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Objectives  

Major categories of exempt organizations 

501(c)(3) exempt purposes 

501(c)(3) organizational and  

operational tests 

Public charity support tests 

Form 1023 – Avoiding Pitfalls & Delays 
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Exempt Organizations 

Tax-exempt organization: 

A trust, association, or corporation not 

organized for profit (i.e., nonprofit) that is 

described in the Internal Revenue Code 

as exempt from Federal Income Tax.   
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Types of EOs 

Charitable § 501(c)(3) United Way, private 

schools, churches, 

foundations 

Civic/ 

Social Welfare 

§ 501(c)(4) Rotary Club, Lions 

Club 

Labor/ 

Agricultural 

§ 501(c)(5) United Auto Workers, 

American Dairy 

Association 

Business 

Leagues/ 

Professional 

§ 501(c)(6) Chambers of 

Commerce, 

ABA, AICPA 

Social Clubs § 501(c)(7) Country clubs, 

swim clubs 
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§501(c)(3) Organization 

Must be exclusively devoted to one 

or more of these purposes: 

• Religious 

• Charitable 

• Scientific Testing for Public Safety 

• Educational 

• Fostering Amateur Sports 

• Prevention of Cruelty to Children or 

Animals 
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§501(c)(3) - Charitable 

Examples of “charitable” activities: 

• Relief of poor, distressed, underprivileged 

• Lessening neighborhood tensions 

• Elimination of prejudice and discrimination 

• Defense of human, civil rights 

• Combating community deterioration, 
juvenile delinquency 

• Erection or maintenance of public 
buildings, monuments or works 
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Benefits of 501(c)(3) Status 

• Exempt from federal income tax and 
some federal employment taxes 

• Exempt from some state taxes  
(e.g., income, sales, employment) 

• Tax-deductible contributions 

• Reduced postal rates 

• Tax-exempt financing 
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Two Part Test 

1.Must be organized  
 

2.Must be operated for an 

exempt purpose 
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§501(c)(3) Organizational Test 

Organizing document must: 

• Limit purpose as stated in 501(c)(3) 

• Distribute assets for 501(c)(3) 

purposes upon dissolution 

• Not allow more than an insubstantial 

amount of non-exempt activity 

Examples of organizing documents:  

Articles of Incorporation, Trust documents,  

Articles of Association, Constitution 
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Public Charity v. Private Foundation 

Publicly Supported 
(e.g., United Way) 

Privately Supported 
(e.g., family or corporate 

foundations) 

Not taxed on 

income 

Not taxed on income; 

may be subject to 

excise taxes 

Community-based 

board of directors 

Family or corporate 

board of directors 



11 

FORM 1023 | EXEMPT ORGANIZATIONS 

Public Support Test 

TEST ONE 

At least 1/3 of 

organization’s support is 

from multiple sources 

 

Sources include general 

public, government agencies, 

corporations, private 

foundations and other public 

charities 

TEST TWO 

At least 1/3 of 

organization’s gross 

receipts are from public 

support and exempt 

function income combined,           

.            --and--           

Less than 1/3 of its support 

is from investment income 

or unrelated business 

income 
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Jeopardizing § 501(c)(3) Status 

• Inurement/private benefit activities 
prohibited 

• Lobbying activities must be insubstantial 

• Political activities are absolutely 
prohibited 

• Failure to meet filing requirements 

• Unrelated business activities must be 
insubstantial 
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Who Must File 

Form 1023 - required for all 

§501(c)(3) organizations except 

• Churches 

• Certain government entities 

• Public charities with gross receipts 

< $5,000 
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What to File 

Form SS-4 

• To obtain identification number which 

must be included on application 

 

Form 2848 

• To permit someone other than a principal 

officer, director or employee to represent 

the organization on matters regarding the 

application 
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When to File 

Within 27 months of date 

incorporated or formed 

 

Within 90 days of the end of 

the year exceeding $5,000 

threshold 
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Form 1023 – Notice 1382 
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Identification of Applicant 
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Organizational Structure 



19 

FORM 1023 | EXEMPT ORGANIZATIONS 

Narrative Description 

Be specific 

Write to audience 

Be realistic 

“Who, what, when, where, why” 
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Financial Information 
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Principal Officers, Board Info 
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Pages, Schedules, Signature 

Complete all pages 

Do not use “N/A” 

Answer follow-up questions 

Schedules, only if they apply 

Authorized person signs –  

no stamp or fax 
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Form 1023 Checklist 
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Expedite Requests 

Must be in writing 

Pending grant critical to operations 

Disaster relief 

IRS-caused delay or error 
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“Where’s My Application?” 

Response within 90 days for applications: 

1. Approvable immediately 

2. Needing minor additional information 

3. On obsolete forms or without all items 
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The Form 990 
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Form 990 Overview 

Form 990 allows an EO to show: 

• Organized/operated as a 

tax-exempt entity 

• Compliant 

• Well governed and managed 

• Furthers its mission  

• Provides service to the public 
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Preliminary Step 1 

Know who is required to file Form 990 
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Who is Required to File 

Most 501(c) organizations 

are required to file a Form 990-

series return annually. 

Exceptions 

• churches and conventions or 

associations of churches 
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2011 - Which Form? 

Private Foundations file Form 990-PF 

www.irs.gov/990filing 

Tax Year 2011 
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Form 990-EZ 
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990-N (e-Postcard) 
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Information Needed: 

• Legal name and address 

• Employer identification number (EIN) 

• Web address  

• Principal officer name/address 

• Confirmation of gross receipts 

990-N (e-Postcard) 
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Preliminary Step 2 

Know Your Audience 

• Charity Regulators 

• Congress, constituents, beneficiaries 

• Foundations and other donors 

• Researchers/watchdog groups 
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Preliminary Step 3 

Assemble a Form 990 

preparation team 

Delegation! 
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Preliminary Step 4 

Related Organizations 

• Parent 

• Subsidiary 

• Brother/sister 

• Sponsoring organization 

• Supporting/supported 
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Preliminary Step 5 

Determine Key Employees 

• Received over $150,000 on W-2 

• Controlled over 10% of organization 

Also, determine officers, directors and 

trustees before completing your 990 
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Preliminary Step 6 

Info Gathering Strategy 

•Compensation amounts from  

related organizations 

•Family/business relationships 

•Grants 

•Business transactions 

For officers, directors, trustees and key 

employees, determine: 
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• Compensation from related orgs? 

• Related org business? 

• Family transactions ? 

• Family relationships? 

• Grants/assistance received? 

Send questionnaire asking: 

Preliminary Step 6 
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Preliminary Step 7 

Keep Good Records 

• Manage 990-related info 

• Organize for accessibility 

• Retain for at least 3 years 
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Preparation Tip 1 

Use Tools Provided in 

Form 990 Instructions 

• Sequencing list, page 7 

• Compensation charts, pages 30-33 

• Glossary 

• 11 Appendices 

– Gross receipts, public disclosure, excess 

benefits, charitable contributions 
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Preparation Tip 2 

E-file! 

• Simplifies preparation 

• Reduces processing time 

• Reduces error rate: 

– Form 990 paper filed in 2010 = 24% 

– Form 990/990EZs e-filed in 2010 = 1% 
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Resources to Assist 
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EO Update 
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Charities & Non-Profits Page 
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Life Cycle Tool 
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EO Calendar of Events 



48 

FORM 1023 | EXEMPT ORGANIZATIONS 

StayExempt.irs.gov 
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For More Information 

www.irs.gov/charities 
While you’re there, sign up for Exempt Organizations  

online newsletter, EO Update! It’s FREE! 

Customer Account Services 

(toll-free) 877-829-5500  

Internal Revenue Service 
TE/GE Customer Account Services 
P.O. Box 2508, Cincinnati, OH 45201 

 

Specialized assistance on tax-exempt 

organizations and IRS tax forms can be found at 

 


