of goods andmote such common interest and not tozation must qualify for exemption as a busi-
services of an entire industry (such as aengage in a regular business of a kind ordina-ness league, board of trade, or other organiza- lawyer referral service whose main pur-rily carried on for profit. Trade associationstion, as discussed next in the section on pose is to introduce individuals to the useand professional associations are considered501(c)(6) organizations. of the legal profession in the hope thatto be business leagues.
they will enter into lawyer-client relation-

The primary purpose  of exempt agricultural ships on a paying basis as a result of the
A chamber of commerce  usually is com-and horticultural organizations must be shown experience).
posed of the merchants and traders of a city.in their applications to relate to techniques of

production, betterment of conditions of those Improvement of business conditionsBoard of trade.  A board of trade often con-engaged in agriculture or horticulture, devel- generally must be shown to be the purpose ofsists of persons engaged in similar lines ofopment of efficiency, or improvement of the the organization. This is not established by ev-business. For example, a nonprofit organiza-grade of products. idence of particular services that provide ation formed to regulate the sale of a specifiedThe following list contains some examples convenience or economy to individual mem-agricultural commodity to assure equal treat-of activities that would demonstrate a devo- bers in their businesses, such as advertisingment of producers, warehouse workers, andtion to agricultural or horticultural purposes: that carries the name of members, interestbuyers would be a board of trade.
free loans, assigning exclusive franchise ar-1) Promoting various cooperative agricul- Chambers of commerce and boards of
eas, operation of a real estate multiple listingtural, horticultural, and civic activities trade usually direct their efforts at promoting
system, or operation of a credit reportingamong rural residents by a state and the common economic interests of all the
agency.county farm and home bureau; commercial enterprises in a given trade

community.2) Exhibiting livestock, farm products, and
Stock or commodity exchange.  A stock or

other characteristic features of agriculture
commodity exchange is not a businessReal estate board.  A real estate board con-and horticulture;
league, chamber of commerce, real estatesists of members interested in improving the

3) Testing soil for members and nonmem- board, or board of trade and is not exemptbusiness conditions in the real estate field. It is
bers of the farm bureau on a cost basis, under section 501(c)(6).not organized for profit and no part of the net
the results of the tests and other recom- earnings inures to the benefit of any private
mendations being furnished to the com- shareholder or individual. Contributions  to organizations described in
munity members to educate them in soil this section are not deductible as charitable
treatment; contributions on the donor’s federal incomeGeneral purpose.  You must indicate in the

tax return. They may be deductible as trade ormaterial submitted with your application that4) Guarding the purity of a specific breed of
business expenses if ordinary and necessaryyour organization will be devoted to the im-livestock; and
in the conduct of the taxpayer’s business.provement of business conditions of one or

5) Negotiating with processors for the price more lines of business as distinguished from
to be paid to members for their crops. the performance of particular services for indi- Legislative activity.  An organization that is

vidual persons. It must be shown that the con- exempt under section 501(c)(6) may permissi-
ditions of a particular trade or the interests of bly engage in any amount of legislative activity
the community will be advanced. Merely indi- germane to the common business interests of
cating the name of the organization or the ob- the organization’s members.  
ject of the local statute under which it is cre-
ated is insufficient to demonstrate the required501(c)(6)— Dues and assessments used for political
general purpose. and certain legislative activities.  No deduc-Business Leagues, Etc.  Line of business.  This term generally re- tion is allowed a business taxpayer for ex-
fers either to an entire industry or to all compo-If your association wishes to obtain recogni- penditures for participation or intervention in a
nents of an industry within a geographic area.tion of exemption from federal income tax as a political campaign on behalf of any candidate
It does not include a group composed of busi-nonprofit business league, chamber of com- for public office or in connection with any at-
nesses that market a particular brand withinmerce, real estate board, board of trade, or tempt to influence the general public or seg-
an industry.professional football league (whether or not ments thereof with respect to legislative mat-

administering a pension fund for football play- ters (otherwise known as grassroots
A common business interest  of all membersers), it should file an application for recognition lobbying ), elections, or referendums. Also,
of the organization must be established by theof exemption on Form 1024. For a discussion deductions are not allowable for expenses in
application documents.of the procedure to be followed, see Chapter connection with direct attempts to influence

Examples  of activities that would tend to1. legislation that is not of a direct business inter-
illustrate a common business interest are:Your organization must indicate in its appli- est to the taxpayer. Therefore, if a substantial

cation form and attached statements that no 1) Promotion of higher business standards part of the activities of a trade association,
part of its net earnings will inure to the benefit and better business methods and encour- labor union, or similar organization consists
of any private shareholder or individual and agement of uniformity and cooperation by of one or more of these activities, a deduction
that it is not organized for profit or organized to a retail merchants association; is allowable only for that portion of a member’s
engage in an activity ordinarily carried on for dues to the organization that the taxpayer can2) Promotion of the interest of the business
profit (even if the business is operated on a co- clearly establish is attributable to other activi-community by educating the public in the
operative basis or produces only sufficient in- ties. Special assessments or similar paymentsuse of credit;
come to be self-sustaining). (including an increase in dues) made to such

3) Establishment of uniform casualty rates organization for any of these political or legis-In addition, your organization must be pri-
and compilation of statistical information lative activities are never deductible by amarily engaged in activities or functions con-
by an insurance rating bureau operated taxpayer.stituting the basis for its exemption. It must be
by casualty insurance companies;primarily supported by membership dues and Members may deduct dues  (or assess-

other income from activities substantially re- ments) to an organization that are attributable4) Establishment and maintenance of the in-
lated to its exempt purpose. to expenses for:tegrity of a local commercial market;
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1) Appearances before, submission of state- Discrimination prohibited.  Your organi- would not have an effect on the gross receipts
zation will not be recognized as tax exempt ifments to, or sending communications to source.
its charter, bylaws, or other governing instru-members of legislative bodies with re- The fact that a social club may have an as-
ment, or any written policy statement containsspect to legislation (or proposed legisla- sociate (nonvoting) class of membership
a provision that provides for discriminationtion) of direct interest to the member; and will not be, in and of itself, a cause for nonrec-
against any person on the basis of race, color, ognition of exemption. However, if one mem-2) Communications of information between
or religion. bership class pays substantially lower duesthe member and the organization with re-

However, a club which in good faith limits and fees than another membership class, al-spect to their proposing, supporting, or
its membership to the members of a particular though both classes enjoy the rights and privi-opposing legislation of direct interest to
religion in order to further the teachings or leges in using the club facilities, there may beeither the organization or a member.
principles of that religion and not to exclude in- an inurement of income to the benefited class,
dividuals of a particular race or color will not be resulting in a denial of the club’s exemption.
considered as discriminating on the basis of Support.  In general, your club should beCaution:  A tax-exempt trade association, religion. Also, the restriction on religious dis- supported solely by membership fees, dues,labor union, or similar organization is consid- crimination does not apply to a club that is an and assessments. However, if otherwise enti-ered to be engaging in grassroots lobbying if it auxiliary of a fraternal beneficiary society (dis- tled to exemption, your club will not be disqual-contacts prospective members or calls upon cussed later) if that society is described in sec-

ified because it raises revenue from membersits own members to contact their employees tion 501(c)(8) and exempt from tax under sec-
through the use of club facilities or in connec-and customers for the purpose of urging such tion 501(a) and limits its membership to the
tion with club activities.persons to communicate with their elected members of a particular religion.

state or Congressional representatives to sup- No part of the organization’s net earn-
port the promotion, defeat, or repeal of legisla- Pleasure, recreation, and other nonprofit-ings  may inure to the benefit of any person
tion that is of direct interest to the organiza- able purposes  must be shown in the applica-having a personal and private interest in the
tion. Any dues or assessments directly related tion to be the objectives of your club. Thisactivities of the organization. For purposes of
to such activities are not deductible by the tax- should be indicated by provisions either inthis requirement, it is not necessary that net
payer, since the individuals being contacted, your organization’s articles of organization orearnings be actually distributed, since even
who are not members of the organization, con- in its bylaws, or both.undistributed earnings benefit members, if re-
stitute a segment of the general public. The term other nonprofitable purposesflected by a decrease in membership dues or

means other purposes similar to pleasure andan increase in the services the club makesAppeal procedures.  If the Service deter-
available to its members without a corre- recreation. For example, a club that, in addi-mines that dues or other payments made by
sponding increase in dues or other fees paid tion to its social activities, has a plan for thecontributors to a labor union, trade associa-
for club support. However, fixed fee payments payment of sick and death benefits is not op-tion, or similar organization are not deductible
to members who bring new members into the erating exclusively for pleasure, recreation,because of the lobbying or political activity of
club are not an inurement of the club’s net and other nonprofitable purposes since thethe organization, the appeal procedures dis-
earnings, if the payments are reasonable com- purpose of such a plan is not a purpose of thecussed in Chapter 1 will apply to the organiza-
pensation for performance of a necessary ad- same general character as pleasure andtion.  
ministrative service. recreation.

To show that your organization possesses Business activities.  If your club will engage501(c)(7)— the characteristics of a club  within the in business, such as selling real estate, timber,
meaning of the exemption law, you should or other products or services, it generally willSocial and submit evidence with your application that per- be denied exemption. However, evidence sub-
sonal contact, commingling, and fellowship mitted with your application form that your or-Recreation Clubs  
exist among members. Members must be ganization will provide meals, refreshments, or

If your club is organized for pleasure, recrea- bound together by a common objective di- services related to its exempt purposes only to
tion, and other similar nonprofitable purposes rected toward pleasure, recreation, and other its own members or their dependents or
and substantially all of its activities are for nonprofitable purposes. guests will not cause denial of exemption.these purposes, it should submit an applica- Fellowship need not be present between Evidence that your club’s facilities willtion on Form 1024 if it wishes to obtain recog- each member and every other member of a be open to the general public  (personsnition of exemption from federal income tax. club if it constitutes a material part in the life of

other than members or their dependents orIn applying for recognition of exemption, the organization. A statewide or nationwide or-
guests) may cause denial of exemption. Thisyou should submit the information described in ganization that is made up of individual mem-
does not mean, however, that any dealing withthis section. Also see Chapter 1 for the proce- bers, but is divided into local groups, satisfies
outsiders will automatically deprive a club ofdures to be followed. this requirement if fellowship constitutes a ma-
exemption.  terial part of the life of each local group.Typical organizations that should file for

Gross receipts from nonmembershiprecognition of exemption as social clubs The membership in a social club must
sources.  A section 501(c)(7) organization isinclude: be limited.  To indicate that your organization
permitted to receive up to 35% of its gross re-possesses an identity of purpose that would

) College alumni associations that are not de- ceipts, including investment income, fromcharacterize it as a club, you should submit ev-scribed in Chapter 3, under An alumni sources outside of its membership without los-idence with your application that there are limi-association, ing its tax-exempt status. Of the 35%, nottations on admission to membership consis-
more than 15% of the gross receipts may be) College fraternities or sororities operating tent with the character of the club.
derived from the use of the club’s facilities orchapter houses for students, A social club that issues corporate mem-
services by the general public or from otherbership is dealing with the general public in) Country clubs,
activities not furthering social or recreationalthe form of the corporation’s employees. Cor-

) Amateur hunting, fishing, tennis, swimming, purposes for members. If an organization hasporate members of a club are not the kind of
and other sport clubs, outside income that exceeds these limits, allmembers contemplated by the statute. Gross

the facts and circumstances will be taken intoreceipts from these members would be a fac-) Dinner clubs that provide a meeting place,
account in determining whether the organiza-tor in determining whether the club qualifies aslibrary, and dining room for members,
tion qualifies for exempt status.a social club. See Gross receipts from non-

) Hobby clubs, Gross receipts,  for this purpose, are re-membership sources, later. Bona fide individ-
) Garden clubs, and Variety clubs. ceipts from the normal and usual (traditionallyual memberships paid for by a corporation
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conducted) activities of the club. These re- 3) Devotes its net earnings exclusively to re-Fraternal Beneficiary
ligious, charitable, scientific, literary, edu-ceipts include charges, admissions, member- Societies (501(c)(8)) cational, and fraternal purposes; andship fees, dues, assessments, investment in-

A fraternal beneficiary society, order, or asso-come, and normal recurring capital gains on 4) Does not provide for the payment of life,ciation should file an application for recogni-investments. Receipts do not include initiation sick, accident, or other benefits to itstion of exemption from federal income tax onfees and capital contributions. Unusual members.Form 1024. The application and accompany-amounts of income, such as from the sale of
ing statements should establish that thethe clubhouse or similar facility, are not in- The organization may arrange with insur-organization:cluded in gross receipts or in figuring the per- ance companies to provide optional insurance
1) Is a fraternal organization;centage limitations. to its members without jeopardizing its exempt

status. 2) Operates under the lodge system or for
the exclusive benefit of the members of aFraternity foundations.  If your organization
fraternal organization itself operating

is a foundation formed for the exclusive pur-
under the lodge system; and

pose of acquiring and leasing a chapter house 501(c)(4), (9), and (17)
3) Provides for the payment of life, sick, ac-to a local fraternity chapter or sorority chapter

cident, or other benefits to the members —Employees’maintained at an educational institution and
of such society, order, or association ordoes not engage in any social activities, it may Associations their dependents.be a title holding corporation (discussed later

under section 501(c)(2) organizations and This section describes the information to be
The information to be submitted mustunder section 501(c)(25) organizations) rather provided upon application for recognition of

show that your organization fulfills these re-than a social club. exemption by the following types of employ-
quirements as described in the following ees’ associations:
paragraphs.

1) A local association of employeesDonations  to exempt social and recreation
whose membership is limited to employ-Lodge system.  Operating under the lodgeclubs are not deductible as charitable contri-
ees of a designated person or persons insystem means carrying on activities under abutions on the donor’s federal income tax re-
a particular municipality, and whose in-form of organization that comprises localturn.   
come will be devoted exclusively to chari-branches chartered by a parent organization
table, educational, or recreationaland largely self-governing called lodges,
purposes;chapters, or the like.

2) A voluntary employees’ beneficiary as-501(c)(8) and (10)— Payment of benefits.  While the society is re- sociation, (including federal employees’
quired to have an established system of pay- associations) organized to pay life, sick,Fraternal Beneficiary
ing benefits, it is not mandatory that such a accident, and similar benefits to members
system provide only for fixed benefits or bene-Societies and Domestic or their dependents, or designated bene-
fits that can be reduced to a specific amount. ficiaries if no part of the net earnings ofFraternal Societies  Payments by a fraternal beneficiary society the association inures to the benefit of
into a state-sponsored reinsurance pool any private shareholder or individual; and
that protects participating insurers against ex-This section describes the information to be

3) A supplemental unemployment benefitcessive losses on major medical health andprovided upon application for recognition of
trust whose primary purpose is providingaccident insurance will not preclude exemp-exemption by two types of fraternal societies:
for payment of supplemental unemploy-tion as a fraternal beneficiary society.beneficiary and domestic. The major distinc-
ment benefits.All members,  not only a particular class oftion is that fraternal beneficiary societies pro-

members, must be eligible for the benefits invide for the payment of life, sick, accident, or
Both the application form to be filed andorder to sustain exemption. However, it is notother benefits to their members or their depen-

the information to be provided by your organi-essential that every member be covered bydents, while domestic fraternal societies do
zation are discussed later under the sectionthe society’s program of sick, accident, ornot provide these benefits but rather devote
that describes your employee association.death benefits.their earnings to fraternal, religious, charitable,
The procedures to be followed in applying forThe benefits must be limited  to mem-etc., purposes. The procedures to be followed
exemption are described in Chapter 1.bers and their dependents. If members willin applying for recognition of exemption are

have the ability to confer benefits to other thandescribed in Chapter 1.
themselves and their dependents, exemption Donations  to these organizations are not de-If your organization is controlled by a cen-
will not be recognized. ductible as charitable contributions on the do-tral organization, you should check with your Whole-life insurance  constitutes a life nor’s federal income tax return.  controlling organization to determine whether benefit under section 501(c)(8) even though

your unit has been included in a group exemp- the policy may contain investment features
tion letter or may be added. If so, your organi- Local Employees’such as a cash surrender value or a policy
zation need not apply for individual recognition loan. Associations (501(c)(4))  
of exemption. For more information see Group

A local employees’ association may apply forExemption Letter in Chapter 1 of this
recognition of exemption by filing Form 1024.Domestic Fraternalpublication.
The organization must submit evidence that:Societies (501(c)(10))  
1) It is of a purely local character;A domestic fraternal society, order, or associ-

Donations  by an individual to a domestic fra- ation may file an application for recognition of 2) Its membership is limited to employees ofternal beneficiary society or a domestic frater- exemption from federal income tax on Form a designated person or persons in a par-nal society operating under the lodge system 1024. The application and accompanying ticular locality; andare deductible as charitable contributions, but statements should establ ish that  the
only if used exclusively for religious, charita- 3) Its net earnings are required by its articlesorganization:
ble, scientific, literary, or educational purposes of organization, constitution, or bylaws to

1) Is a domestic fraternal organization;or for the prevention of cruelty to children or be devoted exclusively to charitable, edu-
animals. 2) Operates under the lodge system; cational, or recreational purposes.
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A local association of employees that has been terminated by reason of retirement, disa- under the Internal Revenue Code as a condi-
established a system of paying retirement bility, or layoff. tion of that benefit being excluded from gross
and/or death benefits to its members will not income, these nondiscrimination requirementsGenerally, membership is voluntary if an
qualify for exemption, since the payment of do not apply. The benefit will be consideredaffirmative act is required on the part of an em-
these benefits is not considered as being for nondiscriminatory only if it meets the nondis-ployee to become a member. Conversely,
charitable, educational, or recreational pur- crimination provision of the applicable Codemembership is involuntary if the designation
poses. Similarly, a local association of employ- section. For example, benefits provided underas a member is due to employee status. How-
ees that is operated primarily as a cooperative a medical reimbursement plan would meet theever, an association will be considered volun-
buying service for its members in order to ob- nondiscrimination requirements for an associ-tary if employees are required to be members
tain discount prices on merchandise, services, ation, if the benefits meet the nondiscrimina-of the organization as a condition of their em-
and activities does not qualify for exemption. tion requirements of Code section 105(h)(3)ployment and they do not incur a detriment

and (4).(such as a payroll deduction) as a result of
Excluded employees.  Certain employ-their membership. An employer is not deemedVoluntary Employees’

ees who are not covered by a plan may be ex-to have imposed involuntary membership onBeneficiary Associations cluded from consideration in applying thesethe employee if membership is required as the
requirements. These include employees—result of a collective bargaining agreement or(501(c)(9))  

as an incident of membership in a laborAn application for recognition of exemption as 1) Who have not completed 3 years of
organization.a voluntary employees’ beneficiary associa- service,

tion must be filed on Form 1024. The material
2) Who have not attained age 21,Payment of benefits.  The information sub-submitted with the application must show that

mitted with your application must show that 3) Who are seasonal or less than half-timeyour organization:
your organization will pay life, sick, accident, employees,1) Is a voluntary association of employees;
supplemental unemployment, or other similar

4) Who are not in the plan and who are in-2) Will provide for payment of life, sick, acci- benefits. The benefits may be provided di-
cluded in a unit of employees covered bydent, or other benefits to members or rectly by your association or indirectly by your
a collective bargaining agreement if thetheir dependents or designated benefi- association through the payments of premi-
class of benefits involved was the subjectciaries and substantially all of its opera- ums to an insurance company (or fees to a
of good faith bargaining, ortions are for this purpose; and medical clinic). Benefits may be in the form of

5) Who are nonresident aliens and who re-medical, clinical, or hospital services or the3) Will not allow any of its earnings to inure
ceive no earned income from the em-furnishing of transportation for medical care asto the benefit of any private individual or
ployer that is United States sourcewell as in the form of money payments.shareholder except in the form of sched-
income.uled benefit payments.

Nondiscrimination requirements.  An or-
Highly compensated individual.  A highlyganization that is part of a plan will not be ex-Notification requirement.  An organization

compensated individual is one who during theempt unless the plan meets certain nondis-will not be considered tax exempt under this
current year or the preceding year:crimination requirements. However, if thesection unless the organization gives notice to

organization is part of a plan maintained underthe Internal Revenue Service that it is applying 1) Owned 5 percent or more of the employer
any collective bargaining agreement betweenfor recognition of exempt status. If the notice at any time,
employee organizations and employers, theis not given by 15 months after the end of the

2) Received more than $93,518 in compen-plan need not meet these requirements for themonth in which the organization was created,
sation from the employer,organization to qualify as tax exempt.the organization will not be exempt for any pe-

A plan meets the nondiscrimination re-riod before notice is given. The key District Di- 3) Received more than $62,345 in compen-
quirements only if—rector may grant an extension of time for filing sation from the employer and was among

the notice under the same procedures as the top 20 percent of employees by com-1) Each class of benefits under the plan is
those described for section 501(c)(3) organi- pensation, orprovided under a classification of employ-
zations in Chapter 3 under Application for ees that is set forth in the plan and does 4) Was an officer of the employer at any
Recognition of Exemption. not discriminate in favor of employees time and received more than $56,110.50

who are highly compensated individuals, in compensation.
Membership  of a section 501(c)(9) organiza- and
tion must consist of individuals who are em-

Aggregation rules.  The employer may2) The benefits provided under each class ofployees and have an employment-related
elect to treat two or more plans as one plan forbenefits do not discriminate in favor ofcommon bond. This common bond may be a
purposes of meeting the nondiscrimination re-highly compensated individuals.common employer (or affiliated employers),
quirements. Employees of controlled groupscoverage under one or more collective bar-
of corporations, trades or businesses underA life insurance, disability, severance pay, orgaining agreements, membership in a labor
common control, or members of an affiliatedsupplemental unemployment compensationunion, or membership in one or more locals of
service group, are treated as employees of abenefit is not considered to discriminate ina national or international labor union.
single employer. Leased employees arefavor of highly compensated individualsThe membership of an association may in-
treated as employees of the recipient.merely because the benefits available bear aclude some individuals who are not employ-

uniform relationship to the total compensationees, provided they have an employment-re-
One employee.  A trust created to provideor the basic or regular rate of compensation oflated bond with the employee-members. For
benefits to one employee will not qualify as aemployees covered by the plan.example, the owner of a business whose em-
‘‘voluntary employees’ beneficiary associa-For purposes of determining whether aployees are members of the association may
tion’’ under section 501(c)(9).  plan meets the nondiscrimination require-be a member. An association will be consid-

ments, the employer may elect to exclude allered composed of employees if 90% of its to-
disability or severance payments payable total membership on one day of each quarter of Supplemental
individuals who are in pay status as of Januaryits tax year consists of employees. Unemployment Benefit
1, 1985. This will not apply to any increase inEmployees  include individuals who be-

Trusts (501(c)(17))  such payment by any plan amendmentcame entitled to membership because they
adopted after June 22, 1984.are or were employees. For example, an indi- A trust or trusts forming part of a written plan

vidual will qualify as an employee even though If a plan provides a benefit for which there (established and maintained by an employer,
the individual is on a leave of absence or had is a nondiscrimination provision provided his or her employees, or both) providing solely
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for the payment of supplemental unemploy- If your organization has satisfied all re- mutual basis. To maintain the essential char-
ment compensation benefits must file the ap- acteristic of mutuality, that of democratic own-quirements as a supplemental unemployment
plication for recognition of exemption on Form ership and control, they must be so organizedbenefit trust described in section 501(c)(17), it
1024. The trust must be a valid, existing trust and operated that their members have thewill be notified in writing that it has been recog-
under local law and must be evidenced by an right to choose the management, to receivenized as exempt. However, the organization
executed document. A conformed copy of the services substantially at cost, to receive a re-will be exempt only for those tax years after
plan of which the trust is a part should be at- turn of any excess of payments over lossesthe tax year in which the claim for exemption
tached to the application. and expenses, and to share in any assets(Form 1024) is filed. Tax year in this case

upon dissolution.means the established annual accounting pe-
Notification requirement.  An organization The rights and interests of members in theriod of the organization or the calendar year, if
will not be considered tax exempt under this annual savings of the organization must be de-the organization has not established an an-
section unless the organization gives notice to termined in proportion to their business withnual accounting period. For more information
the Internal Revenue Service that it is applying the organization. Upon dissolution, gains fromabout the requirements for reestablishing an
for recognition of exempt status. If the notice the sale of appreciated assets must be distrib-exemption previously denied, contact the In-
is not given by 15 months after the end of the uted to all persons who were members duringternal Revenue Service.  
month in which the organization was created, the period the assets were owned by the or-
the organization will not be exempt for any pe- ganization in proportion to the amount of busi-
riod before such notice is given. The key Dis- ness done during that period. The bylaws must
trict Director may grant an extension of time not provide for forfeiture of a member’s rights501(c)(12)—
for filing the notice under the same procedures and interest upon withdrawal or termination.Local Benevolent Lifeas those described for section 501(c)(3) orga- Membership.  Membership of a mutual or-
nizations in Chapter 3, under Application for ganization consists of those who join the or-Insurance Associations,Recognition of Exemption. ganization to obtain its services, acquire an in-

terest in its assets, and have a voice in itsMutual Irrigation and
Types of payments.  You must show that the management. In a stock company, the stock-
supplemental unemployment compensation holders are members. Membership may in-Telephone Companies,
benefits will be benefits paid to an employee clude distributors who furnish service to indi-and Like Organizations  because of the employee’s involuntary sepa- vidual consumers. However, it does not
ration from employment (whether or not such include the individual consumers served byEach of the following organizations may apply
separation is temporary) resulting directly from the distributor. A mutual service organizationfor recognition of exemption from federal in-
a reduction-in-force, discontinuance of a plant may serve nonmembers as long as at leastcome tax by submitting an application on Form
or operation, or other similar conditions. In ad- 85% of its gross income is collected from

1024:
dition, sickness and accident benefits (but not members. However, a mutual life insurance or-
vacation, retirement, or death benefits) may ganization may have no policyholders other1) Benevolent life insurance associations
be included in the plan if these are subordinate than its members.of a purely local character and like
to the unemployment compensation benefits. organizations; Losses and expenses.  In furnishing ser-

vices substantially at cost, an organization
2) Mutual ditch or irrigation companiesDiversion of funds.  It must be impossible must use its income solely for paying losses

and like organizations; andunder the plan (at any time before the satisfac- and expenses. Any excess income not re-
tion of all liabilities with respect to employees tained in reasonable reserves for future losses3) Mutual or cooperative telephone com-
under the plan) to use or to divert any of the and expenses belongs to members in propor-panies and like organizations.
corpus or income of the trust to any purpose tion to their patronage or business done with
other than the payment of supplemental un- the organization. If such patronage refundsA like organization is an organization that
employment compensation benefits (or sick- are retained in reasonable amounts for pur-performs a service comparable to that per-
ness or accident benefits to the extent just poses of expanding facilities, retiring capitalformed by any one of the above organizations.
explained). indebtedness, acquiring other assets, etc., theThe information to be provided upon appli-

organization must maintain records sufficientcation by each of these organizations is de-
to reflect the equity of each member in the as-Discrimination in benefits.  Neither the scribed in this section. For information as to
sets acquired with the funds.terms of the plan nor the actual payment of the procedures to be followed in applying for

benefits may be discriminatory in favor of the Dividends.  Dividends paid to stockhold-exemption, see Chapter 1.
company’s officers, stockholders, supervi- ers on stock or the value of a capital equity in-
sors, or highly paid employees. However, a terest constitute a distribution of profits

Donations  to an organization described inplan is not discriminatory merely because ben- and are not an expense within the term
this section are not deductible as charitableefits bear a uniform relationship to compensa- losses and expenses. Therefore, a mutual or
contributions on the donor’s federal incometion or the rate of compensation. cooperative association whose shares carry
tax return. the right to dividends will not qualify for ex-

emption. However, this prohibition does notReestablishing exemption.  If your organiza-
General requirements.  The income of the apply to the distribution of the unexpendedtion is a supplemental unemployment benefit
organizations classifiable under this section balance of collections or assessments re-trust and has received a denial of exemption
must be used solely to cover losses and ex- maining on hand at the end of the year tobecause it engaged in a prohibited transac-
penses, with any excess being returned to members as patronage dividends or refundstion, as defined by section 503(b), it may file a
members or retained for future losses and ex- prorated to each on the basis of their pa-claim for exemption in any tax year following
penses. At least 85% of their income must be tronage or business done with the organiza-the tax year in which the notice of denial was
collected from members for the sole purpose tion. Such distribution represents a reductionissued. The claim for exemption must be filed
of meeting losses and expenses. in the cost of services rendered to theon Form 1024 with your key District Director. A

Mutuality.  These organizations, other member.written declaration that the organization will
than benevolent life insurance associations,not knowingly again engage in a prohibited The 85% requirement.  All of the organi-
must be organized and operated on a mutualtransaction (as defined in section 503(b)), also zations discussed in this section must submit
or cooperative basis. They are associations ofmust be included with the claim for exemption. evidence with their application that they re-
persons and organizations, or both, bandedAn authorized principal officer of your organi- ceive 85% or more of their gross income from
together to provide themselves a mutually de-zation must make this declaration under the their members for the sole purpose of meeting
sirable service approximately at cost and on apenalties of perjury. losses and expenses. Nevertheless, certain
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items of income are excluded from the compu- Collections from members . . . . . . . . . . . . . . $2,400 A burial and funeral benefit insurance
organization  can apply for recognition of ex-tation of the 85% requirement if the organiza- Short-term capital gains . . . . . . . . . . . . . . . . . 600
emption as an organization similar to a benev-tion is a mutual or cooperative telephone or Short-term capital losses . . . . . . . . . . . . . . . . 400
olent life insurance company if it establisheselectric company. Other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . None
that the benefits are paid in cash and if it is notA mutual or cooperative telephone com- Gross income ($2,400 +  $600 = $3000)
engaged directly in the manufacture of funeralpany will exclude from the computation of the . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100%
supplies or the performance of funeral ser-85% requirement any income received or ac- Collected from members ($2,400) . . . . . . 80%
vices. An organization that provides its bene-crued from:
fits in the form of supplies and service is not aSince amounts collected from members do
life insurance company. Such an organization1) A nonmember telephone company for the not constitute at least 85% of gross income,
may seek recognition of exemption from fed-performance of communication services the organization is not entitled to exemption
eral income tax, however, as a mutual insur-involving the completion of long distance from federal income tax for the year.
ance company other than life.calls to, from, or between members of the Voluntary contributions  in the nature of

mutual or cooperative telephone gifts are not taken into account for purposes of
company; the 85% computation. Mutual or Cooperative

Other tax-exempt income  besides gifts Associations  2) Qualified pole rentals; or is considered as income received from other
Mutual ditch or irrigation companies, mutual orthan members in applying the 85% test.
cooperative telephone companies, and like or-3) The sale of display listings in a directory If the 85% test is not met,  your organiza-
ganizations need not establish that they are offurnished to its members. tion, if classifiable under this section, will not
a purely local character. They may serve non-

qualify for exemption as any other type of or-
contiguous areas.4) The prepayment of a loan created in ganization described in this publication.

Like organization  is a term generally re-1987, 1988, or 1989, under section 306A,
stricted to organizations that perform a service306B, or 311 of the Rural Electrification
comparable to mutual ditch, irrigation, andLocal Life InsuranceAct of 1936.
telephone companies such as mutual water,Associations  
communications, electric power, or gas com-

A mutual or cooperative electric company A benevolent life insurance association or an panies all of which satisfy the 85% test. Exam-
also will exclude from the computation any in- organization seeking recognition of exemption ples are an organization structured for the pro-
come received or accrued from qualified pole on grounds of similarity to a benevolent life in- tection of river banks against erosion whose
rentals and from the prepayment of loans de- surance association must submit evidence only income consists of assessments against
scribed in (4) above. An electric cooperative’s upon applying for recognition of exemption the property owners concerned, a nonprofit
sale of excess fuel at cost in the year of that it will be of a purely local character, that its organization providing and maintaining a two-
purchase is not income for purposes of deter- excess funds will be refunded to members or way radio system for its members on a mutual
mining compliance with the 85% requirement. retained in reasonable reserves to meet future or cooperative basis, or a local light and water

The term qualified pole rental means any losses and expenses, and that it meets the company organized to furnish light and water
rental of a pole (or other structure used to sup- 85% income requirement. If an organization to its members. A cooperative organization
port wires) if such pole (or other structure) is issues policies for stipulated cash premiums, providing cable television service to its mem-
used: bers may qualify for exemption as a ‘‘like’’or-or if it requires advance deposits to cover the

ganization if the requirements discussed incost of the insurance and maintains invest-
1) By the telephone or electric company to this section are met.ments from which more than 15% of its in-

support one or more wires that are used Associations operating a bus for theircome is derived, it will not be entitled to
by the company in providing telephone or members’ convenience, providing and main-exemption.
electric services to its members, and taining cooperative housing facilities for theTo establish that your organization is of a

personal benefit of individuals, or furnishing apurely local character, it should show that its
2) Pursuant to the rental to support one or financing service for purchases made byactivities will be confined to a particular com-

more wires (in addition to wires described members of cooperative organizations are notmunity, place, or district irrespective of politi-
in (1)) for use in connection with the trans- like organizations.  cal subdivisions. Evidence that the activities of
mission by wire of electricity or of tele- an organization are limited only by the borders
phone or other communications. of a state or any other political subdivision will

not establish that it is purely local in character. 501(c)(13)—A benevolent life insurance association thatThe term rental, for this purpose, includes any
does not terminate membership when a mem- Cemetery Companies  sale of the right to use the pole (or other
ber moves from the local area in which the as-structure). If your organization wishes to obtain recogni-sociation operates will qualify for exemption ifThe 85% requirement is applied on the ba- tion of exemption from federal income tax as ait meets the other requirements.sis of an annual accounting period. Failure cemetery company or a corporation chartered

of an organization to meet the requirement in a solely for the purpose of the disposal ofA copy of each type of policy issued  byparticular year precludes exemption for that human bodies by burial or cremation, it should
your organization should be included with theyear, but has no effect upon exemption for file an application on Form 1024. For the pro-
application for recognition of exemption.years in which the 85% requirement is met. cedure to be followed, see Chapter 1.

Gain from the sale or conversion of the A nonprofit mutual cemetery company
Organizations similar to local benevolentorganization’s property is not considered an that seeks recognition of exemption should
life insurance companies  include those thatamount received from members in determin- submit evidence with its application that it is
in addition to paying death benefits also pro-ing whether the organization’s income con- owned and operated exclusively for the bene-
vide for the payment of sick, accident, orsists of amounts collected from members. fit of its lot owners who hold lots for bona fide
health benefits. However, an organization thatBecause the 85% income test is based on burial purposes and not for purposes of resale.
pays only sick, accident, or health benefits, butgross income, capital losses cannot be used A mutual cemetery company that also en-
not life insurance benefits, is not an organiza-to reduce capital gains for purposes of this gages in charitable activities, such as the bur-
tion similar to a benevolent life insurance as-test. ial of paupers, will be regarded as operating
sociation and should not apply for recognitionExample.  The books of an organization within this standard. The fact that a mutual
of exemption as described in this section.reflect the following for the calendar year. cemetery company limits its membership to a
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particular class of individuals, such as mem- maintain, and administer funds that it receives made for the perpetual care of a particular lot
bers of a family, will not affect its status as mu- from a nonprofit tax-exempt cemetery pursu- or crypt. Payments made to a cemetery com-
tual so long as all the other requirements of ant to state law and contracts, may apply for pany or corporation as part of the purchase
section 501(c)(13) are met. recognition of exemption on Form 1024, even price of a burial lot or crypt, whether irrevoca-

If your organization is a nonprofit corpora- though it does not own the land used for burial. bly dedicated to the perpetual care of the cem-
tion chartered solely for the purpose of the dis- However, the income from such funds must be etery as a whole or earmarked for the care of a
posal of human bodies by burial or cremation, devoted exclusively to the perpetual care and particular lot, are also not deductible.
you should show that it is not permitted by its maintenance of the nonprofit cemetery as a
charter to engage in any business not neces- whole, and no part of the net earnings may in-
sarily incident to that purpose. The sale of ure to the benefit of any private shareholder or 501(c)(14)—monuments, markers, vaults, and flowers individual.
solely for use in the cemetery is permissible if In addition, a perpetual care organization Credit Unions and Other
the profits from such sales are used to main- not operated for profit, but established as a
tain the cemetery as a whole. civic enterprise to maintain and administer Mutual Financial

funds, the income of which is devoted exclu- Organizations  sively to the perpetual care and maintenanceDisposition of income.  You should show
of an abandoned cemetery as a whole, maythat your organization’s earnings are or will be If your organization wishes to obtain recogni-
qualify for exemption.disposed of only in one or more of the follow- tion of exemption as a credit union without

Care of individual plots.  When funds areing ways: capital stock, organized and operated under
received by a cemetery company for the per- state law for mutual purposes and without1) For the ordinary and necessary expenses
petual care of an individual lot or crypt, a trust profit, it should file an application including theof operating, maintaining, and improving
is created that is subject to federal income tax. facts, information, and attachments describedthe cemetery or crematorium;
Any trust income that is used or permanently in this section. In addition, it should follow the2) As payment for the acquisition of ceme- set aside for the care, maintenance, or beauti- procedures described in Chapter 1.tery property; and fication of a particular family burial lot or mau- Federal credit unions organized and oper-
soleum crypt is not deductible in computing3) For creating a fund to provide a source of ated in accordance with the Federal Credit
the trust’s taxable income.  income for the perpetual care of the cem- Union Act, as amended, are instrumentalities

etery or a reasonable reserve for any ordi- of the United States, and therefore, are ex-
Common and preferred stock.  A cemeterynary or necessary purpose. empt under section 501(c)(1). They are in-
company that issues common stock may cluded in a group exemption letter issued to
qualify for exemption only if no dividends mayNo part of the net earnings  of your or- the National Credit Union Administration. They
be paid. The payment of dividends must be le-ganization may inure to the benefit of any pri- are not discussed in this publication.
gally prohibited either by the corporation’svate shareholder or individual. State chartered credit unions and other
charter or by applicable state law.Ordinary and necessary expenses  in mutual financial organizations may file appli-

Generally, a cemetery company or crema-connection with the operation, management, cations for recognition of exemption from fed-
torium is not exempt if it issues preferredmaintenance, and improvement of the ceme- eral income tax under section 501(c)(14). The
stock. However, preferred stock could havetery are permitted, as are reasonable fees for ‘‘other mutual financial organizations’’ must
been issued before November 28, 1978, orthe services of a manager. be corporations or associations without capital
can be issued after that date under a writtenPayments for acquiring cemetery prop- stock organized before September 1, 1957,
plan that was adopted before that date. Theerty.  Payments may be made for amortization and operated for mutual purposes and without
adoption of the plan must be shown by theof indebtedness incurred on the purchase of profit to provide reserve funds for, and insur-
acts of the responsible officers and appear onland, but may not be in the nature of profit dis- ance of, shares or deposits in:
the official records of the organization.tributions. You must show the method used to

1) Domestic building and loan associations,The preferred stock issued either beforefinance the purchase of the cemetery property
November 28, 1978, or under a plan adopted 2) Cooperative banks (without capital stock)and that the purchase price of the land at the
before that date must meet the following organized and operated for mutual pur-time of its sale to the cemetery was not
requirements: poses and without profit,unreasonable.

Except for holders of preferred stock (dis- 1) The preferred stock entitles the holders to 3) Mutual savings banks (not having capital
cussed later), no person may have any inter- dividends at a fixed rate, not exceeding stock represented by shares), or
est in the net earnings of a tax-exempt ceme- the greater of the legal rate of interest in

4) Mutual savings banks described in sec-tery company or crematorium. Therefore, if the state of incorporation or 8% a year on
tion 591(b).property is transferred to such organization in the value of the consideration for which

exchange for an interest in the organization’s the stock was issued; and
Similar organizations, formed before Septem-net earnings, the organization will not be ex- 2) The organization’s articles of incorpora-
ber 1, 1957, that provide reserve funds for (butempt so long as that interest remains tion require—
not insurance of shares or deposits in) one ofoutstanding.

a) That the preferred stock be retired at these three types of savings institutions mayAn equity interest in the organization is an
par as rapidly as funds become availa- be exempt from tax if 85% or more of the orga-interest in the net earnings of the organization.
ble from operations, and nization’s income is attributable to providingHowever, an interest in the organization that is

such reserve funds and to investments. Thereb) That all funds not required for the pay-not an equity interest may still be an interest in
is no specific restriction against the issuancement of dividends on or for the retire-the organization’s net earnings. For example,
of capital stock for these organizations.ment of preferred stock be used by thea bond issued by a cemetery company that

Building and loan associations, savingscompany for the care and improvementprovides for a fixed rate of interest and also
and loan associations, mutual savings banks,of the cemetery property.provides for additional interest payments
and cooperative banks, other than those de-based on the income of the organization is
scribed in this section, are not exempt fromconsidered an interest in the net earnings of Donations  to exempt cemetery companies,
tax.the organization. Similarly, a convertible debt corporations chartered solely for human burial

obligation issued after July 7, 1975, is consid- purposes, and perpetual care funds (operated
ered an interest in the net earnings of the in connection with such exempt organizations) Application form.  The Internal Revenue Ser-
organization. are deductible as charitable contributions on vice does not provide a printed application

A perpetual care organization,  includ- the donor’s federal income tax return. How- form for the use of organizations described in
ing, for example, a trust organized to receive, ever, a donor may not deduct a contribution this section. Any form of written application is
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acceptable as long as it shows the information complied with; and, in general, all facts relat- Forces and their dependents and the wid-
ows and orphans of deceased veterans;indicated in this section and includes a decla- ing to its operations that affect its right to

ration that it is made under the penalties of exemption. 3) To provide entertainment, care, and as-
perjury. The application must be submitted in The application must include detailed infor- sistance to hospitalized veterans or mem-
duplicate. mation showing either that the organization bers of the U.S. Armed Forces;

provides both reserve funds for and insurance
4) To carry on programs to perpetuate theof shares and deposits of its member financialState Chartered Credit memory of deceased veterans and mem-organizations; or that the organization pro-

bers of the Armed Forces and to comfortUnions  vides reserve funds for shares or deposits of
their survivors;Your organization must show on its application its members and 85% or more of the organiza-

5) To conduct programs for religious, chari-that it is formed under a state credit union law, tion’s income is attributable to providing re-
table, scientific, literary, or educationalthe state and date of incorporation, and that serve funds and to investments. There should
purposes;the state credit union law with respect to be attached a conformed copy of the articles

loans, investments, and dividends, if any, is of incorporation or other document setting 6) To sponsor or participate in activities of a
being complied with. forth the permitted powers or activities of the patriotic nature;

A form of statement  furnished to appli- organization; the bylaws or other similar code 7) To provide insurance benefits for its
cants by the Credit Union National Association of regulations; and the latest annual financial members or dependents of its members
is acceptable in meeting the application re- statement showing the receipts, disburse- or both; or
quirements for credit unions, and may be used ments, assets, and liabilities of the organiza-

8) To provide social and recreational activi-in lieu of the statement form of application just tion.  
ties for its members.described. Following is a reproduction of that

form:
An auxiliary unit or society  of a veterans or-Claim for Exemption 501(c)(19)— ganization may apply for recognition of ex-from Federal Income Tax    (Date)
emption provided that the veterans organiza-The undersigned (Com- Veterans Organizations t ion  (parent  organ izat ion)  meets  thep le te  name)Cred i t  Un ion ,  Inc . ,
requirements explained earlier in this sectionA post or organization of past or present mem-(Complete address, includ-
and that the auxiliary unit or society meets thebers of the Armed Forces of the United Statesing street and number) a credit union operat-
following additional requirements:may file Form 1024 to obtain recognition of ex-ing under the credit union law of the State of

emption from federal income tax. You should 1) It is affiliated with, and organized in accor- claims exemption from Federal
follow the general procedures outlined in dance with, the bylaws and regulationsincome tax and supplies the following informa-
Chapter 1 and also meet the qualifications de- formulated by the parent organization;tion relative to its operation:
scribed in this section. 2) At least 75% of its members are either1) Date of incorporation .

past or present members of the U.S.
2) It was incorporated under the credit union Qualifying organizations.  Examples of Armed Forces, spouses of those mem-

law of the State of , and is groups that would qualify for exemption are bers, or related to those members within
being operated under uniform bylaws posts or auxiliaries of the American Legion, two degrees of kinship (grandparent,
adopted by said state. Veterans of Foreign Wars, and similar brother, sister, and grandchild represent

organizations.3) In making loans the state credit union law the most distant allowable relationship);
requirements including their purposes, 3) All of its members either are members of

In order to qualify for recognition of ex-security, and rate of interest charged the parent organization, spouses of a
emption,  your application should show:thereon, are complied with. member of the parent organization, or re-
1) That the post or organization is organized lated to a member of such organization4) Its investments are limited to securities

in the United States or any of its within two degrees of kinship; andwhich are legal investments for credit un-
possessions;ions under the state credit union law. 4) No part of its net earnings inure to the

benefit of any private shareholder or2) That at least 75% of the members are5) Its dividends on shares, if any, are distrib-
individual.past or present members of the U.S.uted as prescribed by the state credit

Armed Forces and that at least 97.5% ofunion law.
Trusts or foundations  for a veterans organi-all members of the organization are past
zation also may apply for recognition of ex-or present members of the U.S. ArmedI, the undersigned, a duly authorized officer of
emption provided that the parent organizationForces, cadets (including only students inthe  Credit Union, Inc., de-
meets the requirements explained earlier andcollege or university ROTC programs orclare that the above information is a true state-
that the trust or foundation meets the followingat armed services academies) orment of facts concerning the credit union.
qualifications:spouses, widows, or widowers of any ofS igna tu re  o f

those listed here; and 1) The trust or foundation is in existenceOfficer Title
under local law and, if it is organized for3) That no part of the net earnings inure to
charitable purposes, has a dissolutionthe benefit of any private shareholder orOther Mutual
provision similar to charitable organiza-individual.Financial Organizations  tions; (See Articles of Organization in
Chapter 3 of this publication.)Every other organization included in this sec- In addition to these requirements, a veter-

tion must show in its application the state in ans organization also must be operated ex- 2) The corpus or income cannot be diverted
which the organization is incorporated and the clusively for one or more of the following or used other than for—
date of incorporation; the character of the or- purposes: a) The funding of a veterans organization,
ganization; the purpose for which it was organ-

described in this section,1) To promote the social welfare of the com-ized; its actual activities; the sources of its re-
munity (that is to promote in some way b) Religious, charitable, scientific, literary,ceipts and the disposition thereof; whether
the common good and general welfare of or educational purposes or for the pre-any of its income may be credited to surplus or
the people of the community); vention of cruelty to children or ani-may inure to the benefit of any private share-

mals, or2) To assist disabled and needy war veter-holder or individual; whether the law relating to
ans and members of the U. S. Armedloans, investments, and dividends is being c) An insurance set aside;
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3) The trust income is not unreasonably ac- statutes for disability or death due to 6069, Return of Excise Tax on Excess Contri-
cumulated and, if the trust or foundation is pneumoconiosis, butions to Black Lung Benefit Trust Under
not an insurance set aside, a substantial Section 4953 and Computation of Section 192b) To pay the premiums for insurance that
portion of the income is in fact distributed Deduction, is used to compute the allowableexclusively covers such liability, and
to the parent organization or for the pur- deduction and any excise tax liability. The form

c) To pay the administrative and other in-poses described in item (2)(b); and does not have to be filed if there is no excise
cidental expenses of such trust (includ- tax liability. For more information about these4) It is organized exclusively for one or more ing legal, accounting, actuarial, and contributions, see Form 6069 and its instruc-of the purposes listed earlier in this sec- trustee expenses) in connection with tions.   tion that are specifically applicable to the the operation of the trust and process-

parent organization. ing of black lung claims against such
person arising under federal or state

Donations  to war veterans organizations statutes; and 501(c)(2)—
are deductible as charitable contributions on

2) No part of its assets may be used for, orthe donor’s federal income tax return. At least Title Holding
diverted to, any purposes other than—90% of the organization’s membership must Corporationsconsist of war veterans. The term ‘‘war veter- a) The purposes described in (1), above,

ans’’ means persons, whether or not present For Single Parents  b) Payments into the Black Lung Disabilitymembers of the U.S. Armed Forces, who have
Trust Fund or into the general fund ofserved in the U.S. Armed Forces during a pe- If your organization wants to obtain recogni-
the U.S. Treasury (other than in satis-riod of war (including the Korean and Vietnam tion of exemption from federal income tax as afaction of any tax or other civil or crimi-conflicts). corporation organized to hold title to property,nal liability of the person who estab-

collect income therefrom, and turn over thelished or contributed to the trust),
entire amount less expenses to a single parent

c) Investment in public debt securities of organization that is exempt from income tax, it501(c)(20)— the U.S., obligations of a state or local should file its application on Form 1024. The
government that are not in default as to information to be submitted upon applicationGroup Legal Services principal or interest or time or demand is described in this section. For a discussion of
deposits in a bank or an insured credit the procedures for obtaining recognition of ex-Plan Organizations  
union located in the U.S. (These invest- emption, see Chapter 1.

For tax years that began before July 1, 1992, ments are restricted to the extent that You must show that your organization is a
an organization or trust created in the U.S. for the trustee determines that a portion of corporation. If you are in doubt as to whether
the exclusive function of forming a part of a the assets is not currently needed for your organization qualifies as a corporation for
qualified group legal services plan or plans the purposes described in (1), above, or this purpose, contact your District Director’s
can obtain recognition of exemption from in- office.d) Accident and health benefits or insur-come tax by filing Form 1024. The Key District A title holding corporation will qualify forance premiums and other administra-Director can grant an extension of time for fil- exemption only if there is effective ownershiptive expenses for retired coal minersing under the same procedures as those de- and control over it by the distributee exemptand their spouses. The amount of as-scribed for section 501(c)(3) organizations in organization. For example, the distributee or-sets available for such use is generallychapter 3 under Application for Recognition of ganization may control the title holding corpo-limited to 110 percent of the presentExemption. The law that allows the exemption ration by owning its voting stock or possessingvalue of the liability for black lunghas expired for tax years beginning after June the power to select nominees to hold its votingbenefits.30, 1992.   stock.

An annual information return  is required of
The corporate charter  that you submit uponexempt trusts described in section 501(c)(21).
application must confine the purposes andForm 990·BL, Information and Initial Excise501(c)(21)—
powers of your organization to holding title toTax Return for Black Lung Benefit Trusts and
property, collecting income therefrom, andBlack Lung Certain Related Persons, must be used for this
turning the income over to an exempt organi-purpose. However, a trust that normally hasBenefit Trusts  zation. If the charter authorizes your organiza-gross receipts in each tax year of not more
tion to engage in activities that go beyondthan $25,000 is excepted from this filingIf your organization wishes to obtain recogni-
these limits, its exemption may not be recog-requirement.tion of exemption as a black lung benefit trust,
nized even if its actual operations are so lim-Excise taxes.  If your organization makesit must file its application by letter and include
ited. If your organization’s original charterany expenditures, payments, or investmentsa copy of its trust instrument. The general pro-
does not limit its powers, you may amend theother than those described earlier in this sec-cedures to be followed for obtaining such rec-
charter to conform to the required limits andtion, a tax equal to 10% of the amount of suchognition are discussed in Chapter 1 of this
submit evidence with your application that theexpenditures is imposed on the trust. If therepublication. This section describes the addi-
charter has been so amended.are any acts of self-dealing between the trusttional (or specific) information to be provided

and a disqualified person, a tax equal to 10%upon application.
Payment of income.  You must show thatof the amount involved is imposed on the dis-
your corporation is required to turn over thequalified person. Both of these excise taxesRequirements.  A black lung benefit trust that
entire income from the property, less ex-are reported on Schedule A (Form 990·BL).is established in writing, created or organized
penses, to one or more exempt organizations.See the Form 990·BL instructions for more in-in the United States, and contributed to by any

Actual payment of the income  is re-formation on these taxes and what has to beperson (except an insurance company) will
quired. A mere obligation to use the income forfiled, even if the trust is excepted from filing.qualify for tax-exempt status if:
the exempt organization’s benefit, or the fact

1) Its exclusive purpose is— that such organization has control over the in-Contributions  by a taxpayer (generally, the
come does not satisfy this requirement.a) To satisfy in whole or in part the liability coal mine operator) to a black lung benefit

Expenses  may reduce the amount of in-of such person (generally, the coal trust are deductible for federal income tax pur-
come required to be turned over to the tax-ex-mine operator contributing to the trust) poses under section 192 of the Code. The de-
empt organization for which your organizationfor, or with respect to, claims for com- duction is limited, and any excess contribu-
holds property. The term expenses (for thispensation arising under federal or state tions are subject to an excise tax of 5%. Form
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purpose) includes not only ordinary and nec- an organization organized for the exclusive provisions, such provisions must instead be in-
essary expenses paid or incurred, but also purpose of acquiring, holding title to, and col- cluded in the bylaws of the corporation.
reasonable additions to depreciation reserves lecting income from real property, and turning A 501(c)(25) organization may be organ-
and other reserves that would be proper for a over the entire amount less expenses to mem- ized as a nonstock corporation if its articles of
business corporation holding title to and main- ber organizations exempt from income tax, it incorporation or bylaws provide members with
taining property. should file its application on Form 1024.  For a the same rights as described above.

discussion of the procedures for obtaining rec-In addition, the title holding corporation
ognition of exemption, see Chapter 1.may retain part of its income each year to ap-

Subsidiaries.  A wholly owned subsidiary willply to indebtedness on property to which it
not be treated as a separate corporation, andholds title. This transaction is treated as if the

Who can control the organization.  IRC all assets, liabilities, and items of income, de-income had been turned over to the exempt
501(c)(25) is effective for tax years beginning duction, and credit will be treated as belongingorganization and the latter had used such in-
after December 31, 1986. Organizations rec- to the section 501(c)(25) organization. Subsid-come to make a contribution to the capital of
ognized as exempt under this section may iaries should not apply separately for recogni-the title holding corporation that in turn, ap-
have up to 35 shareholders or beneficiaries, in tion of exemption.plied such contribution to the indebtedness.
contrast to title-holding organizations recog-Waiver of payment of income.  Gener-
nized as exempt under IRC 501(c)(2), whichally, there is no payment of rent when the oc-

Donations  to an exempt title holding corpora-may  have  on ly  1  con t ro l l i ng  paren tcupant of property held by your title holding
tion generally are not deductible as charitableorganization.corporation is the exempt organization for
contributions on the donor’s federal incomewhich your corporation holds the title. In this
tax return. Get Publication 526, Charitablesituation, the statutory requirement that in-

Organizational requirements.  A 501(c)(25) Contributions for more information on charita-come be paid over to the exempt organization
organization must be either a corporation or a ble contributions.is satisfied if your corporation turns over
trust. Only one class of stock is permitted inwhatever income is available.
the case of a corporation. In the case of a
trust, only one class of beneficial interest is Unrelated Business Income  
allowed.Application for recognition of exemption.

Organizations eligible to acquire or hold in- In general, the receipt of unrelated businessIn addition to the information required by Form
terests in this type of title-holding organization income by a section 501(c)(25) organization1024, the title holding corporation must furnish
are qualified pension, profit-sharing, or stock will subject the organization to loss of exemptevidence that the organization for which title is
bonus plans, governmental plans, govern- status, since the organization cannot be ex-held has obtained recognition of exempt sta-
ments and their agencies and instrumentali- empt from taxation if it engages in any busi-tus. If that organization has not been specifi-
ties, and charitable organizations. ness other than that of holding title to realcally notified in writing by the Internal Revenue

The articles of incorporation or trust instru- property and collecting the income from theService that it is exempt, the title holding cor-
ment must include provisions that demon- property. However, exempt status will not beporation must submit the necessary applica-
strate that the corporation or trust is organized affected by the receipt of debt-financed in-tion and supporting documents to enable the
to meet the requirements of the statute, in- come that is treated as unrelated businessInternal Revenue Service to determine
cluding compliance with the limitations on taxable income solely because of section 514.whether the organization for which title is held
membership and classes of stock or beneficial Under section 514(c)(9), certain share-qualifies for exemption. A copy of a ruling or
interest, and compliance with the income dis- holders or beneficiaries are not subject to un-determination letter issued to the organization
tribution requirements. The organizing docu- related debt-financed income tax under sec-for which title is held will be proof that it quali-
ment must permit the organization’s share- tion 514 on their investments through thefies for exemption. However, until the organi-
holders or beneficiaries to dismiss the organization. These shareholders are gener-zation for which title is held obtains recognition
organization’s investment advisor, if any, upon ally schools, colleges, universities, or support-of exempt status or proof is submitted to show
a vote of the shareholders or beneficiaries ing organizations of such educational institu-that it qualifies, the title holding corporation
holding a majority interest in the organization. tions. Organizations other than these will takecannot obtain recognition of exemption.

The organizing document must permit the into account as gross income from an unre-
shareholders or beneficiaries to terminate lated trade or business their pro-rata share of
their interests by at least one of the following income that is treated as unrelated debt-fi-Donations  to an exempt title holding corpora-
methods: nanced income because section 514(c)(9)tion generally are not deductible as charitable

does not apply. These organizations will alsocontributions on the donor’s federal income
take their pro-rata share of the allowable de-tax return.   1) By selling or exchanging their stock or
ductions from unrelated taxable income.beneficial interest to any organization de-

scribed in IRC 501(c)(25)(c), provided that
the sale does not cause the number of

Real property.  Real property can includeshareholders or beneficiaries to exceed501(c)(25)— personal property leased under or in connec-35, or
tion with real property, but only if the rent at-Title Holding tributable to the personal property does not2) By having their stock or beneficial interest
exceed 15% of the total rent for both the realCorporations for redeemed by the 501(c)(25) organization
property and the personal property.upon 90 days notice.

Real property acquired after June 10, 1987Multiple Parents  
cannot include any interest as a tenant in com-
mon (or similar interest) or any indirectIf state law prevents a corporation from includ-If your organization wants to obtain recogni-
interest.ing in its articles of incorporation the abovetion of exemption from federal income tax as
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Organization Reference Chart

Section of 1986 Application Annual return re- Contributions
Code Description of organization General nature of activities Form No. quired to be filed allowable

501(c)(1) Corporations Organized Under Act of Congress Instrumentalities of the United States No Form None Yes, if made for
(including Federal Credit Unions) exclusively public

purposes

501(c)(2) Title Holding Corporation For Exempt Organiza- Holding title to property of an exempt organiza- 1024 9901 or 990EZ8 No2

tion tion

501(c)(3) Religious, Educational, Charitable, Scientific, Lit- Activities of nature implied by description of 1023 9901, 990EZ8, or 990- Generally, Yes
erary, Testing for Public Safety, to Foster Na- class of organization PF
tional or International Amateur Sports Competi-
tion, or Prevention of Cruelty to Children or
Animals Organizations

501(c)(4) Civic Leagues, Social Welfare Organizations, Promotion of community welfare; charitable, ed- 1024 9901 or 990EZ8 Generally, No2,3

and Local Associations of Employees ucational or recreational

501(c)(5) Labor, Agricultural, and Horticultural Organiza- Educational or instructive, the purpose being to 1024 9901 or 990EZ8 No2

tions improve conditions of work, and to improve prod-
ucts and efficiency

501(c)(6) Business Leagues, Chambers of Commerce, Improvement of business conditions of one or 1024 9901 or 990EZ8 No2

Real Estate Boards, Etc. more lines of business

501(c)(7) Social and Recreation Clubs Pleasure, recreation, social activities 1024 9901 or 990EZ8 No2

501(c)(8) Fraternal Beneficiary Societies and Associations Lodge providing for payment of life, sickness, ac- 1024 9901 or 990EZ8 Yes, if for certain
cident, or other benefits to members Sec. 501(c)(3)

purposes

501(c)(9) Voluntary Employees’ Beneficiary Associations Providing for payment of life, sickness, accident 1024 9901 or 990EZ8 No2

or other benefits to members

501(c)(10) Domestic Fraternal Societies and Associations Lodge devoting its net earnings to charitable, fra- 1024 9901 or 990EZ8 Yes, if for certain
ternal, and other specified purposes. No life, Sec. 501(c)(3)
sickness, or accident benefits to members purposes

501(c)(11) Teachers’ Retirement Fund Associations Teachers’ association for payment of retirement No Form6 9901 or 990EZ8 No2 

benefits

501(c)(12) Benevolent Life Insurance Associations, Mutual Activities of a mutually beneficial nature similar to 1024 9901 or 990EZ8 No2

Ditch or Irrigation Companies, Mutual or Cooper- those implied by the description of class of or-
ative Telephone Companies, Etc. ganization

501(c)(13) Cemetery Companies Burials and incidental activities 1024 9901 or 990EZ8 Generally, Yes

501(c)(14) State Chartered Credit Unions, Mutual Reserve Loans to members No Form6 9901 or 990EZ8 No2

Funds

501(c)(15) Mutual Insurance Companies or Associations Providing insurance to members substantially at 1024 9901 or 990EZ8 No2

cost

501(c)(16) Cooperative Organizations to Finance Crop Op- Financing crop operations in conjunction with ac- No Form6 9901 or 990EZ8 No2

erations tivities of a marketing or purchasing association

501(c)(17) Supplemental Unemployment Benefit Trusts Provides for payment of supplemental unem- 1024 9901 or 990EZ8 No2

ployment compensation benefits

501(c)(18) Employee Funded Pension Trust (created before Payment of benefits under a pension plan funded No Form6 9901 or 990EZ8 No2

June 25, 1959) by employees

501(c)(19) Post or Organization of Past or Present Members Activities implied by nature of organization 1024 9901 or 990EZ8 Generally, No7

of the Armed Forces

501(c)(21) Black Lung Benefit Trusts Funded by coal mine operators to satisfy their lia- No Form6 990-BL No4

bility for disability or death due to black lung dis-
eases

501(c)(22) Withdrawal Liability Payment Fund To provide funds to meet the liability of employ- No Form6 990 or 990EZ8 No5

ers withdrawing from a multi-employer pension
fund

501(c)(23) Veterans Organization (created before 1880) To provide insurance and other benefits to veter- No Form6 990 or 990EZ8 Generally, No7

ans

501(c)(25) Title Holding Corporations or Trusts with Multiple Holding title and paying over income from prop- 1024 990 or 990EZ No
Parents erty to 35 or fewer parents or beneficiaries

501(d) Religious and Apostolic Associations Regular business activities. Communal religious No Form 10659 No2

community

501(e) Cooperative Hospital Service Organizations Performs cooperative services for hospitals 1023 9901 or 990EZ8 Yes

501(f) Cooperative Service Organizations of Operating Performs collective investment services for edu- 1023 9901 or 990EZ8 Yes
Educational Organizations cational organizations

501(k) Child Care Organization Provides care for children 1023 990 or 990EZ8 Yes

521(a) Farmers’ Cooperative Associations Cooperative marketing and purchasing for agri- 1028 990-C No
cultural producers

1For exceptions to the filing requirement, see Chapter 2 and the Form instructio
ns. 6Application is by letter to the key District Director. A copy of the organizing
 document should be
2An organization exempt under a Subsection of Code Sec. 501 other
 than (c)(3), may establish a attached and the letter should be signed by an officer.
charitable fund, contributions to which are deductible. Such a fund must itself
 meet the require- 7Contributions to these organizations are deductible only if 90% or more of the
organization’s
ments of section 501(c)(3) and the related notice requirements of section 5
08(a). members are war veterans.
3Contributions to volunteer fire companies and similar organizations are deducti
ble, but only if 8For limits on the use of Form 990EZ, see Chapter 2 and the general instructions
 for Form 990EZ
made for exclusively public purposes. (or Form 990).
4Deductible as a business expense to the extent allowed by Code section 192. 9Although the organization files a partnership return, all distributions are dee
med dividends. The
5Deductible as a business expense to the extent allowed by Code section 194A. members are not entitled to ‘‘pass-through’’ treatment of the organization’s in
come or expenses.
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Where to Send Application
If the organization is in: Send application and fee to: If the organization is in: Send application and fee to:

Connecticut, Maine, Massachusetts, Internal Revenue Service Alabama, Arkansas, Florida, Georgia, Internal Revenue Service
New Hampshire, New York, Rhode EP/EO Division Louisiana, Mississippi, North Carolina, EP/EO Division
Island, Vermont P.O. Box 1680, GPO South Carolina, Tennessee P.O. Box 941

Brooklyn, NY 11202 Atlanta, GA 30370

Delaware, District of Columbia, Internal Revenue Service Alaska, California, Hawaii, Idaho, Internal Revenue Service
Maryland, New Jersey, Pennsylvania, EP/EO Division Nevada, Oregon, Washington EP/EO Division
Virginia, any U.S. Possession or P. O. Box 17010 McCaslin Industrial Park
foreign country Baltimore, MD 21203 2 Cupania Circle

Monterey Park, CA 91754-7406

Indiana, Kentucky, Michigan, Ohio, Internal Revenue Service Illinois, Iowa, Minnesota, Missouri, Internal Revenue Service
West Virgina EP/EO Division Montana, Nebraska, North Dakota, EP/EO Division

P. O. Box 3159 South Dakota, Wisconsin 230 S. Dearborn
Cincinnati, OH 45201 DPN 20-5

Chicago, IL 60604

Arizona, Colorado, Kansas, New Internal Revenue Service U.S. Virgin Islands Virgin Islands
Mexico, Oklahoma, Texas, Utah, EP/EO Division Bureau of Internal Revenue
Wyoming Mail Code 4950 DAL Lockharts Garden No. 1A

1100 Commerce Street Charlotte Amalie
Dallas, TX 75242 St. Thomas, VI 00802
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