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Objectives
 

•	 Differentiate “nonprofit” and “tax-exempt” 
•	 Describe common types of exempt 

organizations 
•	 Learn requirements for exemption under 

section 501(c)(3) 
•	 Understand how to apply for exempt 

status 
•	 Highlight ongoing compliance issues and 

restricted activities 
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“Nonprofit” vs. “Tax-exempt”
 

• Nonprofit 
• State law concept 

• Tax-Exempt 
• Exempt from federal income tax
 

• Most are nonprofit organizations
 

• Not automatic – most must apply to IRS 

• Must meet requirements to qualify 
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Applying for tax-exempt status
 

Most organizations seeking exemption 
under section 501(c)(3) must apply to 
the IRS. 
Exceptions: 

•	 Churches 
•	 Organizations whose gross 

receipts will normally be 
$5,000 or less 
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Benefits of tax exemption
 

• Exemption from federal income taxation
 

• Exemption from certain other taxes 

• Reduced postal rates 

• 501(c)(3)s: Tax-deductible contributions
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Exempt organizations: Common types
 

501(c)(3) 

•	 Most common type 

501(c)(4) 

•	 Social welfare organizations 

•	 Local associations of employees 

•	 Groups that educate the public about 
particular issues 
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Exempt organizations: Common types 

501(c)(5) 
•	 Labor, agricultural, and horticultural 

organizations 

•	 Better conditions for workers, better 
products, improved efficiency 

501(c)(6) 
• Business leagues 

• Chambers of commerce 

8 • Real estate boards 
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Exempt Organizations: Common types 
501(c)(7) 

•	 Social and recreational clubs for members 

•	 Organized for pleasure, recreation, and similar 

purposes
 

•	 Supported by membership fees/dues 

501(c)(8) 
•	 Fraternal beneficiary societies/associations 

•	 Fraternal purpose, operated under lodge system 

•	 Provide for payment of life, sick, accident or other 
insurance benefits to members or their dependents 
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Annual filing requirements
 

Nearly all exempt organizations must file 
an annual return. 

•	 Form 990, 990-EZ, 990-N… 
•	 Organizations that don’t file an annual 

return are subject to automatic revocation 
of tax-exempt status 

10 
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Requirements
 

501(c)(3) organizations must be: 

1.Organized 

AND
 

2.Operated
 

exclusively for one or more exempt 
purposes. 
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Organizational test
 

Organization should: 
•	 Be organized as a nonprofit corporation, 

trust, or unincorporated association 

Organizing document should: 
•	 Limit its purposes to those described in 

section 501(c)(3) 
•	 Align its activities with exempt purposes 

•	 Dedicate assets only to exempt purposes 

upon the organization’s dissolution 
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Operational test
 

An organization must engage exclusively in 
activities that accomplish its exempt purpose. 
An exempt organization can’t: 

•	 Allow its earnings to inure to the benefit of a 
private shareholder or individual 

•	 Operate for the benefit of a private interest 
•	 Participate in political campaigns 
•	 Operate for the primary purpose of conducting a 

trade or business, or 
•	 Perform activities that violate law or 


fundamental public policy
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Exempt purposes for 501(c)(3)s
 

A 501(c)(3) organization must be organized and 
operated exclusively for one or more of these purposes: 

•	 Charitable 
•	 Educational 
•	 Religious 
•	 Scientific 
•	 Literary 
•	 Fostering national/international amateur sports 

competition 
•	 Preventing cruelty to children or animals 
•	 Testing for public safety 
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Advancing 501(c)(3) purposes
 

•	 Relief of the poor, distressed, or 
underprivileged 

•	 Advancement of religion 
•	 Advancement of education or science 
•	 Building or maintaining public buildings, 

monuments or works 
•	 Lessening the burdens of government 
•	 Reducing neighborhood tensions
 

•	 Helping eliminate prejudice and 
discrimination 
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Public charity or private foundation
 

Public charity 
• Churches, hospitals, qualified medical 

research organizations 
• Active fundraising program 
• Receive income from conducting 

activities 
Private foundation 

• Single major source of funding 
• May be subject to excise taxes 
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Public charities
 

•	 Churches, schools, organizations that provide 
medical or hospital care 

•	 Organizations that receive a substantial part of their 
support in the form of contributions 

•	 Organizations that normally receive not more than 
one-third of their support from gross income and 
after-tax unrelated business income and more than 
one-third of their support from gifts, grants, 
contributions, or membership fees and gross 
receipts from activities related to their exempt 
functions 

•	 Organizations that support one or more of the 
organizations described above 
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Prohibited/restricted activities 


A 501(c)(3) organization can’t: 
• Allow its earnings to inure to the benefit of 

any private shareholder or individual 
• Operate for the benefit of a private interest
 
• Participate in political campaigns 
• Operate for the primary purpose of 


conducting an unrelated trade/business
 

• Perform activities that are illegal or violate 
fundamental public policy 
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Private benefit/inurement
 

Inurement: 
• No part of an exempt organization’s 

earnings may flow to one or more 
insiders 

Private Benefit: 
• Excessive benefit to private parties is 

prohibited 
• Contrast unavoidable/insubstantial 

benefit with substantial benefit 
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Political campaign intervention
 

Participating or intervening in any 
political campaign on behalf of or in 
opposition to any candidate for public 
office… 
• Absolutely prohibited 

for 501(c)(3) organizations 
• Different rules for non-(c)(3) 

exempt organizations 
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Unrelated business income
 

An activity is an unrelated business if 
it: 

• Is a trade or business activity 

• Is regularly carried on 

• Is not substantially related to 
furthering the organization’s 
exempt purpose 
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Illegal activities
 

An exempt organization can’t 
conduct activities that are illegal 
or violate fundamental public 
policy. 
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Organization formation
 

An organizing document should:
 

• Limit organization’s 

purposes to those 

described in section 

501(c)(3)
 

• Align its activities with its 

exempt purposes
 

• Dedicate assets only to 

exempt purposes upon 

organization’s dissolution
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Bylaws and EIN
 

Bylaws: 
•	 An organization’s internal 


operating rules
 

Employer Identification Number (EIN):
 
•	 Required for exempt organizations
 

•	 Apply on irs.gov 
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Form 1023 and Form 1023-EZ
 

Form 1023 or the NEW Form 1023-EZ 


Use Form 1023-EZ Eligibility Worksheet to 
see if your organization is eligible to use 
this new, simplified form 
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i1023
 

• Prerequisite questions, auto-calculating fields, 

supplemental pages, help buttons, and links
 

• Dramatically reduces errors/incomplete forms 
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Remember the user fee 


DON’T FORGET TO
 
PAY THE CORRECT 


USER FEE!
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Form 1024
 

• Used by organizations seeking 
exemption under section OTHER 
than 501(c)(3) 
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Self-declaring
 

• Many organizations eligible to file 
Form 1024 may “self-declare” instead 
of filing an application 

-	 Declare themselves exempt under a 
subsection of 501(c), and then operate 
pursuant to the rules of that section 

• Organizations that self-declare must 

still meet annual filing requirements
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Application processing
 

•	 IRS may ask additional questions
 

•	 Our goal is to process applications 
within 270 days 

•	 Processing time is quicker for 
1023-EZ applications 
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Filing annual returns
 

Remember: 

Organizations 


must file required 

annual returns 

even before a 


determination letter 

is issued.
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UBI: Form 990-T
 

• Must file Form 990-T if year’s UBI is 
$1,000 or more 

• See Publication 598 

INTRODUCTION TO TAX-EXEMPT STATUS| EXEMPT ORGANIZATIONS 
32 



Jeopardizing exemption
 

•	 An exempt organization must be operated 
exclusively for exempt purposes 
 If more than an insubstantial part of its  

activities do not further exempt purposes, 
its exemption is in danger 

•	 Comply with applicable employment taxes
 

•	 Comply with inspection and disclosure 
requirements 

•	 Keep good records 
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What we covered
 

• Basics of 501(c)(3) 
• Other types of exempt 

organizations 
• How to apply 
• Activities to avoid 
• Annual filing requirement
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EXEMPT ORGANIZATIONS 

To reach our Charities and 
Nonprofits page, go to 
IRS.gov and click 
“Information for…” then 
select Charities & 
Nonprofits. 
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EXEMPT ORGANIZATIONS 

Find the latest developments 
affecting EOs by selecting 
EO Current Topics & News. 
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EXEMPT ORGANIZATIONS 

The A-Z Site 
Index is one of 
our most 
helpful pages. 
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Check out EO’s online exempt 
org search tool. 
It’s updated monthly! 
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EXEMPT ORGANIZATIONS 

Educational 
activities 
specially 

designed for 
the EO 

community. 
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EO-Update: Free e-Newsletter
 

Register for the 
EO UPDATE! 

It’s FREE and it 
keeps you up to 
date with what’s 
happening in EO. 
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StayExempt.irs.gov
 

This is one of the best ways to 
learn what’s important to 

exempt organizations 

EXEMPT ORGANIZATIONS
 

http:StayExempt.irs.gov


 

Questions?
 

tege.eo.ceo@irs.gov 
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