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FUNDRAISING 

 

 

Introduction 

 

Fundraising is central to a nonprofit organization‟s survival.  The IRS encourages organizations 

to establish and monitor policies to ensure that fundraising solicitations meet federal and state 

law requirements and solicitation materials are accurate, truthful, and candid. 

 

 

Organizations not only need to raise money to support their programs, they must develop 

policies, procedures, and controls to ensure that fundraising solicitations comply with various 

federal and state regulations, costs associated with fundraising are reasonable and properly 

identified, no unrelated business income or private inurement results from fundraising, and 

reporting requirements are met. 

 

 

 

Fundraising versus Charitable Contributions: 

 

Fundraising is the raising of assets and resources from various sources for the support of an 

organization or a specific project. Fundraising activities include dinners/dances, concerts, 

festivals, auctions and other similar activities conducted for the purpose of raising funds. 

 

Fundraising activities do not include sales or gifts of goods or services of only nominal value or 

raffles that include the following: 

 Prizes of nominal value 

The names of contributors or event attendees entered in a drawing for prizes without the 

purchase of a raffle ticket, or 

Solicitation campaigns that generate only contributions. 

 

Charitable Donations: 

 

A gift made by an individual or an organization to a nonprofit organization, charity or private 

foundation. Charitable donations are commonly in the form of cash, but can also take the form of 

real estate, motor vehicles, appreciated securities, clothing and other assets or services (if 

qualified deduction). 

 

 

 

 
REFERENCE: 

 

Exhibit A – IRS Publication 1771 – “Charitable Contributions” 
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NONPROFIT ORGANIZATION & TAX EXEMPTION 

 

 

The Diocese of San Bernardino has been classified as a tax-exempt organization for both Federal 

and State purposes under Section 501(c) (3) of the Internal Revenue Code and Section 23701(d) 

of the Revenue and Taxation Code. This means that the Diocese does not have to pay Federal 

and State income tax or Federal unemployment tax (FUTA). Thus, there is no tax on net income 

earned so long as the income raised and collected is from exempt functions and activities.  

 

In addition to this obvious income tax benefit, there are several other key benefits to being 

classified as a tax-exempt organization. The Diocese is able to receive tax-deductible donations. 

We also qualify for reduced postal rates. Finally, we are exempt from property tax, in whole or in 

part, on certain qualifying properties.  

 

As a church, the Diocese also receives an extra benefit in that it does not have to file Form 990 - 

Return of Organization Exempt from Income Tax.  

 

However, charitable organizations may be required to pay unrelated business income tax (UBIT) 

on income derived from activities not related to its exempt purpose.  In addition the Diocese is 

NOT exempt from  California sales and use tax.  

 

Bearing that in mind, we must ensure that we are not engaging in any activity which would 

jeopardize the Diocese tax-exempt status. This would include fundraising activities.  

 

To help understand all of the tax issues related to fundraising activities, a brief review of the law 

related to unrelated business income tax (UBIT), sales tax, and gambling winnings is in order.  
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UNRELATED BUSINESS INCOME TAX  

 

Definitions 

 

Unrelated business income is the income from a trade or business that is regularly carried on by 

an exempt organization and that is not substantially related to the performance by the 

organization of its exempt purpose or function, except that the organization uses the profits 

derived from this activity.  (IRS Publication 598) 

 

The term “trade or business” generally includes any activity carried on for the production of 

income from selling goods or performing services.  An activity does not lose its identity as a 

trade or business merely because it is carried on within a larger group of similar activities that 

may, or may not, be related to the exempt purpose of the organization. (IRS Publication 598) 

 

Business activities of an exempt organization ordinarily are considered regularly carried on if 

they show a frequency and continuity, and are pursued in a manner similar to comparable 

commercial activities of nonexempt organizations. (IRS Publication 598) 

 

A business activity is not substantially related to an organization‟s exempt purpose if it does not 

contribute importantly to accomplishing that purpose.  In determining whether activities 

contribute importantly to the accomplishment of an exempt purpose, the size and extent of the 

activities involved must be considered in relation to the nature and extent of the exempt function 

that they intend to serve. (IRS Publication 598) 

 

Explanation 

 

Income derived from an unrelated business activity constitutes unrelated business income and 

may result in the imposition of tax.   

 

An unrelated business activity is defined as the existence of: (1) a trade or business; (2) that is 

regularly carried on; and (3) is not substantially related to the organization‟s exempt purposes. 

By itself, the need to raise money does not make fundraising a related activity.  

 

Common Exceptions 

 

There are approximately forty exceptions to the unrelated business income tax rules which may 

apply to fundraising activities.  The following are some of the more common exceptions.  

 

Volunteer Exception - the “volunteer exception” applies when substantially all the work of an 

activity is performed by volunteers or without compensation, including non-cash compensation 

such as food, clothing, shelter and medical care. Some examples of the application of this 

exception include church raffles conducted by volunteers, the sale of cookbooks, candy bars and 

gift wrap sold by students, and a retail store operated by a mission. The meaning of substantially 

all is unclear, but the IRS has indicated that using 88% volunteer labor will qualify (Ltr. Ruls. 

7806039 and 7752098, where the determination was made by measuring hours rather than the 

relative value of each person‟s contribution to the effort). 

 

Sales of Donated Merchandise - This exception applies to a trade or business that consists of 

selling merchandise, substantially all of which the organization received as gifts or contributions.   
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Charity thrift shops would apply under this category. 

 

Convenience exception - A trade or business operated for the convenience of its members, 

students, patients or employees. This exception would encompass things such as on-site day care, 

bookstores, a cafeteria or a museum. For example, the museum could sell greeting cards, 

reproductions, prototypes of its collections and other contemporary items for the convenience of 

its visitors. Additionally, the museum could sell film and batteries. However, the sale of 

prepackaged food, newspapers, tobacco products and souvenirs would not relate to the museum‟s 

exempt purposes and income derived may be taxable. In the instance of the Church selling goods 

or services, the IRS sets forth that such sales must be “reasonably related” to the Church, 

enhancing an awareness of Church history, law and teachings. 

 

UBIT Examples: 

 

BOOKSTORE:  If the religious bookstore only sells books, CDs, rosaries, religious articles, etc 

that furthers the message of the church, then the income is not subject to UBIT.  On the other 

hand, if the bookstore sells gift items or aspirin, then sales from those items will result in UBIT 

being owed. 

 

MEALS AND DRINKS:  If the meals are only for the convenience of the members (such as 

before a mass), then the convenience exception will apply and the income will not be subject to 

UBIT.  If your church food service operates “restaurant hours”, then the income would be 

subject to UBIT. 

 

ADVERTISING IN CHURCH BULLETINS:  The general rule requires taxation of all 

advertising revenue. Your church may recognize donors in its bulletin because donor recognition 

is not advertising.  If a business pays your organization for an ad in the Sunday bulletin or other 

publication, the revenue is taxable.  If you contract with a third party (i.e. J.S. Paluch, etc) to 

receive an advertising rebate you will not be subject to UBIT. 

 

Property Rental Income – In general, rents from real property are not subject to UBIT unless 

financed with borrowed money: 

 

If the property is debt-financed, a portion of the income is taxable;  

1. If the rental income depends on the profits of the person renting the property, the income 

is taxable; and  

2. If the rental of personal property is included with the rental of the real property, if the 

portion of the rent attributable to personal property is no more than 10% of the total, it is 

not taxable but if it exceeds 10%, it is taxable.  

 

Destination of the income is irrelevant in determining if the income is unrelated and therefore 

taxable.  

 

REFERENCE: 

 

Exhibit B – IRS Publication 598 – “Tax on Unrelated Business Income of Exempt 

Organizations” 
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SALES TAX 

 

 

Although many nonprofits and religious organizations are exempt from federal and state income 

tax, there is no similar broad exemption from California sales and use tax.  Generally, nonprofit 

groups‟ sales are taxable, as are their purchases.  In other words, nonprofit and religious 

organizations, in general, are treated just like other California sellers and buyers for sales and use 

tax purposes. 

 

However, there are special exemptions and exclusions available for certain nonprofit and 

religious organizations.  Some organizations may not owe tax on any of their sales.  It all 

depends on what type of organization you are and your organization‟s practices and activities. 

 

An organization which qualifies for exemption is considered a retailer and is required to hold a 

seller‟s permit even though all of its sales are exempt from tax.  

 

You generally need a seller‟s permit if you make sales of merchandise or goods in California. 

There are two types of permits which may be secured; permanent sales tax permits and 

temporary sales tax permits.  

 

A permanent sales tax permit must be secured where there are ongoing sales. The rule of thumb 

is that a person or entity who or which makes three or more sales of tangible personal property 

for substantial amounts in a twelve (12) month period must hold a seller‟s permit.  For example, 

if a parish operates a religious articles store with regular, fixed and published hours. There could 

be a specific space on the church premises set aside for that purpose or the transaction may be 

handled out of the church office. This is not considered a temporary sale under California law.  

Taxes must be pre-paid monthly to the Parish Assistance office.  Parish Assistance prepays the 

sales and use tax monthly to the BOE and files a quarterly tax return for all locations under the 

corporation sole. 

 

A sales tax permit must be secured even if the sales are on a temporary basis (less than three (3) 

fundraising events per year), for example; a church or school engages in the sale of religious 

articles on temporary basis.  The taxes must be paid to State Board of Equalization with the filing 

of a sales tax return which is due at the end of the following quarter.  

 

Use Tax 

 

If your organization purchases from vendors outside the state of California, you are responsible 

for submitting use tax.  For this reason it is recommended that a permanent sales permit be 

obtained. 
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SALES TAX, cont. 

 

 

 

What is a sale? 

 

A sale is an exchange of merchandise or goods for something else of value:  money, barter, or 

trade.  The barter or trade doesn‟t have to be a two-way exchange of merchandise.  It also 

includes an exchange of merchandise for services. 

 

 

 

Typical Taxable Sales: 

 

The parishes and schools conduct a variety of activities that are considered typical taxable sales.  

These include (but are not limited to) the following: 

 

 Sales of food, meals, beverages, and similar items under a number of circumstances. 

 Sales of tickets that buyers will exchange for food, beverages, or other physical products. 

 Sales of booklets, books, pamphlets, religious articles, and so forth. 

 Sales of tickets for fundraising events when the ticket price includes amounts for food 

and beverages. 

 Sales of items at rummage sales, bazaars, carnival booths, community events, and other 

fundraisers. 

 Sales of tickets for game booths where prizes are guaranteed to each ticket purchaser, 

even when the prizes have little value.  Examples include white elephant, fish pond, grab 

bag, and “pitch-„til‟you-win” games. 

 

Typical Nontaxable Sales: 

 

There are a variety of activities that are not considered sales for sales tax purposes.  These 

activities are generally not subject to sales or use tax. 

 

 Sales of tickets for concerts, movies and similar events when food and meals are not 

included in the ticket price. 

 Sales of tickets for game booths and raffles when prizes are not guaranteed to every 

ticket purchaser. 

 Sales of gift cards (scrip), gift certificates, and coupon books. 

 Sales of advertising that does not involve exchanges of merchandise or goods. 

 

Sales of items other than food 

 

Sales and purchases of goods and merchandise other than food are generally taxable.  If your 

parish or school participates in fundraising events where goods and merchandise are sold, such 

as auctions, festivals, bazaars, firework stands, or craft shows, the sale of nonfood items are 

generally taxable.  Tax also applies when you sell from a church bookstore and from tables in 

your church at special events. 
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SALES TAX, cont. 

 

 

 

Donations versus Sales 

 

You may receive donations at the time you are selling merchandise.  “True donations” are not 

taxable.  A true donation is an amount someone gives you without expecting merchandise in 

return.  If someone makes a donation and expects merchandise in return, then this is a sale. 

 

Donations of gift cards, gift certificates, services, or cash donations are not subject to sales tax 

since there is not an exchange of merchandise or goods for consideration. 

 

 

 

Tax-exempt sales of meals 

 

Tax does not apply to sales of meals and food by the parish and school when all of these 

conditions are met: 

 

 You sell the food at a social or other gathering you conduct and; 

 You furnish the meals to raise funds for your organization‟s functions and activities and; 

 You use the proceeds to carry out those functions and activities. 

 

The tax exemption applies regardless of who serves the meals.  Your parish/school can serve the 

meal or have someone else serve it. 

 

If you serve meals at or below your cost, the meals would not qualify for the exemption because 

they would not be for fundraising. 

 

Alcohol & Carbonated Beverages 

 

Sales of alcoholic or carbonated beverages sold for a separate price are taxable.  If such 

beverages are included in the price of the meal (single price) and the sale meets the requirement 

of the exemption (above), the beverage is included as part of the exempt sale of the meal. 

 

Taxable sales of meals 

 

Examples of meals that do not qualify for the exemption above include: 

 

 Serving meals at an event where you serve meals but you do not make a profit on the 

proceeds (meals are free or sold at or below your cost).  These sales do not qualify for the 

exemption because they are not for fundraising. 

 

 Selling meals at church retreats or church camps, or at year-round cafes that are open to 

the public.  These sales do not qualify for the exemption because they do not occur at a 

social gathering, nor are the meals served for the specific purpose of raising revenue. 
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SALES TAX, cont. 

 

 

 

 

Schools/PTO/Student Organizations 

 

 

Meal and Food Sales – Tax does not apply to sales of meals or individual food products to 

school students when the sales are made by the school, student organizations, parent-teacher 

associations, or vending machines in an educational institution.  To qualify for the tax 

exemption, meals must be served to students at a time regularly set aside for meals, not at recess 

or breaks. 

 

The following food sales at schools are taxable: 

 

 Sales of carbonated beverages – unless the beverage is sold as part of a meal. 

 Sales of food to students and nonstudents in a place where admission is charged – such 

as an athletic event – even when the event is held at a school. 

 Sales of meals and food products to nonstudents. 

 

 

EXEMPTIONS:  

 

Schools:  

 

 Parent-Teacher Associations 

The PTO group must meet all of the following conditions in order to qualify for tax 

exemption: 

 

 It is a nonprofit organization that includes parents. 

 The group‟s objectives include enhancing the welfare of all of the students in the 

school and developing better communication between parents and school 

authorities.  (excludes athletic booster clubs) 

 The group is authorized to operate in the school by the school‟s governing 

authority. 

 The profits from the group‟s sales are used exclusively to advance the group‟s 

purpose. 

 

If your PTO group meets these qualifications the group is not required to hold a 

California seller‟s permit. 

 

Athletic booster clubs are not considered PTA-equivalent because their efforts are 

directed toward a select group of students rather than all the students. 
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SALES TAX, cont. 

 

 

 Youth Groups  

 

Youth groups that sell merchandise such as t-shirts, wrapping paper, mugs, and so forth 

are generally considered “retailers” of those products*.  Sales of these items are taxable 

and your group must collect and reports sales tax. 

 

*PTO Organizations are classified as “statutory consumers” per Regulation 1597 – 

Article 7 and therefore exempt from sales tax 

 

Exemptions 

 

Youth groups from both parishes and schools must meet one of the following criteria in 

order to qualify for exempt status: 

 

 A nonprofit organization that qualifies for tax-exempt status under Internal 

Revenue Code section 501(c).  Your primary purpose must be to provide a 

supervised program of competitive sports for youth or to promote good youth 

citizenship.  The group must not discriminate on the basis of race, sex, nationality, 

or religion. (Parish Youth Groups) 

 

 A youth group or club sponsored by or affiliated with a “qualified educational 

institution.”  This includes but is not limited to student activity groups such as 

sports teams, drama clubs, booster clubs, etc.  The groups must not discriminate 

on the basis of race, sex, nationality, or religion.  (School clubs/teams) 

If your group qualifies in one of the two categories above, you are exempt from 

sales tax when you do ALL of the following: 

 

 Sell food products or nonalcoholic beverages, or items made by members of 

your organization; 

 Make sales on an irregular or intermittent basis; 

 Use the profits from your sale only to advance your organization‟s purpose. 

 

Examples of events to which this exception would be applicable include fairs, galas, parades, 

games, refreshment stands or booths utilized at scheduled events or organized leagues. Please 

note:  Items purchased for resale as a fundraiser such as t-shirts, calendars, etc are not 

exempt.  Items must be made by members of your group in order to qualify for the 

exemption.         
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SALES TAX, cont. 

 

 

 

Where admission is charged 

 

Sales of food, meals, or beverages are generally taxable when the food product is sold 

ready to eat within a place where admission is charged, such as a concert, a play, a 

football game, or similar location. 

 

 

 Exceptions: 

 

Meals served by religious organizations at a social event or other gathering when the 

purpose of serving or furnishing meals is to obtain revenue for the functions of the 

organization and the proceeds are actually used in carrying out such functions. 

 

 

 

 

 

 

Vending Machine Sales 

 

Operator owes the tax 

The operator of the vending machine is responsible to report and pay sales tax.  If your 

nonprofit organization stocks the machine and collects the money from it, you are the 

operator and responsible for the sales tax.  If an outside company stocks the machine and 

collects the money, then pays you a portion of the profits that company must report and 

pay the tax due. 

 

 

Exceptions for those operating/stocking vending machines 

 Parent-Teacher Associations – exempt from sales tax regardless of price 

Non-profit charitable organizations – exempt from sales tax if the items are sold for 15 

cents or less. 
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SALES TAX, cont. 

 

 

 

Other Organizations 

 There is also an exemption for charitable organizations that assist the needy. These 

organizations are exempt from paying sales tax if all of the following conditions are met:  

 

1. Be formed and operated for charitable purposes; 

2. The organization must be exempt from California property taxation under the 

welfare exemption as provided in Section 214 of the Revenue and Taxation Code;  

3. The organization must be engaged in relieving poverty and distress;  

4. The organization‟s sales must be made principally as assistance to purchasers or 

recipients in distressed financial condition; AND  

5. The items sold must have been made, prepared, assembled or manufactured by the 

organization. “Preparation” includes cleaning, repairing, or reconditioning items.  

“Assembly” includes gathering together items at one or more locations for sale or 

donation. 

 

NOTE - AN ORGANIZATION WHICH QUALIFIES FOR EXEMPTION IS 

CONSIDERED A RETAILER AND IS REQUIRED TO HOLD A SELLER ‘S PERMIT 

EVEN THOUGH ALL OF ITS SALES ARE EXEMPT FROM TAX  

 

 

 

REFERENCE: 

 

Exhibit C - Diocesan Policy 1100.1.43.1 – “Collection of Sales Tax on Goods Sold” 

Exhibit C - Diocesan Policy 1100.1.43.2 – “Collection of Use Tax”  

Exhibit C - California State Board of Equalization – Publication 18 

   “Nonprofit Organizations” 

Exhibit C - California State Board of Equalization - Publication 1570  

“Charitable Organizations” 
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PROPERTY TAX EXEMPTIONS FOR RELIGIOUS ORGANIZATIONS 

 

Churches and schools, for the most part, are exempt from payment of real property taxes as a 

result of the religious or welfare exemptions which are set out in the California Revenue and 

Taxation Code.  

 

California property tax laws provide for three exemptions that may be claimed on church 

property: 

 The church exemption, for property that is owned, leased, or rented by a religious 

organization and used exclusively for religious worship services. 

 The religious exemption, for property owned by a religious organization and used 

exclusively for religious worship services and certain school activities 

 The welfare exemption, for property owned by a religious organization and used 

exclusively for one or more of the above activities or any other religious 

activities.  The exemption may also apply to leased property if both the lessor and 

lessee qualify.  In other words, both the organization and property use must 

qualify for the exemption. The exemption may also apply to leased personal 

property (i.e. copier leases). 

 

These exemptions apply to property taxes but not to special assessments such as district taxes. 

The church exemption and religious exemption are administered by the assessor of the county 

where the property is located.  The State Board of Equalization‟s (BOE) role is to establish the 

forms and procedures necessary to claim these exemptions and to provide guidance to county 

assessors and others.  The welfare exemption is administered jointly by the county assessor and 

the BOE.  (Reference: California State Board of Equalization, Publication 48) 

 

In order to receive a religious or welfare exemption, property must be used exclusively for 

religious, charitable or educational purposes. Unused vacant land or unused buildings are not 

eligible for an exemption. For-profit businesses which are conducted on Church property make 

otherwise eligible property potentially ineligible from the property tax exemption. 

 

Thrift stores are not eligible for exemption unless they are a part of a planned, formal 

rehabilitation program.  In those cases, they may be exempt under the welfare exemption. 
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PROPERTY TAX EXEMPTION, cont 

 

 

Allowing Other Organizations to use Property 

 

Before allowing another organization to use your property, you should first determine whether 

the proposed use will jeopardize the Diocese of San Bernardino tax exempt status. 

 

Property used for religious worship and religious schools may remain eligible for the exemption 

if the property is used for incidental purposes by nonprofit, charitable local civic groups on an 

occasional basis, for example meetings of Boy or Girl Scouts, 4-H, AA, or other nonprofit 

charitable groups.  The incidental, occasional use may not interfere with the use of the property 

for religious worship or religious schools.  In addition, the church may not charge the 

organizations for this use, except for the ordinary and necessary amounts the church pays to 

make the facility available for that use, such as janitorial and utility costs.   

 

These organizations should not be allowed to hold fundraising meetings or activities (the direct 

solicitation of money, property or goods) on the church property. Special exceptions for 

fundraising have been made for Knights of Columbus and Catholic Daughters.  Boy Scout troops 

are allowed to fundraise for the local troop if they are a recognized ministry group of the parish 

and all finances are handled through parish books. 

 

One qualifying organization could lease to another qualifying organization. For example, a 

Riverside County parish rents school property to the Riverside City Unified School District and 

it does not lose its welfare exemption on that property because one qualifying entity is leasing to 

another qualifying entity for educational purposes.  

 

All activities must be conducted for the exclusive benefit of the mission, whether for religious or 

educational purposes. Income from activities conducted on parish property must also benefit the 

mission of the parish or school. If a private individual benefits from income derived from using 

the exempt property, the diocese may lose its tax exemption status. 

 

REFERENCES:   

 

Exhibit D:  California State Board of Equalization - Publication 48 “Property Tax 

Exemptions for Religious Organizations”  

Exhibit D:  California State Board of Equalization – Publication 149 “Property Tax Welfare 

Exemption”       

Exhibit D:  Diocesan Policy 1100.1.38 – “Parish Organizations Using the Name of the 

Parish” 

Exhibit D:  California Revenue and Taxation Code – Section 214 (D) 

 

OTHER  

 

Property used for non-exempt purposes may result in the loss of property tax exemption  
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TAX ISSUES 

 

There are several related tax issues which will be briefly discussed as they pertain to fundraising 

activities.  

 

The first is the public support test.  The IRS requires that non profit organizations meet a public 

support test.  An organization is a publicly supported charity if it meets one of two tests: 

 

1. The organization receives a substantial part of its support in the form of contributions 

from publicly support organizations, governmental units, and/or the general public. 

2. The organization receives no more than one-third of its support from gross investment 

income and more than one-third of its support from contributions, membership fees, and 

gross receipts from activities related to its exempt functions.  

 

 Fundraising and gambling income can have a potentially adverse impact on the public support 

tests of organizations which claim to be publicly supported under the Internal Revenue Code. If 

an organization has income from non-taxable bingo and other fundraising activities, it should be 

able to satisfy the applicable support fraction.  

 

The second issue is the wagering excise tax. The Internal Revenue Code imposes a 1/4% excise 

tax on legal wagers and a 2% tax on illegal wagers. Additionally, a $500 per year occupational 

tax is imposed on each individual receiving a wager(s). For this purpose, a wager includes a bet 

placed in a lottery conducted for profit.  Bingo games are generally excluded from the 

application of the wagering tax because they are excluded from the definition of lottery by IRC 

4421(2)(B).  No excise tax would be payable with respect to wagers made in a bingo game since 

such game is usually conducted under circumstances in which the wagers are placed, the winners 

are determined, and the distribution of prizes is made in the presence of all persons participating 

in the game. 

 

Also excluded are wagers or drawings conducted by exempt organizations if none of the net 

proceeds benefit any private individual.  If wagering revenue is separately accounted for and is 

earmarked solely for charitable purposes, no private benefit may be attributed to the wagering 

activities and there will be no liability for the tax. 

 

 

 

 

 

 

REFERENCE: 

 

Exhibit E:  IRS Publication 557 “Tax-Exempt Status for Your Organization” 
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REPORTING AND WITHHOLDING FOR GAMBLING WINNINGS 

 

 

The type of gambling activity, the amount of the winnings and the winnings to wager ratio will 

determine whether reporting, withholding or both are required.  Form 1099 or a Form W-2G is 

used for reporting. 

 

For bingo or slot machines, winnings of $1,200 or more must be reported on Form W-2G. If the 

winner provides a social security number, no withholding is required. If no social security 

number is provided, backup withholding at the rate of 31% is required.  

 

For other lotteries such as church raffles, charity drawings, instant bingo and other instant games, 

no reporting or withholding is required for a single prize of less than $600. A form W-2G is 

required for a single prize exceeding $600 and at least 300 times the wager.  The wager must be 

subtracted from the total winnings to determine whether withholding is required. You must 

withhold federal income tax from the winnings if the winnings minus the wager exceed $5,000.  

Withhold 28% of the proceeds (the winnings minus the wager).  This is regular gambling 

withholding.  If the winner does not provide his or her social security number, backup 

withholding at the rate of 31% is required. Figure the 31% backup withholding on the amount of 

the winnings reduced, at the option of the payer, by the amount wagered. 

 

If the raffle or lottery has a non-cash prize (i.e. a car in a raffle), the winner can either pay the 

required 28% to the charity which in turn would report and pay it to the Internal Revenue Service 

or the organization can pay the withholding on behalf of the winner and then gross up the 

winnings reported on Form W-2G. The sum of the withholding tax and the noncash payment are 

reported separately as the gross winnings on the Form W-2G. 

 

Each time you pay reportable winnings, you must complete a Form W-2G, Certain Gambling 

Winnings, to report those winnings to the IRS and to the person receiving winnings (the 

“payee”).  The payee should provide you with his/her name, address, and taxpayer identification 

number (e.g., social security number), and you should verify the information from the person‟s 

drivers license, social security card, or other proper identification. 

 

A prize received when no wager was required (i.e. door prizes) should be reported on Form 1099 

if the prize is valued at $600 or more. No withholding is required.  

 

 

 

REFERENCE: 

 

Exhibit E – IRS Publication 557 – “Tax Exempt Status for your Organization” 

Exhibit E - IRS Publication 3079 – “Tax Exempt Organizations and Gaming” 

Exhibit E - Instructions and Form W-2G   

Exhibit E - Instructions and Form 1099-MISC 

Exhibit E - Instructions and Form W-9 

Exhibit E - W-9 Requirements for Winnings 
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CONCLUSION  

 

 

It is of the utmost importance that we familiarize ourselves with the laws relating to fundraisers 

so that we can maximize the use of the allowable exceptions, exemptions and modifications 

relative to the payment of tax.  

 

We must proceed with caution so as not to jeopardize the income tax and property tax exemption 

of the Diocese of San Bernardino. 

 

If you have any questions, please do not hesitate to contact the Parish Assistance Office (909) 

475-5490 

 

 

 

 

 



 
 
 

SECTION II 
 
 
 
 

FUNDRAISING 
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FUNDRAISING 
 
General Rules 

 
 

Charitable Contributions – Substantiation and Disclosure 
 
 
A public charity should be aware of the substantiation and recordkeeping rules imposed on 
donors who intend to claim a charitable contribution deduction and the disclosure rules imposed 
on charities that receive certain quid pro quo contributions (something given for something else). 
 
One of the key issues is deductibility - what part of the payment is deductible and what are the 
substantiation and disclosure requirements?  
 
A donor cannot claim a tax deduction for any single contribution of $250 or more unless they 
obtain a contemporaneous, written acknowledgment of the contribution from the recipient 
organization.  An organization that does not acknowledge a contribution incurs no penalty.  
Although it is the donor’s responsibility to obtain a written acknowledgement, we recommend 
that you continue to send a written statement for the convenience of your donors. 
 
The written substantiation statement will be deemed to meet the requirements of the Internal 
Revenue Code if the statement includes the following information:  

• The amount of cash and/or a description (but not value) of any non-cash property 
contributed; 

• Whether the charity provided any goods or services in consideration for the 
donated property; and 

• A description and good faith estimate of the value of any goods or services 
provided to the donor or, if such goods or services consist solely of intangible 
religious benefits, a statement to that effect.  
 

A good faith estimate is defined in the regulations as the charity’s estimate of the fair market 
value of the goods and services. No particular method is required under the regulations for 
estimating fair market value.  
 
 
Recipient organizations typically send written acknowledgements to donors no later than January 
31st of the year following the donation.  In order for the written acknowledgement to be 
contemporaneous, we must provide this statement to the donor no later than the date on which 
the donor actually files his or her individual federal income tax return for the year of the 
contribution; or the due date (including extensions) of the return.  An organization can provide 
either a paper copy of the acknowledgement to the donor, or an organization can provide the 
acknowledgement electronically, such as via e-mail. It is not necessary to include either the 
donor’s social security number or tax identification number on the acknowledgment. We need to 
continue to be diligent in protecting our donor information. 
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FUNDRAISING, cont 
 
 
 
We must also comply with the Section 6115 requirements for quid pro quo contributions 
(something given for something else).   If the charity receives a quid pro quo contribution in 
excess of $75.00, the charity must provide a written statement to the donor. The statement must 
inform the donor that the amount of the contribution that is deductible for federal income tax 
purposes is limited to the excess amount of money (and the fair market value of property other 
than money) contributed by the donor over the value of the goods and services provided by the 
charity.  The written disclosure must also provide the donor with a good-faith estimate of the 
market value of such goods or services.  
 
There is a provision in the Internal Revenue Code which imposes a penalty on organizations 
which do not meet the above described disclosure requirements. The penalty is $10.00 per 
contribution not to exceed $5,000.00 per fundraising event or mailing. Charities may avoid this 
penalty if they can show that the failure was due to reasonable cause. Reasonable cause is 
dependent on the facts and circumstances of a particular case.  
 
A charity that knowingly provides false written substantiation to a contributor may be subject to 
penalties for aiding and abetting an understatement of tax liabilities. Whether a charity 
knowingly provides false substantiation is also dependent on the facts and circumstances of the 
particular situation.  
 
 
 
 
 
Fundraising Requirements: 
 

− Must be done for the benefit of Parish or School 

− Must be done by ministries and/or volunteers of the parish or school. 

 
THE KEY TO ANY FUNDRAISING EVENT IS TO MAKE SURE THAT OUR TAX— 
EXEMPT STATUS IS NOT JEOPARDIZED. 
 
There cannot be any private benefit of net earnings. Additionally, arrangements for 
compensating fundraisers must be reviewed.  
 
 
 
REFERENCE: 
 
Exhibit A:  IRS Publication 1771 – “Charitable Contributions” 
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Following is a list of the common fundraising events conducted by schools and parishes:  
 
 
Advertising  Pg 19. 

“A” thons Pg. 21 

Bingo Pg. 22 

Charitable Gambling Activities Pg. 23 

Charity Auction  Pg. 24 

Charity Bazaar Pg. 25 

Charity Social Events  Pg. 26 

E-scrip Pg. 27 

Fiestas Pg. 28 

Food Sales / Bake Sales Pg. 29 

Gift Stores Pg. 30 

Parking Lot Revenue Pg. 31 

Property Used in Thrift Shops Pg. 32 

Opportunity Drawings (Raffles) Pg. 33 

Sales of Merchandise                   Pg. 35 

Scrip Pg. 37 

Time and Talent Programs for Schools Pg. 38 

World Youth Day Pg. 39 

Travel Tours       Pg. 41 
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ADVERTISING 

Advertising is generally considered to be an unrelated trade or business subject to UBIT, unless 
the advertising itself is an exempt function of the organization, i.e., parish announcements in 
bulletin.  

Advertising includes: 

1. Messages containing qualitative or comparative language, price information, or other 
indications of savings or value; 

2. Endorsements; and 

3. Inducements to purchase, sell, or use the products or services. 

Advertising vs. Qualified Sponsorship Payments 

Soliciting and receiving qualified sponsorship payments is not an unrelated trade or business 
activity and the payments are not subject to UBIT.  A “qualified sponsorship payment” is any 
payment made by a business to support the exempt organization’s activities for which it will 
receive nothing in return other than the use or acknowledgement of the business’ name, logo or 
product lines in connection with the organization’s activities. However, the payment is treated as 
advertising, if in return for it; this same information is published in a periodical (e.g. monthly 
newsletter, booklet, etc) as opposed to material directly related to the sponsored event (e.g. a 
program or brochure distributed at the event).  Advertising payments are treated different from 
sponsorship payments.  In addition to the above exception for sponsorships, advertising includes 
messages containing qualitative or comparative language, price information, or other indications 
of savings or value; endorsements; and inducements to purchase, sell or use the products or 
services.  Payments for advertising are subject to UBIT. 

When it cannot be demonstrated that advertising activities contributed to the accomplishment of 
an organization’s exempt purpose or where the primary purpose of the advertising is shown to be 
the raising of funds, advertising may be considered an exploitation of an organization’s exempt 
purpose and thus subject to UBIT.  

The concept is that the activity is carried on with regular frequency as opposed to continuously. 
An advertising activity that occurs infrequently, yet regularly is likely to be taxable as being 
regularly carried on.  

An additional factor which must be considered, particularly with infrequent or non-recurring 
events or publications involving advertising is the preparatory time involved leading up to the 
event. This item must be considered in determining the regularity of the event.  

Activities performed primarily by volunteers are not subject to UBIT. The same theory applies to 
advertising. However, the activities themselves must be done with volunteer labor in order for 
the activity to be nontaxable. The mere fact that volunteers are associated with the publication in 
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which the advertising is included is not sufficient. Thus, advertising activities must be examined 
separately from editorial and other activities associated with the production of a periodical.  

 
The following are examples of activities that were determined by the IRS to be unrelated trades 
or businesses: 

Yearbook Advertising – An exempt organization receives income from the sale of advertising 
in its annual yearbook.  The organization hires an independent commercial firm, under contract 
covering a full year, to conduct an intensive advertising solicitation campaign in the 
organization’s name.  This firm is paid a percentage of the gross advertising receipts for selling 
the advertising, collecting from advertisers, and printing the yearbook.  This advertising activity 
is an unrelated trade of business and would be subject to UBIT tax.  If the advertisements for the 
yearbook are solicited and handled solely by volunteers (85% or more), then the sales will not be 
subject to UBIT. 

 

Parish Bulletins – The parish sells advertising space in the bulletin.  This type of sale is 
considered a commercial activity because it is placed for the purchaser’s commercial benefit.  
The purchaser of the advertisement can expect a commercial benefit from the goodwill derived 
from being identified in that manner as a patron of the organization.  The sale of separate spaces, 
but not listings, is an unrelated trade or business and therefore subject to tax.  If the bulletin 
company (third party) is soliciting and receiving the income from the advertisers, then the parish 
is not liable for the tax. 

Examples exist where the Internal Revenue Service or the courts have held that advertising 
income was taxable to the exempt organizations on the basis that the advertising activities were 
commercial, not educational, in nature. Most examples focus on one or both of the following 
considerations:  

1. The conduct of the activity; and 

2. The benefits received by the advertisers.  

 

UBIT ISSUES 
Exemptions are rare – advertising income is nearly always taxable 
Advertising vs. Qualified Sponsorship 
 
SALES TAX ISSUES  
None  
 
OTHER  
U.S. Postal Service will deny bulk mail rate for advertising in a newsletter  
 
 
 



  
Revised 1/31/2012 

- 21 - 

 
 
 
“A”THONS 
 
”A”-thons are a popular method of raising funds.  They typically have minimal expenses and 
they allow members/students to make a more visible contribution to their church/school, build 
community and encourage healthy exercise. 
This type of fundraiser collects donations or pledges towards a specific cause, and or the 
accomplishment of a predetermined distance or goal. There must be a clear and legitimate goal 
or purpose, and it must be beneficial to parish or school.  
 
The parish or school must have registration records, sponsor cards, and any other proper 
documentation for accurate record keeping. Receipts must be given for all donations.  
 
 
Some examples are: 
 

− Walk-a-thons 
− Spell-a-thons 
− Math-a-thons 
− Jog-a-thons 
− Jump-a-thons 
− Swim-a-thons 

 
 
 

 
 
 

 
 
 
 

UBIT ISSUES 
None 

 
 

SALES TAX ISSUES 
None 

 
 
 
 
 

BINGO  
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There are several types of bingo games; traditional bingo games, instant bingo games and 
progressive bingo games. The traditional bingo game is a game played with cards printed with 
five rows of five squares each. Players place markers over numbers randomly called in an 
attempt to form a preselected pattern. If played in accordance with state and local law, traditional 
bingo games are statutorily exempt from UBIT.  
 
This UBIT exception does not apply to instant bingo type games which use pre-printed gaming 
cards with concealed numbers or symbols that must be exposed to determine wins or losses. 
These games are subject to UBIT liability unless they qualify for another exception, such as not 
being regularly carried on or the volunteer exception.  
 
The California Attorney General issued an opinion in 1999 as to whether a charitable 
organization can conduct a bingo game known as “progressive power ball bingo” in which the 
game winner may receive more than $250 in prizes and concluded it is not allowed. 
 
The California Penal Code provides that the total value of prizes awarded during any bingo game 
shall not exceed $500 in cash, in kind or both, for each separate game held, although Diocesan 
policy allows only $250 maximum award per each Bingo game. The bingo player must be 
physically present at the time and place where the bingo game is being conducted in order to 
participate and win.  Minors under the age of 18 may not participate in a bingo game.  No 
visitors are allowed during the conduct of Bingo games. 
 
The California Penal Code section 326.5 allows for non-profit charitable organizations to 
conduct Bingo games as long as the bingo is operated strictly for charitable purposes.  Check 
with your local County and City ordinances for additional required regulations.   
 
It is a misdemeanor for any person to receive or pay a profit, wage, or salary from any bingo 
game.  Security personnel employed by the organization conducting the bingo game may be paid 
from the revenues; money earned from a bingo game may not be used to pay anyone to operate 
or run bingo games. 
 
Non-profit, tax exempt, charitable organizations must maintain a separate bingo account for the 
purpose of operating their bingo game which may not commingled with any other fund or 
account. “Profits” from the bingo account may be transferred into a general operating account to 
be used for charitable purposes as stated in the church/school mission.  Proceeds from bingo may 
be used to pay the state and local government licensing fees. 
 
UBIT ISSUES  
Substantially all work performed by volunteers; Specific statutory exemption from UBIT for 
bingo only  
 
REFERENCE: 
Exhibit E  - Policy 1100.1.7 – Bingo 
Exhibit E  - IRS Publication 3079 – “Tax Exempt Organizations & Gaming” 
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CHARITABLE GAMBLING ACTIVITIES  
 
Although there are a wide variety of games included in this topic, each of which will be dealt 
with separately in the manual, the major issues pertaining to each game include UBIT, wagering 
excise tax, withholding and reporting obligations.  
 
The only game of chance that is specifically excluded from UBIT and wagering excise tax is 
bingo. In order to qualify as a bingo game under the Internal Revenue Code, the game must have 
all of the following characteristics:  
 

− The wagers are placed, the winners are determined and the distribution of prizes or other 
property is made in the presence of all persons placing wagers;  
 

− The conducting of the games is not an activity ordinarily carried out on a commercial 
basis;  

 
− The conducting of the games does not violate any state or local laws.  

 
 
 
Other games such as keno, dice games, card games, instant bingo, pull tabs and lotteries do not 
meet the criteria for bingo and are usually considered to be an unrelated trade or business and not 
allowed in our diocese.  
 
 
 
 
 
UBIT ISSUES  
Not regularly carried on; substantially all work performed by volunteers – if volunteers 
receive tips or any other form of compensation, they are not considered volunteers 
 
 
REFERENCE: 
Exhibit E - IRS Publication 3079 – “Tax Exempt Organizations & Gaming” 
Exhibit E – California Wagering Excise Tax  
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CHARITY AUCTION 

 
This type of auction can either be a silent bid or a live bid type of event. As a general rule, 
proceeds from a charity auction are not subject to UBIT because they are not regularly carried 
on, the merchandise was donated and substantially all of the work is performed by volunteers.  
 

As to the donor, under Section 170 of the Internal Revenue Code, the value of the item donated 
is deductible. The value of any services contributed is not deductible. If the value of the donated 
item is $250 or more, an appropriate written substantiation statement should be provided to the 
donor.  
 

Individuals who purchase items at a charitable auction may claim a charitable contribution 
deduction for the excess of the purchase price paid for an item over its fair market value.   The 
individual must be able to show, however that he or she knew that the value of the item was less 
than the amount paid. If the excess is $250 or more, the substantiation discussed above must be 
provided to the bidder, including the charity’s good faith estimate of the fair market value of the 
item. The charity may use any reasonable method to determine the fair market value. One way to 
meet the disclosure requirement is to provide a catalogue of items to be auctioned which includes 
the fair market value of each such item to each person attending the auction.  

All proceeds from the auction must be recorded and used for the benefit of the parish or school. 
 

UBIT ISSUES  
Merchandise substantially donated – at least 85%  
Substantially all work performed by volunteers  
 

SALES TAX ISSUES  
None  
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CHARITY BAZAAR  
 

This is very similar to the charity auction except the sales price for the donated items has been 
fixed. The presumption is that the prices are at fair market value.  
 

Since there is no opportunity to bid prices beyond the fair market value, no part of the payment 
qualifies as a charitable contribution. Therefore, there are no substantiation or disclosure 
requirements.  
 

As a general rule, proceeds from a charity bazaar are not subject to UBIT because they are not 
regularly carried on, the auctioned merchandise was donated or substantially all of the work is 
performed by volunteers.  

Fundraising events that include the sales of merchandise other than food are generally subject to 
state sales tax.   This ruling includes festivals, bazaars, rummage sales, swap meets, and craft 
shows.  

 

 

 

UBIT ISSUES  
Not regularly carried on  
Merchandise donated – at least 85%  
Substantially all work performed by volunteers  

SALES TAX ISSUES 
Sales are subject to sales tax 
 
REFERENCE 
EXHIBIT  C:  California State Board of Equalization – Publication 18 “Nonprofit 
Organizations” 
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CHARITY SOCIAL EVENT  
 

This would include charity balls, fashion shows, theater events, dinners, concerts and golf 
tournaments.  
 
The major issue is what part of the admission fee can be considered a deductible charitable 
contribution. To be deductible, the admission fee must exceed the fair market value of all of the 
components of the event.  
 
Both substantiation and disclosure are required.  The fair market value of the event and the 
deductible portion of the admission fee should be identified on the face of the ticket.  
 
An organization must provide a written disclosure statement to a donor who makes a payment 
exceeding $75 partly as a contribution and partly for goods and services provided by the 
organization.  A contribution made by a donor in exchange for goods and services is known as a 
quid pro quo contribution. 

Example of a quid pro quo contribution: 

A donor gives a charitable organization $100 in exchange for a concert ticket with a fair market 
value of $40.  In this example, the donor’s tax deduction may not exceed $60.  Because the 
donor’s payment (quid pro quo contribution) exceeds $75, the charitable organization must 
furnish a disclosure statement to the donor, even though the deductible amount does not exceed 
$75. 

 

 

 

UBIT ISSUES  
Not regularly carried on  
Substantially all work performed by volunteers  
 
SALES TAX ISSUES  
None 
 
REFERENCE: 
 
Exhibit A – IRS Publication 1771 – “Charitable Contributions”  
Exhibit G - Sample of Opportunity Drawing/Event Tickets  
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E-SCRIP 

 
This is a new variation on the traditional scrip program. If structured properly, this type of 
program can eliminate the major concerns usually associated with such programs including 
UBIT, deductibility abuses and security/embezzlement issues.  
 

This type of program involves an intermediary organization that contracts with individuals and 
participating merchants. The merchants agree to contribute a percentage of all purchases made 
by individuals who have signed up to participate in the program. The intermediary organization 
takes a percentage as its fee.  
 

No paper scrip is sold. The supporters register their major credit cards, ATM or debit cards and 
store credit cards with the intermediary. Once the cards are registered, all purchases made using 
those cards at participating merchants qualify for the percentage contribution. Supporters may 
designate up to three charitable recipients at the time of registration.  
 

The individual supporter has no right to receive the rebate personally and thus is not entitled to 
claim a charitable contribution for the amount donated to charity. The deduction belongs to the 
merchant. A statement to that effect should be included in the promotional materials and the 
statements received by the supporters.  
 

In order to minimize UBIT concerns, volunteers should be used to distribute the materials. Also, 
the beneficiary charity should refrain from promoting, marketing, endorsing or advertising the 
program.  
 

The risks of loss and embezzlement can be eliminated since no charity personnel are involved in 
handling the scrip, cash or providing statements to individual supporters.  
 

 

 

UBIT ISSUES  
Substantially all of the work is performed by volunteers  
Remain passive regarding promotion of program  
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FIESTAS  
 

In addition to the items previously discussed, we must also be aware of the ramifications of 
renting booths to vendors. The vendors pay the parish/school rent for the use of the booth. All 
monies generated at the respective booth are retained by the company or the business, not the 
parish. The question becomes who is responsible for paying the sales tax due as a result of the 
sale of the personal property at the booths.  

The law requires that a vendor who is provided space by a concessionaire is liable for the sales 
tax incurred unless the concessionaire obtains a sellers permit.  If the retailer fails to file a return 
and pay the sales tax with respect to the concession’s activities, the concessionaire (parish or 
school) must obtain a sales tax permit and file a return with payment of the sales tax.  

The Revenue and Taxation Code goes on to provide that, in an effort to improve efficiency and 
administration, the State Board of Equalization may require vendors of a flea market, swap meet 
or special event to obtain written evidence that the operator (parish or school) holds a valid 
seller’s permit or is not offering for sale any item that is taxable and is not otherwise required to 
hold a valid seller’s permit.  

A special event is defined as any event where two or more persons offer tangible personal 
property for sale and at which a fee is charged for the privilege of displaying the property for sale 
or a fee is charged to prospective buyers for admission.  
 
Failure to comply could result in the imposition of a $1,000 penalty for each offense.  
 
If you are currently renting space at fiestas, contact Catholic Mutual to ensure that you and the 
Diocese are in compliance by securing copies of the required permits or certifications. 
 
What about UBIT? 
 
The rental of display space to vendors (including vendors who are suppliers) at a qualified 
convention or trade show (fiesta) is not an unrelated trade or business even if the vendors who 
rent the space are permitted to sell or solicit orders.  For this purpose, a vendor’s exhibit is one in 
which the vendor displays goods or services that are supplied to, rather than by, members of the 
qualifying organization in the conduct of these member’s own trade or businesses. 
 
 
SALE TAX ISSUES 
Vendor responsible for paying sales tax – verify information 
 
UBIT ISSUES 
None 
 
REFERENCE: 
Exhibit B - IRS Publication 598 – “Unrelated Business Income Tax” 
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FIESTAS, cont. 
 
 
 
Exhibit F - Catholic Mutual - Fiesta and Festival Manual  
Exhibit F – Riverside County DES - Permit Fees for Community Events 
Exhibit F – San Bernardino County - Temporary Special Event Permit  
Exhibit F – San Bernardino County - Temporary Structure and Uses  
Exhibit F – California State Board of Equalization – Publication 111 – “Operators of Swap 
Meets, Flea Markets, or Special Events” 
Exhibit F – California State Board of Equalization – Form 410-D “Special Events 
Certification” 
Exhibit F – Riverside County Dept of Environmental Health – “Temporary Food Facilities 
Operators Guide” 
Forms:  Ticket Check out Log 
Forms:  Reconciliation of Tickets to Cash Deposited 
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FOOD SALES / BAKE SALES 

 
 
Food and Bake sales can be held on parish and school property. This fundraiser must be done by 
volunteers or ministries. All proceeds from this fundraiser must benefit the parish or school.  
All monies collected during the sale must be turned in intact to the parish/school office, a receipt 
must be issued to the ministry coordinator/parent group/sports team and the money must be 
counted by the money counters.  
 
Prior approval for the sale must be given by the Pastor/Pastoral Coordinator/ Principal.  

Bake sales are limited to informal activities where cakes, cookies, fruit pies, tamales, tacos, etc 
are sold to the public. They are a one-time, one-location event. These events do not require a 
permit.  

 
There is also an exemption from sales tax on food and beverage. According to the California 
State BOE; tax does not apply to sales of meals and food when all of the following conditions 
are met: 
  

• You sell the food at a social or other gathering you conduct; 
• You furnish the meals to raise funds for your organization’s functions and activities and; 
• You use the proceeds to carry out those functions and activities. 

 
The tax exemption applies regardless of who serves the meals.  The parish/school can serve the 
meal or have someone else serve it. 
 
Note:  It is important to note that sales of alcoholic or carbonated beverages sold for a separate 
price are subject to sales tax.  If such carbonated beverages are included in the price of the meal 
(single price) and the sale meets the requirements of the exemption, the carbonated beverage is 
regarded as part of the exempt sale of the meal.  Alcoholic beverages are always subject to sales 
tax. 
 
A sale of food to students and nonstudents in a place where admission is charged (athletic 
events) is taxable even when the event is held at the school. 
 
 
SALES TAX ISSUES: 
Carbonated beverages subject to tax if sold separately 
 
REFERENCE: 
Exhibit C – California State Board of Equalization – Publication 18 “Nonprofit 
Organizations” 
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RELIGIOUS ARTICLES/BOOK  STORES  

In 1953, the legislature adopted special standards for hospitals and, subsequent to that, there have been a number of 
cases related to gift stores in museums, zoos, national parks and other nonprofit organizations. The law has evolved 
to generally state that as long as the entity sells merchandise that is directly related to its exempt education purposes, 
it will not result in UBIT.  
 

For example, a museum could sell greeting cards, reproductions, prototypes of its collections and other 
contemporary items for the convenience of visitors. Other conveniences which could be sold include film and 
batteries. However, the sale of prepackaged foods, newspapers, tobacco products and souvenirs would not relate to 
the museum’s exempt purposes and income derived may be taxable. The regulations define “educational” to include 
the instruction of the public on subjects useful to the individual and beneficial to the community. In the instance of 
the Church selling goods or services, the Internal Revenue Service has set forth that such sales must be “reasonably 
related” to the Church, enhancing an awareness of Church history, law and teachings and, even to some degree, an 
appreciation for religious oriented art icons and other related articles.  
 

With regard to the periodic selling of religious goods and articles on parish property, there is a three part test 
imposed by the IRS to determine if such sales are subject to Unrelated Business Income taxation. Does the activity: 

1. Constitute a trade or business;  
2. is it regularly carried on; and  
3. is it substantially related to its exempt purpose?  

 
The periodic selling of religious goods and articles at a parish, by the parish and for the benefit of the parish, would 
most likely be exempt from UBIT if the foregoing tests are met.   
 
 
UBIT Example: 
 
BOOKSTORE:  If the religious bookstore only sells books, CDs, rosaries, religious articles, etc that furthers the 
message of the church, then the income is not subject to UBIT.  On the other hand, if the bookstore sells gift items 
or aspirin, then sales from those items will result in UBIT being owed. 
 
Please note that the selling of religious article on a periodic and/or permanent basis is not exempt from state sales 
tax. 

 

UBIT ISSUES  
Convenience exception  
Items related to exempt function not taxable  
SALES TAX ISSUES  
Permanent sales tax permit required if ongoing sales  

REFERENCE:  
Exhibit B – IRS Publication 598 – “Tax on Unrelated Business Income of Exempt 
Organizations” 
Exhibit C - Diocesan Policy 1100.1.43.1 “Collection of Sales Tax on Goods Sold”  
Exhibit C – California State Board of Equalization – Publication 18 “Nonprofit 
Organizations” 
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PARKING LOT REVENUE  

Revenue from the direct operation of a parking lot may not be taxable as unrelated business 
income. The IRS has stated that such revenue will not constitute rent. If the operation of the 
parking lot contributes to the performance of an organization’s exempt purpose, the revenue 
from the operation will not be taxable.  
 

Leasing a parking lot to a third-party operator may constitute rent. Two factors must be 
considered in making the determination as to whether or not the resulting income is rent:  
 

1. The structure of the lease between the exempt organization and the third party 
operator is important. If the parish enters into a lease with a third party who 
operates the church’s parking lot and pays rent to the church, such payments 
would not be subject to tax, as they would constitute rent from real property.   

2. The exempt organization as a landlord performs only those services usually and 
customarily rendered in connection with the rental of other space for occupancy 
only. If a church operates a parking lot that is used by members of the general 
public, parking fees would be taxable, as this activity would not be substantially 
related to the church’s exempt purpose, and parking fees are not treated as rent 
from real property. 

Whether an income-producing activity is an unrelated trade or business activity 
depends on all the facts and circumstances.  Please refer to IRS Publication 598, “Tax 
on UBIT of Exempt Organizations”. 

 

 

UBIT ISSUES  
Convenience exception  
Not regularly carried on  
 

SALES TAX ISSUES  
None  
 

REFERENCE 
Exhibit B – IRS Publication 598 “Tax on Unrelated Business Income of Exempt 
Organizations” 
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PROPERTY USED IN THRIFT SHOPS 

Under the Internal Revenue Code, property used in the following manner will not be treated as debt 
financed property and would be considered non-taxable:  
 

Where substantially all of the work in carrying on a trade or business is done by volunteers without 
compensation;  

1. Where the trade or business activities are carried on primarily for the convenience of the 
organizations members, students, patients, officers or employees; if the organization is a college, 
university or a Section 501 (c)(3) organization; or  

2. Where a trade or business consists of the selling of merchandise, substantially all of which has 
been donated to the organization.  
 

Thrift Store sales are not exempt from reporting state sales tax.  If your thrift store meets all of the 
following qualifications, your sales would not be subject to sales or use tax.  The organization must: 

• Be formed and operated for charitable purposes. 
• Qualify, under Revenue and Taxation Code section 214, for the “welfare exemption” 

from property taxation on the retail site where you sell merchandise.  Or if the 
organization does not own the store, the organization must qualify for the welfare 
exemption on its personal property located there, such as store fixtures and equipment. 

• Carry out activities that relieve poverty and distress. 
• Sell or donate items principally to assist purchasers or recipients in distressed financial 

condition. 
• Make, prepare, assemble, or manufacture the items it sells or donates.  “Preparation” 

includes cleaning, repairing, or reconditioning items.   

To qualify for the welfare exemption, a thrift store must, among other things, conduct a rehabilitation 
program recognized by the California Department of Rehabilitation or operate under a city or county 
rehabilitation program.  It must also sell goods processed in some manner by people who are being 
rehabilitated through the program and are employed in the operation of the store. 

UBIT ISSUES  
Consistent with exempt function  
Substantially all work performed by volunteers  
Convenience exclusion  
Substantially all merchandise has been donated  
 
SALES TAX ISSUES  
Permanent sales tax permit  
 
REFERENCE: 
Exhibit B – IRS Publication 598 “Tax on Unrelated Business Income of Exempt 
Organizations” 
Exhibit C - Diocesan Policy 1100.1.43.1 “Collection of Sales Tax on Goods Sold” 
Exhibit C – California State Board of Equalization – Publication 18 “Nonprofit 
Organizations” 
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OPPORTUNITY DRAWINGS (RAFFLES)  
 

An opportunity drawing (raffle) is the purchase of a chance to win a prize using a paper ticket 
with identifying number and detachable stub.  Ticket stubs are drawn at random to determine the 
winner.   
 
Opportunity drawings are generally not subject to UBIT because they are not regularly carried 
on, the merchandise was donated and substantially all of the work is performed by volunteers.  
 
With respect to deductibility, the donor of the prize can take a deduction for the value of the 
donated raffle prize. The payment for the purchase of the raffle ticket is not tax deductible since 
the purchaser receives something of equal value for his payment, the chance to win a prize. We 
must take great care that our raffle tickets are not misleading. They should not contain words 
such as “contribution,” “donation” or “deductible to the extent provided by law.” 
 
It is illegal to distribute raffle tickets through the mail.  Raffles that incorporate “prize”, 
“chance”, and “consideration” are considered lotteries under the statute and postal standards.  
“Tickets” for such raffles are considered unlawful mail matter and remain nonmailable. Whoever 
knowingly uses the United States Mail to send lottery or raffle tickets or payment for the same 
can result in fine or imprisonment for two years, or both for the first offense and imprisoned not 
more than five years for subsequent offenses. When one or more of the three elements i.e. prize, 
chance, consideration are eliminated from a raffle, the arrangement does not constitute a lottery 
for postal purposes.  For instance, “consideration” is eliminated if persons may enter without 
payment of a fee.  Thus, a nonprofit organization that designs a raffle where it is clear that a 
donation is not required (e.g. via a check box “Please enter my name in the drawing.  I do no 
wish to make a donation at this time”) to participate in the drawing may use the mail to distribute 
the tickets for that raffle. 
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OPPORTUNITY DRAWINGS (RAFFLES), CONT 

State law specifies these conditions (State Penal Code 320.5) 

− Ninety percent (90%) of the gross receipts from tickets sales for each draw must be used 
by the eligible organization for its charitable or beneficial purpose; or be given to another 
eligible organization for its charitable or beneficial purpose.  

− 50/50 Raffles are illegal under this regulation, since less than 90% of the ticket sales is 
being used for the benefit of the parish or school. 

− Proceeds must be used in California. 

− No amount of the 90% of funds restricted for charitable purposes can be paid to those 
operating the raffle. 

− This includes giving “donations” to volunteers conducting the raffle or distributing the 
raffle tickets. 

− Cannot advertise, sell or conduct the raffle on the internet. 

− Cannot use gaming or slot machines to conduct raffles. 

− Cannot sell tickets or conduct raffles in a satellite wagering facility, at a racetrack or 
gambling establishment. 

− Cannot “partner” with any other person or organization to conduct your drawing.  It is 
illegal for a company to offer to help run your raffle in exchange for a percentage of the 
money generated from the drawing. 

− No individual, corporation or other legal entity may have financial interest in the raffle, 
except the eligible organization conducting or receiving proceeds from the raffle. 

 

Please refer to Section I; Reporting and Withholding for Gambling Winnings of this manual for 
regulations on withholding and reporting winnings to Internal Revenue Service. 

 
 
UBIT ISSUES  
Not regularly carried on  
Substantially all work performed by volunteers  
Merchandise donated 
 
REFERENCE 
EXHIBIT G – California Attorney General Office “Penal Code 320 – Raffles”  
EXHIBIT G – A Guide to Penal Code Section 320.5 “Raffles for Charitable Purposes” 
EXHIBIT G – US Post Office PS – 307 “Raffles” 
EXHIBIT G – US Code Section §1302 “Raffles” 
EXHIBIT G – Opportunity Drawing/Event Ticket Examples 
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SALES OF MERCHANDISE  
 
To raise funds, agencies may engage in various sales activities. Sales may include such 
merchandise as candy, gift wrap, books, yearbooks, Christmas trees and recycling items. 
 
Sales that Involve Fundraiser Companies (Gift Wrap, Candy bars, etc) 
The responsibility to report sales tax depends on how the sales are handled: 

• Organization as a “Sales agent” – Your organization is considered an “agent” of a 
fundraiser company, when you solicit orders, collect payments, and distribute 
merchandise for the company.  In this situation, you are not required to collect or pay 
sales tax.  This responsibility lies with the fundraising company. 

• While working with a fundraising company, your organization buys and sells items 
for its own account, the responsibility for collection and reporting of sales tax would 
be with your organization. 

 
Exceptions: 
PTO organizations and non-profit youth groups are not responsible for sales tax reporting if the 
following apply: 

• The organization is a PTO organization or a qualified youth organization. 
• The profits from the sales are used exclusively in furtherance of the organization. 

 
Catalog and Book sales are only allowed in schools, and are consistent with the schools exempt 
functions and are considered non-taxable.  
 
Yearbooks must be prepared for or by the school, district, or organization and distributed to 
students in order to be exempt from collecting state sales tax.  There is no restriction on how the 
profits may be used. 
 
Youth Groups 
 
 Items sold for fundraising are generally taxable unless your group does all of the following: 

• Sell food products or nonalcoholic beverages, or items made by members of your 
organization. 

• Make sales on an irregular or intermittent basis.   Sales made in storefront or mobile 
retail outlets that normally require local business licenses do not qualify as 
intermittent or irregular sales. 

• Use the profits from your sale only to advance your organization’s purpose. 
 
Vending Machine Sales 
 
Operator owes the tax 

The operator of the vending machine is responsible to report and pay sales tax.  If your 
nonprofit organization stocks the machine and collects the money from it, you are the 
operator and responsible for the sales tax.  If an outside company stocks the machine and 
collects the money, then pays you a portion of the profits that company must report and 
pay the tax due. 
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SALES OF MERCHANDISE, cont 
 
 
 
Exceptions for those operating/stocking vending machines 
 Parent-Teacher Associations – exempt from sales tax regardless of price 

Non-profit charitable organizations – exempt from sales tax if the items are sold for 15 
cents or less. 

 
 
 
UBIT ISSUES  
Not regularly carried on  
Merchandise substantially donated (rummage sale–) - at least 85%  
Substantially all work performed by volunteers  
Convenience exclusion  
 
SALES TAX ISSUES  
Relationship with Fundraising Company 
Qualified PTO Groups Exempt 
 
REFERENCE 
Exhibit C – California State Board of Equalization – Publication 18 “Nonprofit 
Organizations” 
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SCRIP 

In a scrip program, participating merchants sell gift certificates to exempt organizations at a 
discount. These certificates are then resold at face value. The purchaser gets to purchase goods 
from the issuing merchant.  
 

The organization’s proceeds from the program are the difference between the discounted 
purchase price and the face value of the certificate. There are national scrip brokers who serve as 
the middleman between the merchant and the charity. These brokers negotiate deeper volume 
discounts for the charities.  
 

Payments for scrip are not deductible as charitable contributions pursuant to Section 170 of the 
IRS Code. There is no element of contribution since the purchaser receives full value for his 
payment. In fact, the Internal Revenue Service requires the charity to stamp on the face of the 
check that it is “not a charitable contribution.”  
 

Some of our parish schools have chosen to allow parents to use a portion (rebate) of the funds 
raised through the scrip program for tuition reduction.  If the school chooses to allow parents to 
apply the rebates as tuition reduction, a structured written agreement should be instituted 
between the school and the parents outlining the general guidelines.  

Per an IRS Private Letter Ruling (PLR-118535-09), scrip funds generated by participants in an 
appropriately structured non-profit organization’s scrip program are considered rebates from the 
purchase of scrip.  As rebates, such funds are not considered gross income to the participants (as 
determined by Internal Revenue Code §61).  Therefore, the nonprofit organization is not required 
to issue a tax form to the participants for such rebates. 

In order to avoid the potential imposition of UBIT; The scrip program should be operated by 
volunteers such as school parents.  

 

UBIT ISSUES  
Substantially (at least 85%) of all work performed by volunteers  
 
SALES TAX ISSUES  
None 
 
REFERENCE: 
Exhibit H- Diocesan Policy 1100.1.43 “Scrip Programs” 
Form – Scrip Program Agreement Example 
Form – Scrip Program Participation Form Example 
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TIME AND TALENT PROGRAMS FOR SCHOOLS 

 
Under this program, the parents or family members of students enrolled in Catholic schools are 
required to perform services in addition to tuition payments or as a means of reducing tuition. 
Please be advised that a tuition reduction program for hours worked is not allowed within our 
Diocese.  (Please contact Office of Catholic Schools with questions) 

Parents are expected to pay the full tuition as indicated by the tuition contract. Schools may 
require additional volunteer hours to maintain the activities of the school. 

These volunteer hours may not be considered in any way part of the base tuition amount.  In 
addition, no part of the tuition base may be reduced to account for hours worked beyond the 
minimum required.  
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WORLD YOUTH DAY 

 

World Youth Day can be a large fundraiser for the youth of our parishes.  Many of the 
fundraisers mentioned above can be used to raise funds for the travelers.  The question arises on 
how the fundraising proceeds should be distributed. 

Fundraise for entire group – The travelers participate and split the fundraising proceeds 
equally amongst themselves regardless of participation hours.  If students decide to join the 
WYD trip midway or at last minute, the student could pay a “buy in” (the amount already raised) 
and then share equally in the amount raised from that point going forward. 

Student/participant designated accounts -  This fundraising  involves the student or participant 
volunteering to work at a selected fundraiser and receiving credit applied against the cost of 
future activities as a result of their volunteer work.  In many cases, the amount credited results 
from allocating the funds raised among the students or participants in proportion to the hours 
worked by them. 

The IRS has become interested in this type of arrangement.  The primary issue is a payroll issue 
and arises because the amounts credited to the student’s account are taxable wages.  The IRS has 
determined that the amount allocated to the participant’s account is considered compensation to 
the participant since it is not otherwise excluded.  The money that is set aside in the participant’s 
designated account is allocated based on the efforts of the participant.  When the money is set 
aside for the participant’s benefit and placed under the direction of the participant, it becomes 
compensation.  The funds placed in the designated accounts are taxable income.   

Example:  A student sells cookies to raise money towards an organization’s summer camp fees.  
There is no oversight or control as to where, when, or how the student sells cookies.  These 
fundraisers produce independent contractor payments.  If the total payments allocated to the 
student’s account exceed $600 in a calendar year, Form 1099-Misc is required to be filed by the 
organization. 

Example:  An organization operates a fireworks stand for the week of July 4th.  Students who 
work the stand will receive a portion of the funds raised based on the number of hours worked at 
the stand.  The organization must supervise the students and determine when they work and how 
the work will be accomplished.  This type of fundraiser turns the students into employees and the 
related allocations are subject to employment taxes as well as labor laws. 

UBIT Issues – This type of fundraising causes a potential income tax consequence to the 
organization.  One of the common exceptions to the definition of unrelated business income is 
the volunteer labor exception.  The existence of participant designated accounts creates taxable 
income to the participant and changes the participant from volunteer to contract worker or 
employee.  The volunteer labor exception no longer applies to this type of fundraising activity. 
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WORLD YOUTH DAY, cont. 

 

It is important to remember that our organization is exempt under the IRC Sec. 501(c)(3) and 
may not operate for the substantial private benefit of any individual.  Additionally, if the 
organization generates substantially all of its income from fundraising activities of this sort, the 
organization may not be operating for exempt purposes, and would jeopardize its tax exempt 
status. 

Donations for World Youth Day – Donations that are given for the entire group or to be used 
for scholarships in general are considered tax-deductible contributions.  Donations that are 
restricted for a particular student are not considered tax-deductible contributions. 

Scholarships – Scholarships can be given out based on merit and/or needs.  Criteria for giving 
scholarships and assistance should be determined before the program or fundraiser begins. 

Money Handling Procedures 

• All money raised must be deposited through the parish general checking account. 
• Money collected should be turned in to the parish office the next business day. 
• All expenses should be paid by parish check, or will be reimbursed to individuals 

when presenting proper original receipts. 
• Tamper proof bags may be required during certain fundraisers.  Use cash register, 

tickets and receipts whenever possible to account for funds collected. 
• A monthly accounting of funds raised should be provided by the WYD 

coordinator to the parish bookkeeper so they may reconcile necessary accounts. 
• Discuss ahead of time and print the refund policy if a participant is unable to 

attend. 

 

UBIT ISSUES: 
Possibility of compensation – student designated accounts 
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TRAVEL TOURS 

 

Many churches sponsor trips for members of their congregations.  The purpose of these travel 
tours typically is related to the organization’s exempt purpose, such as educating the members in 
the way of the Gospel.  The travel arrangements usually are made through a travel agency with 
the church receiving a fee from the agency. 

The income derived from a travel tour will not result in unrelated business income to the exempt 
organization if the tour is substantially related to an organization’s exempt purpose, not regularly 
carried on, or conducted with volunteer labor.  Several factors determine whether a travel tour 
does not generate unrelated business income, including (a) relationship of the tour to the 
organization’s exempt activities; (b) use of qualified study leaders; (c) existence of organization 
contacts at the area that enhance the tour’s educational value; (d) relationship of present tour to 
prior tours, lectures, or classes of the organization; and (e) careful structuring of the tour to 
maximize educational goals and contents. 

The IRS focuses on two key elements in making its determination: the types of activities 
scheduled during a tour and the time devoted to those activities.  The emphasis seems to be on 
organized study, preparation of reports, lectures, instruction, and oral readings during the tour.  
Only limited time should be available for social and recreational activities. 

• Does the trip contribute significantly to the church’s exempt purpose?  What is 
the church trying to accomplish? 

• Will there be scheduled instruction or other activity that furthers the church’s 
exempt purpose? 

• Will the tour guide be knowledgeable in the area of the activity? 
• Will the promotional materials emphasize the educational or other exempt 

purpose of the trip? 
• Will the instruction or other activity furthering the church’s exempt purpose take 

up a significant amount of time in proportion to personal time? 
• Will educational or other related materials be provided during the trip? 
• Will the church keep timely documentation of how the trip met its exempt 

purpose? 

The more of these questions that can be answered ‘yes’, the better chance the church has 
of keeping the earnings from the tour from being classified as Unrelated Business 
Income. 
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TRAVEL TOURS, cont. 

 

 

Example of tour that is exempt from UBIT: 

XYZ Parish engages a travel agency to organize a trip to Jerusalem for its members and 
receives a fee from the agency for each person who signs up for the tour.  The church’s 
pastor will guide fellow travelers in the footsteps of Jesus.  The promotional brochure 
makes it clear that participants are expected to spend about six hours each day visiting 
holy places with the pastor, where he will lecture and lead them in prayer.  The church 
will retain copies of the brochures and pastor’s lecture notes. 

This travel tour meets enough of the factors to qualify as an exempt activity.  The 
promotional materials indicate that the purpose of the trip is to further the exempt 
purpose of the church by spreading the word of the Gospel.  The tour guide is the pastor 
who is clearly someone experienced in the area of the activity.  Lectures and prayer are 
scheduled for six hours a day.  Retaining the brochures and lecture notes will provide 
timely records of the purpose of the trip should the church ever need to prove its exempt 
purpose to the IRS. 

 

Example of tour that is not exempt from UBIT 

The facts are the same as the example above.  However, instead of the pastor making the 
trip, a local guide is hired.  There are no lectures, and the sightseeing includes places of 
general interest.  Even though the brochure indicates the trip will be educational, in 
reality it is not.  The tour guide is not a Biblical expert, does not lecture on the life of 
Jesus, and does not lead the group in prayer.  The participants are focusing on sites of 
general interest instead of those primarily related to the life of Jesus.  Therefore, the 
activity is not exempt and the fees from the travel agency would be taxable UBIT. 

 

 

UBIT ISSUES: 
Substantially related to organization’s purpose 
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Are you an organization 

that receives contributions 

of $250 or more? 

or 

Are you an organization 

that provides goods or 

services to donors who 

make  contributions of 

more than $75? 

or 

Are you a donor who makes 

contributions to a charity? 
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IRS Publication 1771, Charitable 
Contributions–Substantiation and 
Disclosure Requirements, explains the federal 
tax law for organizations such as charities and churches 
that receive tax-deductible charitable contributions and 
for taxpayers who make contributions. 

There are recordkeeping and substantiation rules 
imposed on donors of charitable contributions and 
disclosure rules imposed on charities that receive 

certain quid pro quo contributions. 

●	 a donor must have a bank record or written 
communication from a charity for any monetary 
contribution before the donor can claim a 
charitable contribution on his/her federal income 
tax return 

●	 a donor is responsible for obtaining a written 
acknowledgment from a charity for any single 
contribution of $250 or more before the donor can 
claim a charitable contribution on his/her federal 
income tax return 

●	 a charitable organization is required to provide a 
written disclosure to a donor who receives goods 
or services in exchange for a single payment in excess 
of $75 

More on recordkeeping, written acknowledgments and 
written disclosures is addressed in this publication. 

The rules in this publication do not apply to a donated 
motor vehicle, boat, or airplane if the claimed value 
exceeds $500. For information on vehicle donations, 
see IRS Publication 4302, A Charity’s Guide to Vehicle 
Donations, and IRS Publication 4303,  A Donor’s Guide 
to Vehicle Donations. 

For information about organizations that are qualified 
to receive charitable contributions, see IRS Publication 
526, Charitable Contributions. Publication 526 also 
describes contributions you can (and cannot) deduct, 
and it explains deduction limits. For assistance about 
valuing donated property, see IRS Publication 561, 
Determining the Value of Donated Property. 
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Recordkeeping Rules 

Requirement 
A donor cannot claim a tax deduction for any contribution 

of cash, a check or other monetary gift unless the donor 

maintains a record of the contribution in the form of either a 

bank record (such as a cancelled check) or a written commu-

nication from the charity (such as a receipt or letter) showing 

the name of the charity, the date of the contribution, and the 

amount of the contribution. 

Payroll Deductions 
For charitable contributions made by payroll deduction, 

the donor may use both of the following documents as 

written communication from the charity: 

●	 a pay stub, Form W-2, Wage and Tax Statement, 

or other employer-funished document furnished 

by the employer that shows the amount withheld and paid 

to a charitable organization, and 

●	 a pledge card prepared by or at the direction of 

the charitable organization. 

However, if a donor makes a single contribution of $250 

or more by payroll deduction, see Payroll Deductions 

under Written Acknowledgment for what information the 

pledge card must include. 
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Written Acknowledgment 

Requirement 
A donor cannot claim a tax deduction for any single 

contribution of $250 or more unless the donor obtains a 

contemporaneous, written acknowledgment of the contribu-

tion from the recipient organization. An organization that 

does not acknowledge a contribution incurs no penalty; but, 

without a written acknowledgment, the donor cannot claim 

the tax deduction. Although it is a donor’s responsibility to 

obtain a written acknowledgment, an organization can assist 

a donor by providing a timely, written statement containing 

the following information: 

1. name of organization 

2. amount of cash contribution 

3. description (but not the value) of non-cash contribution 

4. statement that no goods or services were provided by the 
organization in return for the contribution, if that was the 

case 

5. description and good faith estimate of the value of goods 
or services, if any, that an organization provided in return 

for the contribution 

6. statement that goods or services, if any, that an organiza-
tion provided in return for the contribution consisted 

entirely of intangible religious benefits (described later in 

this publication), if that was the case 

It is not necessary to include either the donor’s social 

security number or tax identification number on the 

acknowledgment. 

A separate acknowledgment may be provided for each single 

contribution of $250 or more, or one acknowledgment, 
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such as an annual summary, may be used to substantiate 

several single contributions of $250 or more. There are no 

IRS forms for the acknowledgment. Letters, postcards, or 

computer-generated forms with the above information are 

acceptable. An organization can provide either a paper copy 

of the acknowledgment to the donor, or an organization can 

provide the acknowledgment electronically, such as via an 

e-mail addressed to the donor.  A donor should not attach 

the acknowledgment to his or her individual income tax 

return, but must retain it to substantiate the contribu-

tion. Separate contributions of less than $250 will not be 

aggregated. An example of this could be weekly offerings to 

a donor’s church of less than $250 even though the donor’s 

annual total contributions are $250 or more. 

Contemporaneous 
Recipient organizations typically send written acknowl-

edgments to donors no later than January 31 of the year 

following the donation. For the written acknowledgment 

to be considered contemporaneous with the contribution, a 

donor must receive the acknowledgment by the earlier of: 

the date on which the donor actually files his or her 
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individual federal income tax return for the year of the 

contribution; or the due date (including extensions) of the 

return. 

Goods and Services 
The acknowledgment must describe goods or services an 

organization provides in exchange for a contribution of 

$250 or more. It must also provide a good faith estimate of 

the value of such goods or services because a donor must 

generally reduce the amount of the contribution deduction 

by the fair market value of the goods and services provided 

by the organization. Goods or services include cash, property, 

services, benefits or privileges. However, there are important 

exceptions as described below: 

Token Exception — Insubstantial goods or services a 

charitable organization provides in exchange for contribu-

tions do not have to be described in the acknowledgment. 

Good and services are considered to be insubstantial if 

the payment occurs in the context of a fund-raising 

campaign in which a charitable organization informs 

the donor of the amount of the contribution that is a 

deductible contribution, and: 

1. the fair market value of the benefits received does not 

exceed the lesser of 2 percent of the payment or $96, or 

2. the payment is at least $48, the only items provided bear 
the organization’s name or logo (e.g., calendars, mugs, or 

posters), and the cost of these items is within the limit for 

“low-cost articles,” which is $9.60. 

Free, unordered low-cost articles are also considered to be 

insubstantial. 
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Example of a token exception: If a charitable 

organization gives a coffee mug bearing its 

logo and costing the organization $9.60 or 

less to a donor who contributes $48 or more, 

the organization may state that no goods or 

services were provided in return for the $48 

contribution. The $48 is fully deductible. 

The dollar amounts are for 2010. Guideline amounts are 

adjusted for inflation. Contact IRS Exempt Organizations 

Customer Account Services at (877) 829-5500 for annual 

inflation adjustment information. 

Membership Benefirs Exception — An annual 

membership benefit is also considered to be insubstantial if 

it is provided in exchange for an annual payment of $75 or 

less and consists of annual recurring rights or privileges, 

such as: 

1. free or discounted admissions to the charitable 

organization’s facilities or events 

2. discounts on purchases from the organization’s gift shop 

3. free or discounted parking 

4. free or discounted admission to member-only events 
sponsored by an organization, where a per-person 

cost (not including overhead) is within the “low-cost 

articles” limits 
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Example of a membership benefits exception; 

If a charitable organization offers a $75 annual 

membership that allows free admission to all of 

its weekly events, plus a $20 poster, a written 

acknowledgment need only mention the $20 

value of the poster, since the free admission 

would be considered insubstantial and, 

therefore, would be disregarded. 

Intangible Religious Benefits Exception — If a religious 

organization provides only “intangible religious benefits” to 

a contributor, the acknowledgment does not need to describe 

or value those benefits. It can simply state that the organiza-

tion provided intangible religious benefits to the contributor. 

What are “intangible religious benefits?” Generally, they are 

benefits provided by a tax-exempt organization operated 

exclusively for religious purposes, and are not usually sold 

in commercial transactions outside a donative (gift) context. 

Examples include admission to a religious ceremony and a 

de minimis tangible benefit, such as wine used in a religious 

7
 



 

  

 

 

 

 

ceremony. Benefits that are not intangible religious benefits 

include education leading to a recognized degree, travel 

services, and consumer goods. 

Payroll Deductions 
When a donor makes a single contribution of $250 or 

more by payroll deduction, the donor may use both of 

the following documents as the written acknowledgment 

obtained form the organization: 

●	 a pay stub, Form W-2, Wage and Tax Statement, or other 

document furnished by the employer that sets forth the 

amount withheld by the employer and paid to a charitable 

organization, and 

●	 a pledge card that includes a statement to the effect that 

the organization does not provide goods or services in 

consideration for contributions to the organization by 

payroll deduction. 

Each payroll deduction amount of $250 or more is treated as 

a separate contribution for purposes of the $250 threshold 

requirement for written acknowledgments. 

Unreimbursed Expenses 
If a donor makes a single contribution of $250 or more 

in the form of unreimbursed expenses, e.g., out-of-pocket 

transportation expenses incurred in order to perform 

donated services for an organization, then the donor must 

obtain a written acknowledgment from the organization 

containing: 

●	 a description of the services provided by the donor 

●	 a statement of whether or not the organization provided 

goods or services in return for the contribution 

●	 a description and good faith estimate of the value of goods 

or services, if any, that an organization provided in return 

for the contribution 
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●	 a statement that goods or services, if any, that an organiza-

tion provided in return for the contribution consisted 

entirely of intangible religious benefits (described earlier 

in this publication), if that was the case 

In addition, a donor must maintain adequate records of the 

unreimbursed expenses. See Publication 526, Charitable 

Contributions, for a description of records that will substanti-

ate a donor’s contribution deductions. 

Example of an unreimbursed expense: A 

chosen representative to an annual convention 

of a charitable organization purchases an airline 

ticket to travel to the convention. The organiza

tion does not reimburse the delegate for the 

$500 ticket. The representative should keep 

a record of the expenditure, such as a copy 

of the ticket. The representative should obtain 

from the organization a description of the 

services that the representative provided and a 

statement that the representative received no 

goods or services from the organization. 

Examples of Written Acknowledgments 

●	 “Thank you for your cash contribution of $300 that 

(organization’s name) received on December 12, 2009. 

No goods or services were provided in exchange for your 

contribution.” 

●	 “Thank you for your cash contribution of $350 that (or-

ganization’s name) received on May 6, 2009. In exchange 

for your contribution, we gave you a cookbook with an 

estimated fair market value of $60.” 
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●	 “Thank you for your contribution of a used oak baby crib 

and matching dresser that (organization’s name) received 

on March 15, 2010.  No goods or services were provided in 

exchange for your contribution.” 

The following is an example of a written acknowledgment 

where a charity accepts contributions in the name of one of 

its activities: 

●	 “Thank you for your contribution of $450 to (organiza-

tion’s name) made in the name of its Special Relief Fund 

program. No goods or services were provided in exchange 

for your contribution.” 
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Written Disclosure 

Requirement 
A donor may only take a contribution deduction to the 

extent that his/her contribution exceeds the fair market value 

of the goods or services the donor receives in return for the 

contribution; therefore, donors need to know the value of the 

goods or services. An organization must provide a written 

disclosure statement to a donor who makes a payment 

exceeding $75 partly as a contribution and partly for goods 

and services provided by the organization. A contribution 

made by a donor in exchange for goods or services is known 

as a quid pro quo contribution. 

Example of a quid pro quo contribution: A 

donor gives a charitable organization $100 in 

exchange for a concert ticket with a fair market 

value of $40. In this example, the donor’s tax 

deduction may not exceed $60. Because the 

donor’s payment (quid pro quo contribution) 

exceeds $75, the charitable organization must 

furnish a disclosure statement to the donor, 

even though the deductible amount does not 

exceed $75. 

A required written disclosure statement must: 

●	 inform a donor that the amount of the contribution that 

is deductible for federal income tax purposes is limited to 

the excess of money (and the fair market value of property 

other than money) contributed by the donor over the 

value of goods or services provided by the organization 

●	 provide a donor with a good-faith estimate of the fair 

market value of the goods or services 
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An organization must furnish a disclosure statement in 

connection with either the solicitation or the receipt of the 

quid pro quo contribution. The statement must be in writing 

and must be made in a manner that is likely to come to the 

attention of the donor. For example, a disclosure in small print 

within a larger document might not meet this requirement. 

Exception 
A written disclosure statement is not required: 

●	 where the goods or services given to a donor meet the 

“token exception,” the “membership benefits exception,” 

or the “intangible religious benefits exception” described 

earlier 

●	 where there is no donative element involved in a particular 

transaction, such as in a typical museum gift shop sale 

Penalty 
A penalty is imposed on charities that do not meet the 

written disclosure requirement. The penalty is $10 per 

contribution, not to exceed $5,000 per fundraising event 

or mailing. An organization may avoid the penalty if it 

can show that failure to meet the requirements was due to 

reasonable cause. 
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Further Information 

written acknowledgment — Detailed rules for contem-

poraneous written acknowledgments are contained in Section 

170(f)(8) of the Internal Revenue Code and Section 1.170A-13(f) 

of the Income Tax Regulations. The “low-cost article” rules are 

set forth in Section 513(h)(2) of the Code. This information can 

be found on the IRS Web site at www.irs.gov. 

written disclosure — Detailed rules for written disclosure 

statements are contained in Section 6115 of the Internal 

Revenue Code and Section 1.6115-1 of the Income Tax 

Regulation. The penalty rules are contained in Section 6714 of 

the Code. This information can be found on the IRS Web site 

at www.irs.gov. 

IRS publications — Order publications by calling the IRS at 

(800) 829-3676. Download IRS publications at www.irs.gov. 

IRS customer service — Telephone assistance for general 

tax information is available by calling IRS customer service 

toll-free at (800) 829-1040. 

EO customer service — Telephone assistance specific 

to exempt organizations is available by calling IRS Exempt 

Organizations Customer Account Services toll-free at (877) 

829-5500 

EO Web site — Visit Exempt Organizations Web site at 

www.irs.gov/eo. 

EO Update — To receive IRS Exempt Organization’s EO 

Update, a regular e-mail newsletter with information for 

tax-exempt organizations and tax practitioners who represent 

them, visit www.irs.gov/eo and click on “EO Newsletter.” 

Stay Exempt (www.stayexempt.org) — An IRS interac-

tive web-based training program covering tax compliance 

issues confronted by small and mid-sized tax-exempt 

organizations. 
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Exempt
What’s NewOrganizations

• The maximum cost of a low-cost article,
for organizations eligible to receive chari-
table contributions, was increased to
$9.50 for 2009. See Distribution of
low-cost articles on page 8.

• The annual limit on associate member
dues received by an agricultural or horti-
cultural organization not treated as gross
income was increased to $145 for 2009.
See Exception under Dues of Agricultural
Organizations and Business Leagues on
page 10.

• The 5-year carryback election for losses
on total capital expenditures for electric
transmission property and pollution control
facilities has expired. An organization still
may elect to treat any GO Zone public
utility loss as a specified liability loss. Cer-
tain other losses attributable to GO Zone
losses, including those from Kiowa
County, Kansas and other Midwestern dis-
aster areas, are eligible for special car-
ryback treatment. See Net operating loss
deduction on page 12.

• The temporary suspension of deduction
limits for qualified cash contributions for
relief efforts in Midwestern disaster areas
and contributions of food inventory by
qualified farmers and ranchers has ex-
pired.

Introduction
An exempt organization is not taxed on its in-
come from an activity substantially related to the
charitable, educational, or other purpose that is
the basis for the organization’s exemption. Such
income is exempt even if the activity is a trade or
business.

However, if an exempt organization regularlyGet forms and other information
carries on a trade or business not substantiallyfaster and easier by: related to its exempt purpose, except that it
provides funds to carry out that purpose, the

Internet www.irs.gov organization is subject to tax on its income from
that unrelated trade or business.

Mar 03, 2010
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This publication covers the rules for the tax 501(c)(1) is not subject to the tax on unrelated
on unrelated business income of exempt organi- business income if the corporation is organized
zations. It explains: under an Act of Congress and, under the Act, is 2.exempt from federal income taxes.
1. Which organizations are subject to the tax

Colleges and universities. Colleges and uni-(chapter 1),
versities that are agencies or instrumentalities of

2. What the requirements are for filing a tax The Tax andany government or any political subdivision of a
return (chapter 2), government, or that are owned or operated by a

government or political subdivision of a govern-3. What an unrelated trade or business is Filingment, are subject to the tax on unrelated busi-(chapter 3), and
ness income. As used here, the word

4. How to figure unrelated business taxable government includes any foreign government Requirements
income (chapter 4). (to the extent not contrary to a treaty) and all

domestic governments (the United States andAll section references in this publication are All organizations subject to the tax on unrelated
any of its possessions, any state, and the Districtto the Internal Revenue Code. business income, except the exempt trusts de-
of Columbia). scribed in section 511(b)(2), are taxable at cor-

The tax is on the unrelated business incomeUseful Items porate rates on that income. All exempt trusts
of both the universities and colleges themselvesYou may want to see: subject to the tax on unrelated business income
and on their wholly owned tax exempt subsidiary that, if not exempt, would be taxable as trusts
organizations. It is immaterial whether the busi-Publication are taxable at trust rates on that income. How-
ness is conducted by the university or by a ever, an exempt trust may not claim the deduc-

❏ 557 Tax-Exempt Status for Your separately incorporated wholly owned subsidi- tion for a personal exemption that is normallyOrganization ary. If the business activity is unrelated, the allowed to a trust.
income in both instances will be subject to the The tax is imposed on the organization’sForm (and Instructions) tax. If the primary purpose of a wholly owned unrelated business taxable income (described
subsidiary is to operate or carry on any unre-❏ 990-T Exempt Organization Business in chapter 4). The tax is reduced by any applica-
lated trade or business (other than holding titleIncome Tax Return ble tax credits, including the general business
to property and collecting income from it), theSee chapter 5 for information about getting credits (such as the investment credit and the
subsidiary is not an exempt organization, andthese publications and forms. alcohol fuel credit) and the foreign tax credit.
this rule does not apply.

Alternative minimum tax. Organizations lia-Title-holding corporations. When an exempt
ble for tax on unrelated business income may betitle-holding corporation, described in section
liable for alternative minimum tax on certain ad-501(c)(2), pays any of its net income to an or-
justments and tax preference items.ganization that itself is exempt from tax under

section 501(a) (or would pay such an amount1. except that the expenses of collecting its income
exceed the amount collected) and files a consol- Returns and Filingidated return with that organization, the ti-
tle-holding corporation is treated, for unrelatedOrganizations Requirementsbusiness income tax purposes, as organized
and operated for the same purposes as the

An exempt organization subject to the tax onexempt payee organization.Subject to the unrelated business income must file Form 990-TThus, a title-holding corporation whose
and attach any required supporting schedulessource of income is related to the exempt pur-
and forms. The obligation to file Form 990-T is inTax poses of the payee organization is not subject to
addition to the obligation to file any other re-the unrelated business income tax if the holding
quired returns.corporation and the payee organization file aThe tax on unrelated business income applies to

Form 990-T is required if the organization’sconsolidated return. However, if the source ofmost organizations exempt from tax under sec-
gross income from unrelated businesses isthe income is not so related, the title-holdingtion 501(a). These organizations include chari-
$1,000 or more. An exempt organization mustcorporation is subject to unrelated business in-table, rel igious, scientif ic, and other
report income from all its unrelated businessescome tax.organizations described in section 501(c), as
on a single Form 990-T. Each organization mustwell as employees’ trusts forming part of pen-
file a separate Form 990-T, except sectionExample. X, a title-holding corporation, ission, profit-sharing, and stock bonus plans de-
501(c)(2) title holding corporations and organi-required to distribute its net income to A, anscribed in section 401(a).
zations receiving their earnings that file a con-exempt organization. During the tax year, X real-In addition, the following are subject to the
solidated return under section 1501.izes net income of $900,000 from source M,tax on unrelated business income.

The various provisions of tax law relating towhich is related to A’s exempt function. X also
• Individual retirement arrangements (IRAs), accounting periods, accounting methods, at-riskreceives $100,000 from source N, which is not

including traditional IRAs, Roth IRAs, Cov- limits (described in section 465), assessments,related to A’s exempt function. X and A file a
erdell IRAs, simplified employee pensions and collection penalties that apply to tax returnsconsolidated return for the tax year. X has unre-
(SEP-IRAs), and savings incentive match generally also apply to Form 990-T.lated business income of $100,000.
plans for employees (SIMPLE IRAs).

When to file. The Form 990-T of an employ-
• State and municipal colleges and universi- ees’ trust described in section 401(a), an IRA

ties. (including a traditional, SEP, SIMPLE, Roth, or
Coverdell IRA), or an MSA must be filed by the• Qualified state tuition programs.
15th day of the 4th month after the end of its tax

• Medical savings accounts (MSAs) de- year. The Form 990-T of any other exempt or-
scribed in section 220(d). ganization must be filed by the 15th day of the

5th month after the end of its tax year. If the due• Coverdell savings accounts described in
date falls on a Saturday, Sunday, or legal holi-section 530.
day, the return is due by the next business day.

U.S. instrumentalities. A corporation that is a Extension of time to file. A Form 990-T filer
U.S. instrumentality described in section may request an automatic 3-month (6 months

Page 2 Chapter 2 The Tax and Filing Requirements
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for corporation) extension of time to file a return • The total deposits of such taxes in 2008 editorial matter related to the organization’s ex-
by submitting Form 8868, Application for Exten- were more than $200,000 or empt purpose.
sion of Time To File an Exempt Organization • The organization was required to use Regularly carried on. Business activities ofReturn. The Form 990-T filer may also use Form

EFTPS in 2009. an exempt organization ordinarily are consid-8868 to apply for an additional (not automatic)
ered regularly carried on if they show a fre-3-month extension to file the return if the original If the organization is required to use EFTPS quency and continuity, and are pursued in a3-month extension was not enough time. and fails to do so, it may be subject to a 10% manner similar to comparable commercial activ-

penalty. If the organization is not required to use ities of nonexempt organizations.Public Inspection Requirements of Section
EFTPS, it can participate voluntarily. To enroll in For example, a hospital auxiliary’s operation501(c)(3) Organizations. Under section
or get more information about EFTPS, call of a sandwich stand for 2 weeks at a state fair6104(d), a section 501(c)(3) organization that
1-800-555-4477 or 1-800-945-8400. To enroll would not be the regular conduct of a trade orhas gross income from an unrelated trade or
online, visit www.eftps.gov. business. The stand would not compete withbusiness of $1,000 or more must make its an-

similar facilities that a nonexempt organizationnual exempt organization business income tax Depositing on time. For EFTPS deposits
would ordinarily operate year-round. However,return (including amended returns) available for to be made timely, the organization must initiate
operating a commercial parking lot every Satur-public inspection. the transaction at least 1 business day before
day, year-round, would be the regular conduct ofthe date the deposit is due.A section 501(c)(3) organization filing a trade or business.

the Form 990-T only to request a credit
Deposits with Form 8109. If the organization Not substantially related.  A business activ-for certain federal excise taxes paid

TIP
is not required to (or does not voluntarily) make ity is not substantially related to an organiza-does not have to make the Form 990-T available
electronic deposits, it must make its deposits tion’s exempt purpose if it does not contributefor public inspection.
with Form 8109, Federal Tax Deposit Coupon. importantly to accomplishing that purpose (other

The completed Form 8109 with the payment than through the production of funds). Whether
must be mailed or delivered to an authorized an activity contributes importantly depends in
depositary (financial institution) for federal each case on the facts involved.Payment of Tax taxes, as instructed on the coupon. In determining whether activities contribute

Deposits should not be sent directly to the importantly to the accomplishment of an exempt
IRS. A penalty may be imposed if the deposits purpose, the size and extent of the activitiesEstimated tax. A tax-exempt organization
are sent to an IRS office rather than to an au- involved must be considered in relation to themust make estimated tax payments if it expects
thorized depositary. nature and extent of the exempt function thatits tax (unrelated business income tax after cer-

they intend to serve. For example, to the extenttain adjustments) to be $500 or more. Estimated
an activity is conducted on a scale larger than istax payments are generally due by the 15th day
reasonably necessary to perform an exemptof the 4th, 6th, 9th, and 12th months of the tax
purpose, it does not contribute importantly to theyear. If any due date falls on a Saturday, Sun-
accomplishment of the exempt purpose. Theday, or legal holiday, the payment is due on the
part of the activity that is more than needed tonext business day.
accomplish the exempt purpose is an unrelatedAny organization that fails to pay the proper 3.
trade or business.estimated tax when due may be charged an

Also in determining whether activities con-underpayment penalty for the period of un-
tribute importantly to the accomplishment of anderpayment. Generally, to avoid the estimated
exempt purpose, the following principles apply.Unrelated Tradetax penalty, the organization must make esti-

mated tax payments that total 100% of the or- Selling of products of exempt functions.
ganization’s current tax year liability. However, Ordinarily, selling products that result from theor Businessan organization can base its required estimated performance of exempt functions is not an unre-
tax payments on 100% of the tax shown on its lated trade or business if the product is sold in
return for the preceding year (unless no tax is substantially the same state it is in when theUnrelated business income. Unrelated busi-shown) if its taxable income for each of the 3 exempt functions are completed. Thus, for anness income is the income from a trade or busi-preceding tax years was less than $1 million. If exempt organization engaged in rehabilitatingness regularly carried on by an exemptan organization’s taxable income for any of handicapped persons (its exempt function), sell-organization and not substantially related to thethose years was $1 million or more, it can base ing articles made by these persons as part ofperformance by the organization of its exemptonly its first required installment payment on its their rehabilitation training is not an unrelatedpurpose or function, except that the organizationlast year’s tax. trade or business.uses the profits derived from this activity.All tax-exempt organizations should use However, if a completed product resultingCertain trade or business activities are notForm 990-W (Worksheet), Estimated Tax on from an exempt function is used or exploited intreated as an unrelated trade or business. SeeUnrelated Business Taxable Income for further business activity beyond what is reason-Excluded Trade or Business Activities, later.Tax-Exempt Organizations, to figure their esti- ably appropriate or necessary to dispose of it as
mated tax. is, the activity is an unrelated trade or business.Trade or business. The term “trade or busi-

For example, if an exempt organization main-ness” generally includes any activity carried onTax due with Form 990-T. Any tax due with tains an experimental dairy herd for scientificfor the production of income from selling goodsForm 990-T must be paid in full when the return purposes, the sale of milk and cream producedor performing services. An activity does not loseis filed, but no later than the date the return is in the ordinary course of operation of the projectits identity as a trade or business merely be-due (determined without extensions). is not an unrelated trade or business. But if thecause it is carried on within a larger group of
organization uses the milk and cream in thesimilar activities that may or may not be relatedTax Deposit Methods further manufacture of food items such as iceto the exempt purposes of the organization.
cream, pastries, etc., the sale of these productsFor example, the regular sale of pharmaceu-An exempt organization must deposit its unre- is an unrelated trade or business unless thetical supplies to the general public by a hospitallated business income tax (including estimated manufacturing activities themselves contributepharmacy does not lose its identity as a trade ortax) using one of the following methods. importantly to the accomplishment of an exemptbusiness, even though the pharmacy also fur-
purpose of the organization.nishes supplies to the hospital and patients ofElectronic deposits. The organization must

the hospital in accordance with its exempt pur-make electronic deposits of all depository taxes Dual use of assets or facilities. If an asset
pose. Similarly, soliciting, selling, and publishing(such as employment tax, excise tax, and unre- or facility necessary to the conduct of exempt
commercial advertising is a trade or businesslated business income tax) using the Electronic functions is also used in commercial activities,
even though the advertising is published in anFederal Tax Payment System (EFTPS) in 2010 its use for exempt functions does not, by itself,
exempt organization’s periodical that containsif: make the commercial activities a related trade or

Chapter 3 Unrelated Trade or Business Page 3
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business. The test, as discussed earlier, is purpose and is not an unrelated trade or busi- and is responsible for all ground maintenance. It
whether the activities contribute importantly to ness. also provides dressing room, linen, and stadium
the accomplishment of exempt purposes. The hospital also operates a gift shop pa- security services for the professional team.

For example, a museum has a theater audi- tronized by patients, visitors making purchases Leasing of the stadium is an unrelated trade
torium designed for showing educational films in for patients, and employees; a cafeteria and or business. In addition, the substantial services
connection with its program of public education coffee shop primarily for employees and medical furnished for the convenience of the lessee go
in the arts and sciences. The theater is a princi- staff; and a parking lot for patients and visitors beyond those usually provided with the rental of
pal feature of the museum and operates contin- only. These activities are also substantially re- space for occupancy only. Therefore, the in-
uously while the museum is open to the public. If lated to the hospital’s exempt purpose and do come from this lease is rent from real property
the organization also operates the theater as a not constitute unrelated trades or businesses. and unrelated business taxable income.
motion picture theater for the public when the

Book publishing. An exempt organization Broadcasting rights. An exempt collegiatemuseum is closed, the activity is an unrelated
engages primarily in activities that further its athletic conference conducts an annual compet-trade or business.
exempt purposes. It also owns the publication itive athletic game between its conferenceFor information on allocating expenses for
rights to a book that does not relate to any of its champion and another collegiate team. Incomethe dual use of assets or facilities, see Deduc-
exempt purposes. The organization exploits the is derived from admission charges and the saletions in chapter 4.
book in a commercial manner by arranging for of exclusive broadcasting rights to a national

Exploitation of exempt functions. Exempt printing, distribution, publicity, and advertising in radio and television network. An athletic pro-
activities sometimes create goodwill or other connection with the sale of the book. These gram is considered an integral part of the educa-
intangibles that can be exploited in a commer- activities constitute a trade or business regularly tional process of a university.
cial way. When an organization exploits such an carried on. Because exploiting the book is unre- The educational purposes served by inter-
intangible in commercial activities, the fact that lated to the organization’s exempt purposes (ex- collegiate athletics are identical whether con-
the income depends in part upon an exempt cept for the use of the book’s profits), the income ducted directly by individual universities or by
function of the organization does not make the is unrelated business income. their regional athletic conference. Also, the edu-
commercial activities a related trade or busi- However, if the organization transfers publi- cational purposes served by exhibiting a game
ness. Unless the commercial exploitation con- cation rights to a commercial publisher in return before an audience that is physically present
tributes importantly to the accomplishment of for royalties, the royalty income received will not and exhibiting the game on television or radio
the exempt purpose, the commercial activities be unrelated business income. See Royalties before a much larger audience are substantially
are an unrelated trade or business. under Exclusions in chapter 4. similar. Therefore, the sale of the broadcasting

For the treatment of expenses attributable to rights contributes importantly to the accomplish-School handicraft shop. An exempt voca-the exploitation of exempt activities, see Deduc- ment of the organization’s exempt purpose andtional school operates a handicraft shop thattions in chapter 4. is not an unrelated trade or business.sells articles made by students in their regular
In a similar situation, an exempt organizationcourses of instruction. The students are paid a

was created as a national governing body forpercentage of the sales price. In addition, the
amateur athletes to foster interest in amateurshop sells products made by local residents whoExamples sports and to encourage widespread public par-make articles at home according to the shop’s
ticipation. The organization receives incomespecifications. The shop manager periodically

The following are examples of activities that each year from the sale of exclusive broadcast-inspects the articles during their manufacture to
were determined to be (or not to be) unrelated ing rights to an independent producer, who con-ensure that they meet desired standards of style
trades or businesses using the definitions and tracts with a commercial network to broadcastand quality. Although many local participants
principles just discussed. many of the athletic events sponsored, super-are former students of the school, any qualified

vised, and regulated by the organization.person may participate in the program. The saleSales commissions. An agricultural organi-
The broadcasting of these events promotesof articles made by students does not constitutezation, whose exempt purposes are to promote

the various amateur sports, fosters widespreadan unrelated trade or business, but the sale ofbetter conditions for cattle breeders and to im-
public interest in the benefits of the organiza-products made by local residents is an unrelatedprove the breed generally, engages in an unre-
tion’s nationwide amateur program, and encour-trade or business and is subject to unrelatedlated trade or business when it regularly sells
ages public participation. The sale of the rightsbusiness income tax.cattle for its members on a commission basis.
and the broadcasting of the events contribute

School facilities. An exempt school has ten- importantly to the organization’s exempt pur-Artists’ facilities. An organization whose ex-
nis courts and dressing rooms that it uses during pose. Therefore, the sale of the exclusive broad-empt purpose is to stimulate and foster public
the regular school year in its educational pro- casting rights is not an unrelated trade orinterest in the fine arts by promoting art exhibits,
gram. During the summer, the school operates a business.sponsoring cultural events, and furnishing infor-
tennis club open to the general public. Employ-mation about fine arts leases studio apartments

Yearbook advertising. An exempt organiza-ees of the school run the club, including collect-to artist tenants and operates a dining hall pri-
tion receives income from the sale of advertisinging membership fees and scheduling court time.marily for these tenants. These two activities do
in its annual yearbook. The organization hiresAnother exempt school leases the same typenot contribute importantly to accomplishing the
an independent commercial firm, under a con-of facilities to an unrelated individual who runs aorganization’s exempt purpose. Therefore, they
tract covering a full calendar year, to conduct antennis club for the summer. The lease is for aare unrelated trades or businesses.
intensive advertising solicitation campaign in thefixed fee that does not depend on the income or

Membership list sales. An exempt educa- organization’s name. This firm is paid a percent-profits derived from the leased property.
tional organization regularly sells membership age of the gross advertising receipts for sellingIn both situations, the exempt purpose is the
mailing lists to business firms. This activity does the advertising, collecting from advertisers, andadvancement of education. Furnishing tennis
not contribute importantly to the accomplish- printing the yearbook. This advertising activity isfacilities in the manner described does not fur-
ment of the organization’s exempt purpose and an unrelated trade or business.ther that exempt purpose. These activities are
therefore is an unrelated trade or business. Also unrelated trades or businesses. However, in the

Pet boarding and grooming services. Ansee Exchange or rental of member lists under second situation the income derived from the
exempt organization, organized and operatedExcluded Trade or Business Activities, later. leasing of the property is excluded from unre-
for the prevention of cruelty to animals, receiveslated business taxable income as rent from real

Hospital facilities. An exempt hospital leases unrelated business income from providing petproperty. See Rents under Exclusions in chapter
its adjacent office building and furnishes certain boarding and grooming services for the general4.
office services to a hospital-based medical public. These activities do not contribute impor-
group for a fee. The group provides all diagnos- Services provided with lease. An exempt tantly to its purpose of preventing cruelty to
tic and therapeutic procedures to the hospital’s university leases its football stadium during sev- animals.
patients and operates the hospital’s emergency eral months of the year to a professional football
room on a 24-hour basis. The leasing activity is team for a fixed fee. Under the lease agreement, Museum eating facilities. An exempt art mu-
substantially related to the hospital’s exempt the university furnishes heat, light, and water seum operates a dining room, a cafeteria, and a
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snack bar for use by the museum staff, employ- these tours are substantially related to the or- also solicits advertising in form letters appealing
ees, and visitors. Eating facilities in the museum ganization’s exempt purpose, they are not an for corporate and personal contributions.
help to attract visitors and allow them to spend unrelated trade or business. An exempt organization’s sale of advertising
more time viewing the museum’s exhibits with- placed for the purchaser’s commercial benefit is

Insurance programs. An organization thatout having to seek outside restaurants at meal- a commercial activity. Goodwill derived by the
acts as a group insurance policyholder for itstime. The eating facilities also allow the museum purchaser from being identified as a patron of
members and collects a fee for performing ad-staff and employees to remain in the museum the organization is usually considered a form of
ministrative services is normally carrying on anthroughout the day. Thus, the museum’s opera- commercial benefit. Therefore, advertising in an
unrelated trade or business.tion of the eating facilities contributes impor- exempt organization’s publication is generally

tantly to the accomplishment of its exempt presumed to be placed for the purchaser’s com-Exceptions. Organizations whose exempt
purposes and is not unrelated trade or business. mercial benefit, even if it has no commercialactivities may include the provision of insurance

message. However, this presumption is not con-benefits, such as fraternal beneficiary societies,Halfway house workshop. A halfway house clusive if the purchaser’s patronage would bevoluntary employees beneficiary associations,organized to provide room, board, therapy, and difficult to justify commercially in view of theand labor organizations, are generally excep-counseling for persons discharged from alco- facts and circumstances. In that case, other fac-tions to this rule.holic treatment centers also operates a furniture tors should also be considered in determining
shop to provide full-time employment for its re- whether a commercial benefit can be expected.Magazine publishing. An association ofsidents. The profits are applied to the operating Those other factors include:credit unions with tax-exempt status as a busi-costs of the halfway house. The income from

ness league publishes a consumer-orientedthis venture is not unrelated trade or business 1. The normal manner in which the publica-
magazine four times a year and makes it avail-income because the furniture shop contributes tion is circulated;
able to member credit unions for purchase.importantly to the organization’s purpose of aid-

2. The territorial scope of the circulation;By selling a magazine to its members as aing its residents’ transition from treatment to a
promotional device, the organization furnishesnormal and productive life. 3. The extent to which its readers, promoters,
its members with a regular commercial service or the like could reasonably be expected toTravel tour programs. Travel tour activities they can use in their own operations. This serv- further, either directly or indirectly, thethat are a trade or business are an unrelated ice does not promote the improvement of busi- commercial interest of the advertisers;trade or business if the activities are not sub- ness conditions of one or more lines of business,

stantially related to the purpose for which tax 4. The eligibility of the publishing organizationwhich is the exempt purpose of a business
exemption was granted to the organization. to receive tax-deductible contributions; andleague.

Since the activity does not contribute impor- 5. The commercial or noncommercial meth-Example 1. A tax-exempt university alumni tantly to the organization’s exempt function, it is ods used to solicit the advertisers.association provides a travel tour program for its an unrelated trade or business.
members and their families. The organization In this situation, the purchaser of a separate
works with various travel agencies and sched- Directory of members. A business league advertising space without a commercial mes-
ules approximately ten tours a year to various publishes an annual directory that contains a list sage can nevertheless expect a commercial
places around the world. It mails out promotional of all its members, their addresses, and their benefit from the goodwill derived from being
material and accepts reservations for fees paid area of expertise. Each member has the same identified in that manner as a patron of the or-
by the travel agencies on a per-person basis. amount of space in the directory, and its format ganization. However, the purchaser of a listing

The organization provides an employee for does not emphasize the relative importance or cannot expect more than an inconsequential
each tour as a tour leader. There is no formal reputation of any member. The directory con- benefit. Therefore, the sale of separate spaces,
educational program conducted with these tains no commercial advertisement and is sold but not the listings, is an unrelated trade or
tours, and they do not differ from regular com- only to the organization’s members. business.
mercially operated tours. The directory facilitates communication

Publishing legal notices. A bar associationBy providing travel tours to its members, the among the members and encourages the ex-
publishes a legal journal containing opinions oforganization is engaging in a regularly carried change of ideas and expertise. Because the
the county court, articles of professional intereston trade or business. Even if the tours it offers directory lists the members in a similar noncom-
to lawyers, advertisements for products andsupport the university, financially and otherwise, mercial format without advertising and is not
services used by the legal profession, and legaland encourage alumni to do the same, they do distributed to the public, its sale does not confer
notices. The legal notices are published to sat-not contribute importantly to the organization’s private commercial benefits on the members.
isfy state laws requiring publication of notices inexempt purpose of promoting education. There- The sale of the directory does contribute impor-
connection with legal proceedings, such as thefore, the sale of the travel tours is an unrelated tantly to the organization’s exempt purpose and
administration of estates and actions to quiettrade or business. is not an unrelated trade or business. This direc-
title to real property. The state designated thetory differs from the publication discussed next

Example 2. A tax-exempt organization bar association’s journal as the place to publishbecause of its noncommercial characteristics.
formed for the purpose of educating individuals the required notices.
about the geography and the culture of the Sales of advertising space. A national asso- The publication of ordinary commercial ad-
United States provides study tours to national ciation of law enforcement officials publishes a vertising does not advance the exempt pur-
parks and other locations within the United monthly journal that contains articles and other poses of the association even when published in
States. These tours are conducted by teachers editorial material of professional interest to its a periodical that contains material related to
and others certified by the state board of educa- members. The journal is distributed without exempt purposes. Although the advertising is
tion. The tours are primarily designed for stu- charge, mainly to the organization’s members. directed specifically to members of the legal
dents enrolled in degree programs at state The organization sells advertising space in profession, it is still commercial in nature and
educational institutions but are open to all who the journal either for conventional advertising or does not contribute importantly to the exempt
agree to participate in the required study pro- to merely identify the purchaser without a com- purposes of the association. Therefore, the ad-
gram associated with the tour taken. A tour’s mercial message. Some of the noncommercial vertising income is unrelated trade or business
study program consists of instruction on sub- advertising identifies the purchaser in a sepa- income.
jects related to the location being visited on the rate space, and some consists of listings of 60 or On the other hand, the publication of legal
tour. Each tour group brings along a library of more purchasers per page. A business firm notices is distinguishable from ordinary com-
material related to the subjects being studied on identified in a separate space is further identified mercial advertising in that its purpose is to in-
the tour. During the tour, 5 or 6 hours per day are in an Index of Advertisers. form the general public of significant legal
devoted to organized study, preparation of re- The organization solicits advertising by per- events rather than to stimulate demand for the
ports, lectures, instruction, and recitation by the sonal contacts. Advertising from large firms is products or services of an advertiser. This pro-
students. Examinations are given at the end of solicited by contacting their chief executive of- motes the common interests of the legal profes-
each tour. The state board of education awards ficer or community relations officer rather than sion and contributes importantly to the
academic credit for tour participation. Because their advertising manager. The organization association’s exempt purposes. Therefore, the

Chapter 3 Unrelated Trade or Business Page 5



Page 6 of 22 of Publication 598 9:57 -  3-MAR-2010

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

publishing of legal notices does not constitute an literature relating to art. Therefore, these sales and spiritual health of young people at minimum
unrelated trade or business. activities are not an unrelated trade or business. or no cost to them. Nominal annual dues are

On the other hand, the sale of scientific charged for membership in the organization and
Museum greeting card sales.  An art mu- books and souvenir items of the city where the use of the facilities.
seum that exhibits modern art sells greeting museum is located has no causal relationship to In addition, the organization organized a
cards that display printed reproductions of se- art or to artistic endeavor and, therefore, does health club program that its members could join
lected works from other art collections. Each not contribute importantly to the accomplish- for an annual fee in addition to the annual dues.
card is imprinted with the name of the artist, the ment of the museum’s exempt educational pur- The annual fee is comparable to fees charged
title or subject matter of the work, the date or poses. The fact that selling some of these items by similar local commercial health clubs and is
period of its creation, if known, and the mu- could, under different circumstances, be held sufficiently high to restrict participation in the
seum’s name. The cards contain appropriate related to the exempt educational purpose of program to a limited number of members of the
greetings and are personalized on request. some other exempt educational organization community.

The organization sells the cards in the shop it does not change this conclusion. Additionally, The health club program is in addition to the
operates in the museum and sells them at quan- the sale of these items does not lose its identity general physical fitness program of the organi-
tity discounts to retail stores. It also sells them by as a trade or business merely because the mu- zation. Operating this program does not contrib-
mail order through a catalog that is advertised in seum also sells articles which do contribute im- ute importantly to the organization’s
magazines and other publications throughout portantly to the accomplishment of its exempt accomplishing its exempt purpose and, there-
the year. As a result, a large number of cards are function. Therefore, these sales are an unre- fore, is an unrelated trade or business.
sold at a significant profit. lated trade or business.

The museum is exempt as an educational Miniature golf course. An exempt youth wel-
Business league’s parking and bus services.organization on the basis of its ownership, main- fare organization operates a miniature golf
A business league, whose purpose is to retaintenance, and exhibition for public viewing of course that is open to the general public. The
and stimulate trade in a downtown area that hasworks of art. The sale of greeting cards with course, which is managed by salaried employ-
inadequate parking facilities, operates a fringeprinted reproductions of artworks contributes ees, is substantially similar to commercial
parking lot and shuttle bus service. It also oper-importantly to the achievement of the museum’s courses. The admission fees charged are com-
ates, as an insubstantial part of its activities, aexempt educational purposes by enhancing parable to fees of commercial facilities and are
park and shop plan.public awareness, interest, and appreciation of designed to return a profit.

The fringe parking lot and shuttle bus serviceart. The cards may encourage more people to The operation of the miniature golf course in
operate in a manner that does not favor anyvisit the museum itself to share in its educational a commercial manner does not contribute im-
individual or group of downtown merchants. Theprograms. The fact that the cards are promoted portantly to the accomplishment of the organiza-
merchants cannot offer free or discount parkingand sold in a commercial manner at a profit and tion’s exempt purpose and, therefore, is an
or bus fares to their customers.in competition with commercial greeting card unrelated trade or business.

The park and shop plan allows customers ofpublishers does not alter the fact that the activity
Sales of hearing aids. A tax-exempt hospital,particular merchants to park free at certain park-is related to the museum’s exempt purpose.
whose primary activity is rehabilitation, sellsing lots in the area. Merchants participating inTherefore, these sales activities are not an unre-
hearing aids to patients. This activity is an es-this plan buy parking stamps, which they dis-lated trade or business.
sential part of the hospital’s program to test andtribute to their customers to use to pay for park-

Museum shop. An art museum maintained evaluate patients with hearing deficiencies anding.
and operated for the exhibition of American folk contributes importantly to its exempt purpose. ItOperating the fringe parking lot and shuttle
art operates a shop in the museum that sells: is not an unrelated trade or business.bus service provides easy and convenient ac-

cess to the downtown area and, therefore, stim-1. Reproductions of works in the museum’s Nonpatient laboratory testing. Nonpatientulates and improves business conditions in theown collection and reproductions of artistic laboratory testing performed by a tax-exemptdowntown area generally. That activity contrib-works from the collections of other art mu- teaching hospital on specimens needed for theutes importantly to the organization’s accom-seums (prints suitable for framing, post- conduct of its teaching activities is not an unre-plishing its exempt purpose and is not ancards, greeting cards, and slides); lated trade or business. However, laboratoryunrelated trade or business.
testing performed by a tax-exempt non-teaching2. Metal, wood, and ceramic copies of Ameri- The park and shop plan encourages custom-
hospital on referred specimens from private of-can folk art objects from its own collection ers to use a limited number of participating
fice patients of staff physicians is an unrelatedand similar copies of art objects from other member merchants in order to obtain free park-
trade or business if these services are otherwisecollections of artworks; ing. This provides a particular service to individ-
available in the community.ual members of the organization and does not3. Instructional literature and scientific books

further its exempt purpose. Therefore, operatingand souvenir items concerning the history Selling endorsements. An exempt scientificthe park and shop plan is an unrelated trade orand development of art and, in particular, organization enjoys an excellent reputation inbusiness.of American folk art; and the field of biological research. It exploits this
reputation regularly by selling endorsements ofYouth residence. An exempt organization,4. Scientific books and souvenir items of the
laboratory equipment to manufacturers. Endors-whose purpose is to provide for the welfare ofcity in which the museum is located.
ing laboratory equipment does not contributeyoung people, rents rooms primarily to people

The shop also rents originals or reproduc- importantly to the accomplishment of any pur-under age 25. The residence units are operated
tions of paintings contained in its collection. All pose for which exemption is granted to the or-on, and as a part of, the premises in which the
of its reproductions are imprinted with the name ganizat ion.  Accordingly,  the sale oforganization carries on the social, recreational,
of the artist, the title or subject matter of the work endorsements is an unrelated trade or business.and guidance programs for which it was recog-
from which it is reproduced, and the museum’s nized as exempt. The facilities are under the
name. Sponsoring entertainment events. An ex-management and supervision of trained career

Each line of merchandise must be consid- empt university has a regular faculty and a regu-professionals who provide residents with per-
ered separately to determine if sales are related larly enrolled student body. During the schoolsonal counseling, physical education programs,
to the exempt purpose. year, the university sponsors the appearance ofand group recreational activities. The rentals are

The sale and rental of reproductions and professional theater companies and symphonynot an unrelated trade or business because
copies of works from the museum’s own collec- orchestras that present drama and musical per-renting the rooms is substantially related to the
tion and reproductions of artistic works not formances for the students and faculty mem-organization’s exempt purpose.
owned by the museum contribute importantly to bers. Members of the general public also are
the achievement of the museum’s exempt edu- Health club program. An exempt charitable admitted. The university advertises these per-
cational purpose by making works of art familiar organization’s purpose is to provide for the wel- formances and supervises advance ticket sales
to a broader segment of the public, thereby fare of young people. The organization conducts at various places, including such university facil-
enhancing the public’s understanding and ap- charitable activities and maintains facilities that ities as the cafeteria and the university book-
preciation of art. The same is true for the sale of will contribute to the physical, social, mental, store. Although the presentation of the

Page 6 Chapter 3 Unrelated Trade or Business



Page 7 of 22 of Publication 598 9:57 -  3-MAR-2010

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

performances makes use of an intangible gener- receptions for major donors) to a sponsor or the event conducted by the organization (for exam-
ated by the university’s exempt educational sponsor’s designees in connection with a spon- ple, a program or brochure distributed at a spon-
functions—the presence of the student body sorship payment does not affect whether the sored event).
and faculty—such drama and music events payment is a qualified sponsorship payment. The treatment of payments that entitle the
contribute importantly to the overall educational Instead, providing these goods or services is payer to the depiction of the payer’s name, logo,
and cultural functions of the university. There- treated as a separate transaction in determining or products lines in an organization’s periodical
fore, the activity is not an unrelated trade or whether the organization has unrelated busi- is determined under the rules that apply to ad-
business. ness income from the event. Generally, if the vertising activities. See Sales of advertising

services or facilities are not a substantial benefit space under Examples, earlier in this chapter.
or if providing them is a related business activity, Also see Exploitation of Exempt Activity—Ad-
the payments will not be subject to the unrelated vertising Sales in chapter 4.
business income tax.Excluded Trade or Exception for conventions and trade

Similarly, the sponsor’s receipt of a license to shows. A payment is not a qualified sponsor-Business Activities use an intangible asset (for example, a trade- ship payment if it is made in connection with any
mark, logo, or designation) of the organization is qualified convention or trade show activity. The

The following activities are specifically excluded treated as separate from the qualified sponsor- exclusion of qualified convention or trade show
from the definition of unrelated trade or busi- ship transaction in determining whether the or- activities from the definition of unrelated trade or
ness. ganization has unrelated business taxable business is explained later under Convention or

income. trade show activity.Volunteer workforce. Any trade or business
If part of a payment would be a qualifiedin which substantially all the work is performed

Selling donated merchandise. A trade orsponsorship payment if paid separately, thatfor the organization without compensation is not
business that consists of selling merchandise,part is treated as a separate payment. For ex-an unrelated trade or business.
substantially all of which the organization re-ample, if a sponsorship payment entitles the
ceived as gifts or contributions, is not an unre-sponsor to both product advertising and the useExample 1. A retail store operated by an
lated trade or business. For example, a thriftor acknowledgment of the sponsor’s name orexempt orphanage where unpaid volunteers
shop operated by a tax-exempt organization thatlogo by the organization, then the unrelatedperform substantially all the work in carrying on
sells donated clothes and books to the generalbusiness income tax does not apply to the partthe business is not an unrelated trade or busi-
public, with the proceeds going to the exemptof the payment that is more than the fair marketness.
organization, is not an unrelated trade or busi-value of the product advertising.
ness.Example 2. A volunteer fire company con- Advertising. A payment is not a qualified

ducts weekly public dances. Holding public Employee association sales. The sale ofsponsorship payment if, in return, the organiza-
dances and charging admission on a regular certain items by a local association of employ-tion advertises the sponsor’s products or serv-
basis may, given the facts and circumstances of ees described in section 501(c)(4), organizedices. For information on the treatment of
a particular case, be considered an unrelated before May 17, 1969, is not an unrelated trade orpayments for advertising, see Exploitation of
trade or business. However, because the work business if the items are sold for the conve-Exempt Activity—Advertising Sales in chapter
at the dances is performed by unpaid volun- nience of the association’s members at their4.
teers, the activity is not an unrelated trade or usual place of employment. This exclusion ap-Advertising includes:
business. plies only to the sale of work-related clothes and

1. Messages containing qualitative or com- equipment and items normally sold throughConvenience of members. A trade or busi-
parative language, price information, or vending machines, food dispensing facilities, orness carried on by a 501(c)(3) organization or by
other indications of savings or value; by snack bars.a governmental college or university primarily

for the convenience of its members, students, 2. Endorsements; and Bingo games. Certain bingo games are not
patients, officers, or employees is not an unre- included in the term “unrelated trade or busi-3. Inducements to purchase, sell, or use thelated trade or business. For example, a laundry ness.” To qualify for this exclusion, the bingoproducts or services.operated by a college for the purpose of launder- game must meet the following requirements.
ing dormitory linens and students’ clothing is not The use of promotional logos or slogans that
an unrelated trade or business. are an established part of the sponsor’s identity 1. It meets the legal definition of bingo.

is not, by itself, advertising. In addition, mere
Qualified sponsorship activities. Soliciting 2. It is legal where it is played.distribution or display of a sponsor’s product by
and receiving qualified sponsorship payments is

the organization to the public at a sponsored 3. It is played in a jurisdiction where bingonot an unrelated trade or business, and the
event, whether for free or for remuneration, is games are not regularly carried on bypayments are not subject to unrelated business
considered use or acknowledgment of the prod- for-profit organizations.income tax.
uct rather than advertising.

Qualified sponsorship payment. This is Legal definition. For a game to meet theException for contingent payments. A
any payment made by a person engaged in a legal definition of bingo, wagers must be placed,

payment is not a qualified sponsorship payment
trade or business for which the person will re- winners must be determined, and prizes or other

if its amount is contingent, by contract or other-
ceive no substantial benefit other than the use or property must be distributed in the presence of

wise, upon the level of attendance at one or
acknowledgment of the business name, logo, or all persons placing wagers in that game.

more events, broadcast ratings, or other factors
product lines in connection with the organiza- A wagering game that does not meet the

indicating the degree of public exposure to one
tion’s activities. “Use or acknowledgment” does legal definition of bingo does not qualify for the

or more events. However, the fact that a spon-
not include advertising the sponsor’s products or exclusion, regardless of its name. For example,

sorship payment is contingent upon an event
services. The organization’s activities include all “instant bingo,” in which a player buys a

actually taking place or being broadcast does
its activities, whether or not related to its exempt pre-packaged bingo card with pull-tabs that the

not, by itself, affect whether a payment qualifies.
purposes. player removes to determine if he or she is a

For example, if, in return for receiving a Exception for periodicals. A payment is winner, does not qualify. 
sponsorship payment, an organization promises not a qualified sponsorship payment if it entitles

Legal where played. This exclusion applies
to use the sponsor’s name or logo in acknowl- the payer to the use or acknowledgment of the

only if bingo is legal under the laws of the juris-
edging the sponsor’s support for an educational business name, logo, or product lines in the

diction where it is conducted. The fact that a
or fundraising event, the payment is a qualified organization’s periodical. For this purpose, a

jurisdiction’s law that prohibits bingo is rarely
sponsorship payment and is not subject to the periodical is any regularly scheduled and printed

enforced or is widely disregarded does not make
unrelated business income tax. material (for example, a monthly journal) pub-

the conduct of bingo legal for this purpose.
Providing facilities, services, or other privi- lished by or on behalf of the organization. It does

leges (for example, complimentary tickets, not include material that is related to and prima- No for-profit games where played. This
pro-am playing spots in golf tournaments, or rily distributed in connection with a specific exclusion applies only if for-profit organizations
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cannot regularly carry on bingo games in any cost to the organization that distributes the item and the extent of the industry products that
or on whose behalf it is distributed. are displayed.part of the same jurisdiction. Jurisdiction is nor-

mally the entire state; however, in certain situa- For these purposes, a qualifying organiza-Exchange or rental of member lists. Thetions, local jurisdiction will control. tion is one described in section 501(c)(3),exchange or rental of member or donor lists
501(c)(4), 501(c)(5), or 501(c)(6). The organiza-between organizations described in section 501Example. Tax-exempt organizations X and
tion must regularly conduct, as one of its sub-that are eligible to receive charitable contribu-Y are organized under the laws of state N, which
stantial exempt purposes, a qualified conventiontions is not included in the term unrelated tradehas a law that permits exempt organizations to
or trade show activity.or business.conduct bingo games. In addition, for-profit or-

The rental of display space to exhibitors (in-ganizations are permitted to conduct bingo
cluding exhibitors who are suppliers) at a quali-Hospital services. The providing of certaingames in city S, a resort community located in
fied convention or trade show is not an unrelatedservices at or below cost by an exempt hospitalcounty R. Several for-profit organizations con-
trade or business even if the exhibitors who rentto other exempt hospitals that have facilities forduct nightly games. Y conducts weekly bingo the space are permitted to sell or solicit orders.100 or fewer inpatients is not an unrelated tradegames in city S, while X conducts weekly games For this purpose, a supplier’s exhibit is one inor business. This exclusion applies only to serv-in county R. Since state law confines the which the exhibitor displays goods or servicesices described in section 501(e)(1)(A).for-profit organizations to city S, local jurisdiction that are supplied to, rather than by, members of

controls. Y’s bingo games conducted in city S the qualifying organization in the conduct ofPublic entertainment activity. An unrelatedare an unrelated trade or business. However, these members’ own trades or businesses.trade or business does not include a qualifiedX’s bingo games conducted in county R outside  Certain Internet activities conducted by apublic entertainment activity. A public entertain-of city S are not an unrelated trade or business. trade association described in section 501(c)(6)ment activity is one traditionally conducted at a
will be considered qualified convention andfair or exposition promoting agriculture and edu-Gambling activities other than bingo. Any
trade show activity if conducted on a specialcation, including any activity whose purpose isgame of chance conducted by an exempt organ-
supplementary section of the association’s web-designed to attract the public to fairs or exposi-ization in North Dakota is not an unrelated trade
site in conjunction with a trade show conductedtions or to promote the breeding of animals oror business if conducting the game does not
by the association. The trade show itself must bethe development of products or equipment.violate any state or local law.
a qualified convention and trade show activity.A qualified public entertainment activity is
The supplementary section of the website mustone conducted by a qualifying organization:Pole rentals. The term unrelated trade or
be ancillary to, and serve to augment and en-business does not include qualified pole rentals 1. In conjunction with an international, na- hance, the trade show, as when it makes avail-by a mutual or cooperative telephone or electric tional, state, regional, or local fair or expo- able the same information available at the tradecompany described in section 501(c)(12). A sition; show and is available only during a time periodqualified pole rental is the rental of a pole (or
that coincides with the time period that the trade2. In accordance with state law that permitsother structure used to support wires) if the pole
show is in operation. Conversely, Internet activi-the activity to be operated or conducted(or other structure) is used: 
ties that are not conducted in conjunction with asolely by such an organization or by an
qualified convention and trade show activity and1. By the telephone or electric company to agency, instrumentality, or political subdivi-
that do not augment and enhance the tradesupport one or more wires that the com- sion of the state; or
show cannot themselves be qualified conven-pany uses in providing telephone or elec-

3. In accordance with state law that permits tion and trade show activity.tric services to its members, and
an organization to be granted a license to

2. According to the rental, to support one or conduct an activity for not more than 20
more wires (in addition to the wires de- days on paying the state a lower percent-
scribed in 1) for use in connection with the age of the revenue from the activity than
transmission by wire of electricity or of the state charges nonqualifying organiza-
telephone or other communications. tions that hold similar activities.

4.For this purpose, the term rental includes any For these purposes, a qualifying organiza-
sale of the right to use the pole (or other struc- tion is an organization described in section
ture). 501(c)(3), 501(c)(4), or 501(c)(5) that regularly

conducts an agricultural and educational fair or UnrelatedDistribution of low cost articles. The term exposition as one of its substantial exempt pur-
unrelated trade or business does not include poses. Its conducting qualified public entertain-
activities relating to the distribution of low cost ment activities will not affect determination of its Business
articles incidental to soliciting charitable contri- exempt status.
butions. This applies to organizations described
in section 501 that are eligible to receive charita- Taxable IncomeConvention or trade show activity. An unre-
ble contributions. lated trade or business does not include quali-

A distribution is considered incidental to the fied convention or trade show activities The term “unrelated business taxable income”
solicitation of a charitable contribution if: conducted at a convention, annual meeting, or generally means the gross income derived from

trade show. any unrelated trade or business regularly carried
1. The recipient did not request the distribu- A qualified convention or trade show activity on by the exempt organization, less the deduc-

tion, is any activity of a kind traditionally carried on by tions directly connected with carrying on the
a qualifying organization in conjunction with an trade or business. If an organization regularly2. The distribution is made without the ex-
international, national, state, regional, or local carries on two or more unrelated business activi-press consent of the recipient, and
convention, annual meeting, or show if: ties, its unrelated business taxable income is the

3. The article is accompanied by a request
total of gross income from all such activities less

for a charitable contribution to the organi- 1. One of the purposes of the organization in the total allowable deductions attributable to all
zation and a statement that the recipient sponsoring the activity is promoting and the activities.
may keep the low cost article regardless of stimulating interest in, and demand for, the

In computing unrelated business taxable in-whether a contribution is made. products and services of that industry or
come, gross income and deductions are subject

educating the persons in attendance re-An article is considered low cost if the cost of to the modifications and special rules explained
garding new products and services or newan item (or the aggregate costs if more than one in this chapter. Whether a particular item of
rules and regulations affecting the industry;item) distributed to a single recipient in a tax income or expense falls within any of these
andyear is not more than $5, indexed annually for modifications or special rules must be deter-

inflation. The maximum cost of a low cost article 2. The show is designed to achieve its pur- mined by all the facts and circumstances in each
is $9.50 for 2009. The cost of an article is the pose through the character of the exhibits specific case. For example, if the organization
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received a payment termed rent that is in fact a less than the fair market value of the se- Rents. Rents from real property, including ele-
return of profits by a person operating the prop- curities at the close of the preceding busi- vators and escalators, are excluded in comput-
erty for the benefit of the organization, or that is ness day, and ing unrelated business taxable income. Rents
a share of the profits retained by the organiza- from personal property are not excluded. How-

5. Permits the organization to terminate the
tion as a partner or joint venturer, the payment is ever, special rules apply to “mixed leases” of

loan upon notice of not more than 5 busi-
not within the income exclusion for rents, dis- both real and personal property.

ness days.
cussed later under Exclusions. Mixed leases. In a mixed lease, all of the

Payments with respect to securities loans
rents are excluded if the rents attributable to the

include: 
personal property are not more than 10% of the
total rents under the lease, as determined when1. Amounts in respect of dividends, interest,Income the personal property is first placed in service byand other distributions,
the lessee. If the rents attributable to personal

2. Fees based on the period of time the loanGenerally, unrelated business income is tax- property are more than 10% but not more than
is in effect and the fair market value of theable, but there are exclusions and special rules 50% of the total rents, only the rents attributable
security during that period,that must be considered when figuring the in- to the real property are excluded. If the rents

come. attributable to the personal property are more3. Income from collateral security for the
than 50% of the total rents, none of the rents areloan, and
excludable.Exclusions

4. Income from the investment of collateral Property is placed in service when the lessee
security.The following types of income (and deductions first may use it under the terms of a lease. For

directly connected with the income) are gener- example, property subject to a lease enteredThe payments are considered to be from the
ally excluded when figuring unrelated business into on November 1, for a term starting on Janu-securities loaned and not from collateral security
taxable income. ary 1 of the next year, is considered placed inor the investment of collateral security from the

service on January 1, regardless of when theloans. Any deductions that are directly con-
Dividends, interest, annuities and other in- lessee first actually uses it.nected with collateral security for the loan, or
vestment income. All dividends, interest, an- with the investment of collateral security, are If separate leases are entered into for realnuities, payments with respect to securities considered deductions that are directly con- and personal property and the properties haveloans, income from notional principal contracts, nected with the securities loaned. an integrated use (for example, one or moreand other income from an exempt organization’s

leases for real property and another lease orordinary and routine investments that the IRS Royalties. Royalties, including overriding roy- leases for personal property to be used on thedetermines are substantially similar to these alties, are excluded in computing unrelated busi- real property), all the leases will be consideredtypes of income are excluded in computing un- ness taxable income. as one lease.related business taxable income. To be considered a royalty, a payment must The rent attributable to the personal property
relate to the use of a valuable right. PaymentsException for insurance activity income of must be recomputed, and the treatment of the
for trademarks, trade names, or copyrights area controlled foreign corporation. This exclu- rents must be redetermined, if:
ordinarily considered royalties. Similarly, pay-sion does not apply to income from certain insur-
ments for the use of a professional athlete’sance activities of an exempt organization’s 1. The rent attributable to all the leased per-
name, photograph, likeness, or facsimile signa-controlled foreign corporation. The income is not sonal property increases by 100% or more
ture are ordinarily considered royalties. How-excludable dividend income, but instead is unre- because additional or substitute personal
ever, royalties do not include payments forlated business taxable income to the extent it property is placed in service, or
personal services. Therefore, payments for per-would be so treated if the exempt organization

2. The lease is modified to change the rentsonal appearances and interviews are not ex-had earned it directly. Certain exceptions to this
charged (whether or not the amount ofcluded as royalties and must be included inrule apply. For more information, see section
rented personal property changes).figuring unrelated business taxable income.512(b)(17).

Unrelated business taxable income does not Any change in the treatment of rents resultingOther exceptions. This exclusion does not include royalty income received from licensees from the recomputation is effective only for theapply to unrelated debt-financed income (dis- by an exempt organization that is the legal and period beginning with the event that caused thecussed under Income From Debt-Financed beneficial owner of patents assigned to it by recomputation.Property, later), to interest or annuities received inventors for specified percentages of future roy-
Exception for rents based on net profit.from a controlled corporation (discussed under alties.

The exclusion for rents does not apply if theIncome From Controlled Organizations, later). Mineral royalties are excluded whether mea-
amount of the rent depends on the income orsured by production or by gross or taxable in-Income from lending securities. Pay- profits derived by any person from the leasedcome from the mineral property. However, thements received with respect to a security loan property, other than an amount based on a fixedexclusion does not apply to royalties that stemare excluded in computing unrelated business percentage of the gross receipts or sales.from an arrangement whereby the organizationtaxable income only if the loan is made under an

owns a working interest in a mineral property Exception for income from personal serv-agreement that:
and is liable for its share of the development and ices. Payment for occupying space when per-
operating costs under the terms of its agreement sonal services are also rendered to the1. Provides for the return to the exempt or-
with the operator of the property. To the extent occupant does not constitute rent from realganization of securities identical to the se-
they are not treated as loans under section 636 property. Therefore, the exclusion does not ap-curities loaned,
(relating to income tax treatment of mineral pro- ply to transactions such as renting hotel rooms,

2. Requires payments to the organization of
duction payments), payments for mineral pro- rooms in boarding houses or tourist homes, and

amounts equivalent to all interest, divi-
duction are treated in the same manner as space in parking lots or warehouses.

dends, and other distributions that the
royalty payments for the purpose of computing Other exceptions. This exclusion does notowner of the securities is entitled to re-
unrelated business taxable income. To the ex-

apply to unrelated debt-financed income (dis-ceive during the period of the loan,
tent they are treated as loans, any payments for

cussed under Income From Debt-Financed
3. Does not reduce the organization’s risk of production that are the equivalent of interest are

Property, later), or to interest, annuities, royal-
loss or opportunity for gain on the securi- treated as interest and are excluded.

ties and rents received from a controlled corpo-
ties, Exceptions. This exclusion does not apply ration (discussed under Income From

4. Contains reasonable procedures to imple- to debt-financed income (discussed under In- Controlled Organizations, later), investment in-
ment the obligation of the borrower to fur- come From Debt-Financed Property, later) or to come (dividends, interest, rents, etc.) received
nish collateral to the organization with a royalties received from a controlled corporation by organizations described in sections
fair market value each business day during (discussed under Income From Controlled Or- 501(c)(7), 501(c)(9), 501(c)(17), and 501(c)(20).
the period of the loan in an amount not ganizations, later). See Special Rules for Social Clubs, VEBAs,

Chapter 4 Unrelated Business Taxable Income Page 9
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SUBs, and GLSOs, discussed later for more a qualifying brownfield property (as defined in If the required annual dues are more than the
information. section 512(b)(19)(C)), which was acquired by limit, the entire amount is treated as income from

the organization after December 31, 2004 and an unrelated business unless the associate
Income from research. A tax-exempt organi- before January 1, 2010, is excluded from unre- member category was formed or availed of for
zation may exclude income from research lated business taxable income and is excepted the principal purpose of furthering the organiza-
grants or contracts from unrelated business tax- from the debt-financed rules for such property. tion’s exempt purposes.
able income. However, the extent of the exclu- See sections 512(b)(19) and 514(b)(1)(E).
sion depends on the nature of the organization
and the type of research. Income from services provided under fed-

Income from research for the United States, eral license. There is a further exclusion from Deductions
any of its agencies or instrumentalities, or a unrelated business taxable income of income
state or any of its political subdivisions is ex- from a trade or business carried on by a religious To qualify as allowable deductions in computing
cluded when computing unrelated business tax- order or by an educational organization main- unrelated business taxable income, the ex-
able income. tained by the order. penses, depreciation, and similar items gener-

For a college, university, or hospital, all in- This exclusion applies only if the following ally must be allowable income tax deductions
come from research, whether fundamental or requirements are met. that are directly connected with carrying on an
applied, is excluded in computing unrelated unrelated trade or business. They cannot be1. The trade or business must have been op-business taxable income. directly connected with excluded income.erated by the order or by the institutionWhen an organization is operated primarily For an exception to the “directly connected”before May 27, 1959.to conduct fundamental research (as distin- requirement, see Charitable contributions de-
guished from applied research) and the results 2. The trade or business must provide serv- duction, under Modifications, later.
are freely available to the general public, all ices under a license issued by a federal
income from research performed for any person regulatory agency. Directly Connectedis excluded in computing unrelated business

3. More than 90% of the net income from thetaxable income. To be directly connected with the conduct of anbusiness for the tax year must be devotedThe term research, for this purpose, does not unrelated business, deductions must have ato religious, charitable, or educational pur-include activities of a type normally carried on as proximate and primary relationship to carryingposes that constitute the basis for the relig-an incident to commercial or industrial opera- on that business. For an exception, see Ex-ious order’s exemption.tions, such as testing or inspecting materials or penses attributable to exploitation of exempt ac-
products, or designing or constructing equip- 4. The rates or other charges for these serv- tivities, later.
ment, buildings, etc. In addition, the term funda- ices must be fully competitive with the

Expenses attributable solely to unrelatedmental research does not include research rates or other charges of similar taxable
business. Expenses, depreciation, and simi-carried on for the primary purpose of commer- businesses. Rates or other charges for
lar items attributable solely to the conduct of ancial or industrial application. these services will be considered as fully
unrelated business are proximately and prima-competitive if they are neither materiallyGains and losses from disposition of prop- rily related to that business and qualify for de-higher nor materially lower than the rateserty. Also excluded from unrelated business duction to the extent that they are otherwisecharged by similar businesses operating intaxable income are gains or losses from the allowable income tax deductions.the same general area.sale, exchange, or other disposition of property For example, salaries of personnel em-

other than: ployed full-time to carry on the unrelated busi-Exception.  This exclusion does not apply
ness and depreciation of a building used entirelyto unrelated debt-financed income (discussed1. Stock in trade or other property of a kind
in the conduct of that business are deductible tounder Income From Debt-Financed Property,that would properly be includable in inven-
the extent otherwise allowable.later).tory if on hand at the close of the tax year,
Expenses attributable to dual use of facilities2. Property held primarily for sale to custom- Member income of mutual or cooperative or personnel. When facilities or personnel areers in the ordinary course of a trade or electric companies. Income of a mutual or used both to carry on exempt functions and tobusiness, or cooperative electric company described in sec- conduct an unrelated trade or business, ex-

tion 501(c)(12) which is treated as member in-3. Cutting of timber that an organization has penses, depreciation, and similar items attribu-
come under subparagraph (H) of that section iselected to consider as a sale or exchange table to the facilities or personnel must be
excluded from unrelated business taxable in-of the timber. allocated between the two uses on a reasonable
come. basis. The part of an item allocated to the unre-It should be noted that the last exception

lated trade or business is proximately and pri-relates only to cut timber. The sale, exchange, or Dues of Agricultural marily related to that business and is allowableother disposition of standing timber is excluded
as a deduction in computing unrelated businessOrganizations and Businessfrom the computation of unrelated business in-
taxable income if the expense is otherwise anLeaguescome, unless it constitutes property held for sale
allowable income tax deduction.to customers in the ordinary course of business.

Dues received from associate members by or-
Example 1. A school recognized as aLapse or termination of options. Any gain ganizations exempt under section 501(c)(5) or

tax-exempt organization contracts with an indi-from the lapse or termination of options to buy or section 501(c)(6) may be treated as gross in-
vidual to conduct a summer tennis camp. Thesell securities is excluded from unrelated busi- come from an unrelated trade or business if the
school provides the tennis courts, housing, andness taxable income. The exclusion applies only associate member category exists for the princi-
dining facilities. The contracted individual hiresif the option is written in connection with the pal purpose of producing unrelated business
the instructors, recruits campers, and providesexempt organization’s investment activities. income. For example, if an organization creates
supervision. The income the school receivesTherefore, this exclusion is not available if the an associate member category solely to allow
from this activity is from a dual use of the facili-organization is engaged in the trade or business associate members to purchase insurance
ties and personnel. The school, in computing itsof writing options or the options are held by the through the organization, the associate member
unrelated business taxable income, may deductorganization as inventory or for sale to custom- dues may be unrelated business income.
an allocable part of the expenses attributable toers in the ordinary course of a trade or business.

Exception. Associate member dues received the facilities and personnel.
Exception. This exclusion does not apply to by an agricultural or horticultural organization

unrelated debt-financed income, discussed later are not treated as gross income from an unre- Example 2.  An exempt organization with
under Income From Debt-Financed Property. lated trade or business, regardless of their pur- gross income from an unrelated trade or busi-

Gain or loss on disposition of certain pose, if they are not more than the annual limit. ness pays its president $90,000 a year. The
brownfield property. Gain or loss from the The limit on dues paid by an associate member president devotes approximately 10% of his
qualifying sale, exchange, or other disposition of is $145 for 2009. time to the unrelated business. To figure the
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IF gross THEN the amount usedorganization’s unrelated business taxable in-
advertising to allocate membershipcome, a deduction of $9,000 ($90,000 × 10%) is
income is . . . THEN UBTI is . . . IF . . . receipts is . . .allowed for the salary paid to its president.

More than direct The excess advertising 20% or more of The subscription price
advertising costs income, reduced (but not the total charged nonmembers.Expenses attributable to exploitation of ex-

below zero) by the circulationempt activities. Generally, expenses, depre-
excess, if any, of consists of salesciation, and similar items attributable to the
readership costs over to nonmembersconduct of an exempt activity are not deductible circulation income.

in computing unrelated business taxable income The above The reduction in dues for
Equal to or less Zero. condition does a member not receivingfrom an unrelated trade or business that exploits
than direct not apply, and the periodical.the exempt activity. (See Exploitation of exempt
advertising costs • Circulation income and 20% or more offunctions under Not substantially related in

readership costs are not the members paychapter 3.) This is because they do not have a
taken into account. reduced duesproximate and primary relationship to the unre-

because they do
lated trade or business, and therefore, they do • Any excess advertising not receive the
not qualify as directly connected with that busi- costs reduce (but not periodical
ness. below zero) UBTI from

Neither of the The membership receiptsany other unrelatedException. Expenses, depreciation, and above conditions multiplied by this fraction:business activity.similar items may be treated as directly con- applies
nected with the conduct of the unrelated busi- Total periodical costsThe terms used in the chart are explained inness if all the following statements are true. Total periodical costs

the following discussions. Plus
1. The unrelated business exploits the ex- Cost of other exempt

empt activity. activitiesPeriodical Income
2. The unrelated business is a type normally

carried on for profit by taxable organiza- Gross advertising income. This is all the in- Example 1. U is an exempt scientific organi-tions. come from the unrelated advertising activities of zation with 10,000 members who pay annual
an exempt organization periodical.3. The exempt activity is a type normally con- dues of $15. One of U’s activities is publishing a

ducted by taxable organizations in carrying monthly periodical distributed to all of its mem-Circulation income. This is all the income
on that type of business. bers. U also distributes 5,000 additional copiesfrom the production, distribution, or circulation of

of its periodical to nonmembers, who subscribean exempt organization’s periodical (other thanThe amount treated as directly connected is the
for $10 a year. Since the nonmember circulationgross advertising income). It includes allsmaller of:
of U’s periodical represents one-third (more thanamounts from the sale or distribution of the read-
20%) of its total circulation, the subscription1. The excess of these expenses, deprecia- ership content of the periodical, such as income
price charged to nonmembers is used to deter-tion, and similar items over the income from subscriptions. It also includes allocable
mine the part of U’s membership receipts alloca-membership receipts if the right to receive thefrom, or attributable to, the exempt activity;
ble to the periodical. Thus, U’s allocableperiodical is associated with a membership oror
membership receipts are $100,000 ($10 timessimilar status in the organization.

2. The gross unrelated business income re- 10,000 members), and U’s total circulation in-
Allocable membership receipts. This isduced by all other expenses, depreciation, come for the periodical is $150,000 ($100,000

the part of membership receipts (dues, fees, orand other items that are actually directly from members plus $50,000 from sales to non-
other charges associated with membership)connected. members).
equal to the amount that would have been

The application of these rules to an advertis- charged and paid for the periodical if: Example 2. Assume the same facts except
ing activity that exploits an exempt publishing that U sells only 500 copies of its periodical to

1. The periodical was published by a taxableactivity is explained next. nonmembers, at a price of $10 a year. Assume
organization, also that U’s members may elect not to receive

Exploitation of Exempt the periodical, in which case their dues are re-2. The periodical was published for profit, and
duced from $15 a year to $6 a year, and that onlyActivity—Advertising Sales 3. The member was an unrelated party deal-
3,000 members elect to receive the periodical

ing with the taxable organization at arm’sThe sale of advertising in a periodical of an and pay the full dues of $15 a year. U’s stated
length.exempt organization that contains editorial ma- subscription price of $9 to members consistently

The amount used to allocate membership results in an excess of total income (includingterial related to the accomplishment of the or-
receipts is the amount shown in the following gross advertising income) attributable to the pe-ganization’s exempt purpose is an unrelated
chart. riodical over total costs of the periodical. Sincebusiness that exploits an exempt activity, the

For this purpose, the total periodical costs the 500 copies of the periodical distributed tocirculation and readership of the periodical.
are the sum of the direct advertising costs and nonmembers represent only 14% of the 3,500Therefore, in addition to direct advertising costs,
the readership costs, explained under Periodical copies distributed, the $10 subscription priceexempt activity costs (expenses, depreciation,
Costs, later. The cost of other exempt activities charged to nonmembers is not used to deter-and similar expenses attributable to the produc-
means the total expenses incurred by the organ- mine the part of membership receipts allocabletion and distribution of the editorial or readership
ization in connection with its other exempt activi- to the periodical. Instead, since 70% of thecontent) can be treated as directly connected
ties, not offset by any income earned by the members elect not to receive the periodical andwith the conduct of the advertising activity. (See
organization from those activities. pay $9 less per year in dues, the $9 price is usedExpenses attributable to exploitation of exempt

to determine the subscription price charged toactivities under Directly Connected, earlier.)
members. Thus, the allocable membership re-
ceipts will be $9 a member, or $27,000 ($9 times

Figuring unrelated business taxable income 3,000 copies). U’s total circulation income is
(UBTI). The UBTI of an advertising activity is $32,000 ($27,000 plus the $5,000 from non-
the amount shown in the following chart. member subscriptions).
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1. The periodical generates gross advertising deductions that affect the unrelated businessPeriodical Costs
taxable income.income to the organization equal to at least

25% of its readership costs, and In line with this concept, an NOL carryback orDirect advertising costs. These are ex-
carryover is allowed only from a tax year forpenses, depreciation, and similar items of de- 2. Publishing the periodical is an activity en-
which the organization is subject to tax on unre-duction directly connected with selling and gaged in for profit.
lated business income.publishing advertising in the periodical.

Whether the publication of a periodical is an For example, if an organization just becameExamples of allowable deductions under this
activity engaged in for profit can be determined subject to the tax last year, its NOL for that yearclassification include agency commissions and
only by all the facts and circumstances in each is not a carryback to a prior year when it had noother direct selling costs, such as transportation
case. The facts and circumstances must show unrelated business taxable income, nor is itsand travel expenses, office salaries, promotion
that the organization carries on the activity for NOL carryover to succeeding years reduced byand research expenses, and office overhead

the related income of those prior years.economic profit, although there may not be adirectly connected with the sale of advertising
profit in a particular year. For example, if an However, in determining the span of yearslineage in the periodical. Also included are other
organization begins publishing a new periodical for which an NOL may be carried back or for-deductions commonly classified as advertising

ward, the tax years for which the organization iswhose total costs exceed total income in thecosts under standard account classifications,
not subject to the tax on unrelated businessstart-up years because of lack of advertisingsuch as artwork and copy preparation, tele-
income are counted. For example, if an organi-sales, that does not mean that the organizationphone, telegraph, postage, and similar costs
zation was subject to the tax for 2007 and haddid not have as its objective an economic profit.directly connected with advertising.
an NOL for that year, the last tax year to whichThe organization may establish that it had thisIn addition, direct advertising costs include
any part of that loss may be carried over is 2027,objective by showing it can reasonably expectthe part of mechanical and distribution costs
regardless of whether the organization was sub-advertising sales to increase, so that total in-attributable to advertising lineage. For this pur-
ject to the unrelated business income tax in anycome will exceed costs within a reasonablepose, the general account classifications of
of the intervening years. The following qualify fortime.items includable in mechanical and distribution
a 5-year carryback period.costs ordinarily employed in business-paper

Example. Y, an exempt trade association,and consumer-publication accounting provide a • A qualified disaster loss occurring in a dis-
publishes three periodicals that it distributes toguide for the computation. Accordingly, the aster area and attributable to a federally
its members: a weekly newsletter, a monthlymechanical and distribution costs include the declared disaster occurring before Janu-
magazine, and a quarterly journal. Both thepart of the costs and other expenses of composi- ary 1, 2010. For details, see sections
monthly magazine and the quarterly journal con-tion, press work, binding, mailing (including pa- 172(b)(1)(J) and 172(j).
tain advertising that accounts for gross advertis-per and wrappers used for mailing), and bulk

• A qualified Gulf Opportunity Zone (GOing income equal to more than 25% of theirpostage attributable to the advertising lineage of
Zone) loss. For more information on quali-respective readership costs. Similarly, the totalthe publication.
fied GO Zone loss, see section 1400N(k)income attributable to each periodical has ex-In the absence of specific and detailed rec-
and the Instructions for Form 1139.ceeded the total deductions attributable to eachords, the part of mechanical and distribution

periodical for substantially all the years theycosts attributable to the periodical’s advertising •  A qualified recovery assistance loss at-
have been published. The newsletter carries nolineage can be based on the ratio of advertising tributable to losses paid or incurred after

lineage to total lineage in the periodical, if this advertising and its annual subscription price is May 3, 2007 and before January 1, 2010
allocation is reasonable. not intended to cover the cost of publication. The as a result of the Kansas storms and

newsletter is a service that Y distributes to all of tornados in the Kansas disaster area. ForReadership costs. These are all expenses, its members in an effort to keep them informed more information on qualified recovery as-depreciation, and similar items that are directly of changes occurring in the business world. It is sistance loss, see Publication 4492-A.connected with the production and distribution of not engaged in for profit.
the readership content of the periodical. • A qualified disaster recovery assistanceUnder these circumstances, Y may consoli-

loss attributable to losses paid or incurredCosts partly attributable to other activities. date the income and deductions from the
on or after the applicable disaster dateDeductions properly attributable to exempt ac- monthly and quarterly journals in computing its
and before January 1, 2011, in the Mid-tivities other than publishing the periodical may unrelated business taxable income. It may not
western disaster areas. For more informa-not be allocated to the periodical. When ex- consolidate the income and deductions from the
tion on qualified disaster recoverypenses are attributable both to the periodical newsletter with the income and deductions of its
assistance loss, see Publication 4492-B.and to the organization’s other activities, an allo- other periodicals, since the newsletter is not

cation must be made on a reasonable basis. The published for the production of income.
In addition, an organization may elect to treatmethod of allocation will vary with the nature of

any GO Zone public utility loss as a specifiedthe item, but once adopted, should be used Modifications liability loss to which the 10-year carryback pe-consistently. Allocations based on dollar re-
riod applies. See section 1400N(j).ceipts from various exempt activities generally

Net operating loss deduction. The net oper- For more details on the NOL deduction, seeare not reasonable since receipts usually do not
ating loss (NOL) deduction (as provided in sec- section 172.accurately reflect the costs associated with spe-
tion 172) is allowed in computing unrelatedcific activities that an exempt organization con-
business taxable income. However, the NOL for Charitable contributions deduction. An ex-ducts.
any tax year, the carrybacks and carryovers of empt organization is allowed to deduct its chari-
NOLs, and the NOL deduction are determined table contributions in computing its unrelated
without taking into account any amount of in- business taxable income whether or not the con-Consolidated Periodicals
come or deduction that has been specifically tributions are directly connected with the unre-
excluded in computing unrelated business tax- lated business.If an exempt organization publishes more than
able income. For example, a loss from an unre- To be deductible, the contribution must beone periodical to produce income, it may treat all
lated trade or business is not diminished paid to another qualified organization. For ex-of them (but not less than all) as one in determin-
because dividend income was received. ample, an exempt university that operates aning unrelated business taxable income from sell-

unrelated business may deduct a contributioning advertising. It treats the gross income from If this were not done, organizations would, in
made to another university for educational work,all the periodicals, and the deductions directly effect, be taxed on their exempt income, since
but may not claim a deduction for contributionsconnected with them, on a consolidated basis. unrelated business losses then would be offset
of amounts spent for carrying out its own educa-Consolidated treatment, once adopted, must be by dividends, interest, and other excluded in-
tional program.followed consistently and is binding. This treat- come. This would reduce the loss that could be

ment can be changed only with the consent of applied against unrelated business income of For purposes of the deduction, a distribution
the Internal Revenue Service. prior or future tax years. Therefore, to preserve by a trust made under the trust instrument to a

 An exempt organization’s periodical is pub- the immunity of exempt income, all NOL compu- beneficiary, which itself is a qualified organiza-
lished to produce income if: tations are limited to those items of income and tion, is treated the same as a contribution.
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Deduction limits. An exempt organization $1,000 with respect to C, and $700 with respect
that is subject to the unrelated business income to D. Special Rules for
tax at corporate rates is allowed a deduction for
charitable contributions up to 10% of its unre- Foreign Organizations
lated business taxable income computed with-
out regard to the deduction for contributions. Partnership Income The unrelated business taxable income of a
See the Instructions for Form 990-T for more foreign organization exempt from tax under sec-
information. or Loss tion 501(a) consists of the organization’s:

 An exempt trust that is subject to the unre-
1. Unrelated business taxable income de-An organization may have unrelated businesslated business income tax at trust rates gener-

rived from sources within the United Statesincome or loss as a member of a partnership,ally is allowed a deduction for charitable
but not effectively connected with the con-rather than through direct business dealingscontributions in the same amounts as allowed
duct of a trade or business within thewith the public. If so, it must treat its share of thefor individuals. However, the limit on the deduc-
United States, andpartnership income or loss as if it had conductedtion is determined in relation to the trust’s unre-

the business activity in its own capacity as alated business taxable income computed 2. Unrelated business taxable income effec-
corporation or trust. No distinction is made be-without regard to the deduction, rather than in tively connected with the conduct of a
tween limited and general partners. The organi-relation to adjusted gross income. trade or business within the United States,
zation is required to notify the partnership of itsContributions in excess of the limits just de- whether or not this income is derived from
tax-exempt status.scribed may be carried over to the next 5 tax sources within the United States.

Thus, if an organization is a member of ayears. A contribution carryover is not allowed,
To determine whether income realized by apartnership regularly engaged in a trade or busi-however, to the extent that it increases an NOL

foreign organization is derived from sourcesness that is an unrelated trade or business withcarryover.
within the United States or is effectively con-respect to the organization, the organization

Suspension of deduction limits for farm- nected with the conduct of a trade or businessmust include in its unrelated business taxable
ers and ranchers. The limitations discussed within the United States, see sections 861income its share of the partnership’s gross in-
above are temporarily suspended for certain

come from the unrelated trade or business through 865 and the related regulations.
qualified conservation contributions of property

(whether or not distributed), and the deductions
used in agriculture or livestock production. See

attributable to it. The partnership income and
the Instructions for Form 990-T for details.

deductions to be included in the organization’s
unrelated business taxable income are figured Special Rules forSpecific deduction. In computing unrelated
the same way as any income and deductionsbusiness taxable income, a specific deduction of
from an unrelated trade or business conducted Social Clubs, VEBAs,$1,000 is allowed. However, the specific deduc-
directly by the organization. The partnership istion is not allowed in computing an NOL or the
required to provide the organization this infor- SUBs, and GLSOsNOL deduction.
mation on Schedule K-1.

Generally, the deduction is limited to $1,000
The following discussion applies to:regardless of the number of unrelated busi- Example. An exempt educational organiza-

nesses in which the organization is engaged. • Social clubs described in sectiontion is a partner in a partnership that operates a
501(c)(7),factory. The partnership also holds stock in aException. An exception is provided in the

corporation. The exempt organization must in-case of a diocese, province of a religious order, • Voluntary employees’ beneficiary as-
clude its share of the gross income from operat-or a convention or association of churches that sociations (VEBAs) described in section
ing the factory in its unrelated business taxablemay claim a specific deduction for each parish, 501(c)(9),
income but may exclude its share of any divi-individual church, district, or other local unit. In • Supplemental unemployment compen-dends the partnership received from the corpo-these cases, the specific deduction for each

sation benefit trusts (SUBs) described inration.local unit is limited to the lower of:
section 501(c)(17), and

• $1,000, or Different tax years. If the exempt organiza- • Group legal services organizations
tion and the partnership of which it is a member• Gross income derived from an unrelated (GLSOs) described in section 501(c)(20).
have different tax years, the partnership itemstrade or business regularly carried on by

These organizations must figure unrelated busi-that enter into the computation of the organiza-the local unit.
ness taxable income under special rules. Unliketion’s unrelated business taxable income must
other exempt organizations, they cannot ex-be based on the income and deductions of theThis exception applies only to parishes, dis-
clude their investment income (dividends, inter-partnership for the partnership’s tax year thattricts, or other local units that are not separate
est, rents, etc.). (See Exclusions under Income,ends within or with the organization’s tax year.legal entities, but are components of a larger
earlier.) Therefore, they are generally subject toentity (diocese, province, convention, or associ-
unrelated business income tax on this income.ation) filing Form 990-T. The parent organization

must file a return reporting the unrelated busi- The unrelated business taxable income of
ness gross income and related deductions of all these organizations includes all gross income,S Corporation Income
units that are not separate legal entities. The less deductions directly connected with the pro-or Losslocal units cannot file separate returns. How- duction of that income, except that gross income
ever, each local unit that is separately incorpo- for this purpose does not include exempt func-

An organization that owns S corporation stockrated must file its own return and cannot include, tion income. The dividends received by a corpo-
must take into account its share of the S corpo-or be included with, any other entity. See Ti- ration are not allowed in computing unrelated
ration’s income, deductions, or losses in figuringtle-holding corporations in chapter 1 for a dis- business taxable income because it is not an
unrelated business taxable income, regardlesscussion of the only situation in which more than expense incurred in the production of income.
of the actual source or nature of the income,one legal entity may be included on the same
deductions, and losses. For example, the organ- Losses from nonexempt activities. LossesForm 990-T.
ization’s share of the S corporation’s interest from nonexempt activities of these organiza-

Example. X is an association of churches and dividend income will be taxable, even tions cannot be used to offset investment in-
and is divided into local units A, B, C, and D. Last though interest and dividends are normally ex- come unless the activities were undertaken with
year, A, B, C, and D derived gross income of, cluded from unrelated business taxable income. the intent to make a profit.
respectively, $1,200, $800, $1,500, and $700 The organization must also take into account its

Example. A private golf and country clubfrom unrelated businesses that they regularly gain or loss on the sale or other disposition of
that is a qualified tax-exempt social club hasconduct. X may claim a specific deduction of the S corporation stock in figuring unrelated
nonexempt function income from interest and$1,000 with respect to A, $800 with respect to B, business taxable income.
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from the sale of food and beverages to nonmem- business taxable income if it were exempt
and had the same exempt purposes asbers. The club sells food and beverages as a Special Rules for
the controlling organization.service to members and their guests rather than

Veterans’for the purpose of making a profit. Therefore,
Net unrelated loss. This is:any loss resulting from sales to nonmembers Organizationscannot be used to offset the club’s interest in- • For an exempt organization, its NOL, or

come. • For a nonexempt organization, the part ofUnrelated business taxable income of a veter-
its NOL that would be its NOL if it wereans’ organization that is exempt under section
exempt and had the same exempt pur-501(c)(19) does not include the net income fromModifications. The unrelated business tax-
poses as the controlling organization.insurance business that is properly set aside.able income is modified by any NOL or charita-

The organization may set aside income fromble contributions deduction and by the specific
Control. An organization is controlled if:payments received for life, sick, accident, ordeduction (described earlier under Deductions).

health insurance for the organization’s members • For a corporation, the controlling organiza-
or their dependents for the payment of insur- tion owns (by vote or value) more than
ance benefits or reasonable costs of insuranceExempt function income. This is gross in- 50% of the stock,
administration, or for use exclusively for relig-come from dues, fees, charges or similar items • For a partnership, the controlling organiza-ious, charitable, scientific, literary, or educa-paid by members for goods, facilities, or serv-

tion owns more than 50% of the profits ortional purposes, or the prevention of cruelty toices to the members or their dependents or capital interests, orchildren or animals. For details, see section
guests, to further the organization’s exempt pur- 512(a)(4) and the regulations under that section. • For any other organization, the controllingposes. Exempt function income also includes

organization owns more than 50% of theincome set aside for qualified purposes.
beneficial interest.

Income that is set aside. This is income
For this purpose, constructive ownership ofIncome Fromset aside to be used for religious, charitable,
stock (determined under section 318) or otherscientific, literary, or educational purposes or for
interests is taken into account.Controlledthe prevention of cruelty to children or animals.

As a result, an exempt parent organization isIn addition, for a VEBA, SUB, or GLSO, it is Organizations treated as controlling any subsidiary in which itincome set aside to provide for the payment of
holds more than 50% of the voting power orlife, sick, accident, or other benefits. The exclusions for interest, annuities, royalties,
value, whether directly (as in the case of a

and rents, explained earlier in this chapter underHowever, any amounts set aside by a VEBA first-tier subsidiary) or indirectly (as in the case
Income, may not apply to a payment of theseor SUB that exceed the organization’s qualified of a second-tier subsidiary).
items received by a controlling organization fromasset account limit (determined under section
its controlled organization. The payment is in-

419A) are unrelated business income. Special cluded in the controlling organization’s unre-
rules apply to the treatment of existing reserves lated business taxable income to the extent it
for post-retirement medical or life insurance reduced the net unrelated income (or increased Income Frombenefits. These rules are explained in section the net unrelated loss) of the controlled organi-
512(a)(3)(E)(ii). zation. All deductions of the controlling organi- Debt-Financed

zation directly connected with the amountIncome derived from an unrelated trade or
included in its unrelated business taxable in- Propertybusiness may not be set aside and therefore
come are allowed.

cannot be exempt function income. In addition,
Investment income that would otherwise be ex-any income set aside and later spent for other
cluded from an exempt organization’s unrelatedExcess qualifying specified payments. Ex-purposes must be included in unrelated busi- business taxable income (see Exclusions undercess qualifying specified payments received or

ness taxable income. Income earlier) must be included to the extent itaccrued from a controlled entity are included in a
is derived from debt-financed property. Thecontrolling exempt organization’s unrelatedSet-aside income is generally excluded from
amount of income included is proportionate tobusiness taxable income only on the amountgross income only if it is set aside in the tax year
the debt on the property.that exceeds that which would have been paid orin which it is otherwise includible in gross in-

accrued if the payments had been determinedcome. However, income set aside on or before
under section 482. Qualifying specified pay- Debt-Financed Propertythe date for filing Form 990-T, including exten-
ments means any payments of interest, annui-sions of time, may, at the election of the organi-

In general, the term “debt-financed property”ties, royalties, or rents received or accrued from
zation, be treated as having been set aside in means any property held to produce incomethe controlled organization pursuant to a binding
the tax year for which the return was filed. The (including gain from its disposition) for whichwritten contract in effect on August 17, 2007, or
income set aside must have been includible in there is an acquisition indebtedness at any timeto a contract which is a renewal, under substan-
gross income for that earlier year. during the tax year (or during the 12-month pe-tially similar terms of a binding written contract in

riod before the date of the property’s disposal, ifeffect on August 17, 2006, and the payments are
it was disposed of during the tax year). It in-received or accrued before January 1, 2010.

Nonrecognition of gain. If the organization
cludes rental real estate, tangible personal prop-Addition to tax for valuation misstate-sells property used directly in performing an erty, and corporate stock.ments. Under section 512(b)(13)(E)(ii), theexempt function and purchases other property

tax imposed on a controlling organization will beused directly in performing an exempt function,
increased by 20 percent of the excess qualifyingany gain on the sale is recognized only to the Acquisition Indebtedness
specified payments that are determined with orextent that the sales price of the old property
without any amendments or supplements, For any debt-financed property, acquisition in-exceeds the cost of the new property. The
wh i cheve r  i s  l a rge r .  See  sec t i on debtedness is the unpaid amount of debt in-purchase of the new property must be made 512(b)(13)(E)(ii) for more information. curred by an organization:within 1 year before the date of sale of the old

Net unrelated income. This is:property or within 3 years after the date of sale. 1. When acquiring or improving the property,
• For an exempt organization, its unrelatedThis rule also applies to gain from an involun- 2. Before acquiring or improving the property

business taxable income, ortary conversion of the property resulting from its if the debt would not have been incurred
destruction in whole or in part, theft, seizure, • For a nonexempt organization, the part of except for the acquisition or improvement,
requisition, or condemnation. its taxable income that would be unrelated and
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3. After acquiring or improving the property if: debt to be merely a matter of accounting be- 5. Pledges,
tween the two organizations. Accordingly, the

6. Agreements to hold title in escrow, anda. The debt would not have been incurred debt is not acquisition indebtedness.
except for the acquisition or improve- 7. Liens for taxes or assessments (other than

Change in use of property. If an organizationment, and those discussed earlier in this paragraph).
converts property that is not debt-financed prop-

b. Incurring the debt was reasonably fore- erty to a use that results in its treatment as Exception for property acquired by gift,seeable when the property was ac- debt-financed property, the outstanding princi- bequest, or devise. If property subject to aquired or improved. pal debt on the property is thereafter treated as mortgage is acquired by gift, bequest, or devise,
acquisition indebtedness. the outstanding principal debt secured by theThe facts and circumstances of each situa-

mortgage is not treated as acquisition indebted-tion determine whether incurring a debt was Example. Four years ago a university bor- ness during the 10-year period following thereasonably foreseeable. That an organization rowed funds to acquire an apartment building as date the organization receives the property.
may not have foreseen the need to incur a debt housing for married students. Last year, the uni- However, this applies to a gift of property only if:

versity rented the apartment building to the pub-before acquiring or improving the property does
lic for nonexempt purposes. The outstandingnot necessarily mean that incurring the debt 1. The mortgage was placed on the property
principal debt becomes acquisition indebted-later was not reasonably foreseeable. more than 5 years before the date the or-
ness as of the time the building was first rented ganization received it, and
to the public.Example 1. Y, an exempt scientific organi-

2. The donor held the property for more thanzation, mortgages its laboratory to replace work- Continued debt. If an organization sells prop- 5 years before the date the organizationing capital used in remodeling an office building erty and, without paying off debt that would be received it.that Y rents to an insurance company for nonex- acquisition indebtedness if the property were
empt purposes. The debt is acquisition indebt- This exception does not apply if an organiza-debt-financed property, buys property that is
edness since the debt, though incurred after the tion assumes and agrees to pay all or part of theotherwise debt-financed property, the unpaid

debt secured by the mortgage or makes anyimprovement of the office building, would not debt is acquisition indebtedness for the new
payment for the equity in the property owned byhave been incurred without the improvement, property. This is true even if the original property
the donor or decedent (other than a paymentand the debt was reasonably foreseeable when, was not debt-financed property.
under an annuity obligation excluded from theto make the improvement, Y reduced its working
definition of acquisition indebtedness, dis-capital below the amount necessary to continue Example. To house its administration of-
cussed under Debt That Is Not Acquisition In-current operations. fices, an exempt organization bought a building
debtedness, later).using $600,000 of its own funds and $400,000 of

Whether an organization has assumed andExample 2. X, an exempt organization, borrowed funds secured by a pledge of its secur-
agreed to pay all or part of a debt in order toforms a partnership with A and B. The partner- ities. The office building was not debt-financed
acquire the property is determined by the factsship agreement provides that all three partners property. The organization later sold the building
and circumstances of each situation.will share equally in the profits of the partner- for $1 million without repaying the $400,000

ship, each will invest $3 million, and X will be a loan. It used the sale proceeds to buy an apart- Modifying existing debt. Extending, re-
limited partner. X invests $1 million of its own ment building it rents to the general public. The newing, or refinancing an existing debt is con-

unpaid debt of $400,000 is acquisition indebted-funds in the partnership and $2 million of bor- sidered a continuation of that debt to the extent
ness with respect to the apartment building.rowed funds. its outstanding principal does not increase.

The partnership buys as its sole asset an Property acquired subject to mortgage or When the principal of the modified debt is more
office building that it leases to the public for lien. If property (other than certain gifts, be- than the outstanding principal of the old debt, the
nonexempt purposes. The office building costs quests, and devises) is acquired subject to a excess is treated as a separate debt.
the partnership $24 million, of which $15 million mortgage, the outstanding principal debt se-

Extension or renewal. In general, anyis borrowed from Y bank. The loan is secured by cured by that mortgage is treated as acquisition
modification or substitution of the terms of a debta mortgage on the entire office building. By indebtedness even if the organization did not
by an organization is considered an extension oragreement with Y bank, X is not personally liable assume or agree to pay the debt.
renewal of the original debt, rather than the startfor payment of the mortgage.
of a new one, to the extent that the outstandingExample. An exempt organization paid X has acquisition indebtedness of $7 million. principal of the debt does not increase.$50,000 for real property valued at $150,000This amount is the $2 million debt X incurred in The following are examples of acts resultingand subject to a $100,000 mortgage. Theacquiring the partnership interest, plus the $5 in the extension or renewal of a debt:$100,000 of outstanding principal debt is acqui-million that is X’s allocable part of the partner-

sition indebtedness, as though the organizationship’s debt incurred to buy the office building 1. Substituting liens to secure the debt,
had borrowed $100,000 to buy the property.(one-third of $15 million).

2. Substituting obligees whether or not with
Liens similar to a mortgage. In determin- the organization’s consent,Example 3. A labor union advanced funds, ing acquisition indebtedness, a lien similar to a

from existing resources and without any borrow- 3. Renewing, extending, or accelerating themortgage is treated as a mortgage. A lien is
ing, to its tax-exempt subsidiary title-holding payment terms of the debt, andsimilar to a mortgage if title to property is encum-
company. The subsidiary used the funds to pay bered by the lien for a creditor’s benefit. How- 4. Adding, deleting, or substituting sureties ora debt owed to a third party that was previously ever, when state law provides that a lien for other primary or secondary obligors.
incurred in acquiring two income-producing of- taxes or assessments attaches to property
fice buildings. Neither the union nor the subsidi- before the taxes or assessments become due Debt increase. If the outstanding principal
ary has incurred any further debt in acquiring or and payable, the lien is not treated as a mort- of a modified debt is more than that of the un-
improving the property. The union has no out- gage until after the taxes or assessments have modified debt, and only part of the refinanced
standing debt on the property. The subsidiary’s become due and payable and the organization debt is acquisition indebtedness, the payments
debt to the union is represented by a demand has had an opportunity to pay the lien in accor- on the refinanced debt must be allocated be-
note on which the subsidiary makes payments dance with state law. Liens similar to mortgages tween the old debt and the excess.
whenever it has the available cash. The books of include (but are not limited to):
the union and the subsidiary list the outstanding Example. An organization has an outstand-

1. Deeds of trust,debt as interorganizational indebtedness. ing principal debt of $500,000 that is treated as
Although the subsidiary’s books show a debt acquisition indebtedness. The organization bor-2. Conditional sales contracts,

to the union, it is not the type subject to the rows another $100,000, which is not acquisition
3. Chattel mortgages,debt-financed property rules. In this situation, indebtedness, from the same lender, resulting in

the very nature of the title-holding company and 4. Security interests under the Uniform Com- a $600,000 note for the total obligation. A pay-
the parent-subsidiary relationship shows this mercial Code, ment of $60,000 on the total obligation would
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reduce the acquisition indebtedness by $50,000 obligation to make annuity payments is not ac- the real property. (But see Note 1 at the
($60,000 x $500,000/$600,000) and the excess quisition indebtedness. end of this list.)
debt by $10,000.

3. The real property is leased back to theSecurities loans. Acquisition indebtedness
seller of the property or to a person relateddoes not include an obligation of the exempt
to the seller as described in section 267(b)organization to return collateral security pro-Debt That Is Not Acquisition
or section 707(b). (But see Note 2 at thevided by the borrower of the exempt organiza-Indebtedness
end of this list.)tion’s securities under a securities loan

Certain debt and obligations are not acquisition agreement (discussed under Exclusions earlier 4. The real property is acquired by a qualified
indebtedness. These include the following. in this chapter). This transaction is not treated as retirement plan from, or after its acquisition

the borrowing by the exempt organization of the is leased by a qualified retirement plan to,• Debts incurred in performing an exempt
collateral furnished by the borrower (usually a a related person. (But see Note 2 at thepurpose.
broker) of the securities. end of this list.) For this purpose, a related

• Annuity obligations. However, if the exempt organization incurred person is: 
debt to buy the loaned securities, any income• Securities loans. a. An employer who has employees cov-from the securities (including income from lend-

ered by the plan,• Real property debts of qualified organiza- ing the securities) would be debt-financed in-
tions. come. For this purpose, any payments because b. An owner with at least a 50% interest in

of the securities are considered to be from the an employer described in (a),• Certain Federal financing.
securities loaned and not from collateral security

c. A member of the family of any individualor the investment of collateral security from the
Debt incurred in performing exempt pur- described in (a) or (b),loans. Any deductions that are directly con-
pose. A debt incurred in performing an exempt nected with collateral security for the loan, or d. A corporation, partnership, trust, or es-purpose is not acquisition indebtedness. For ex- with the investment of collateral security, are tate in which a person described in (a),ample, acquisition indebtedness does not in- considered deductions that are directly con- (b), or (c) has at least a 50% interest, orclude the debt an exempt credit union incurs in nected with the securities loaned.
accepting deposits from its members or the debt e. An officer, director, 10% or more share-

Short sales.  Acquisition indebtednessan exempt organization incurs in accepting pay- holder, or highly compensated em-
does not include the “borrowing” of stock from aments from its members to provide them with ployee of a person described in (a), (b),
broker to sell the stock short. Although a shortinsurance, retirement, or other benefits. or (d).
sale creates an obligation, it does not create
debt.Annuity obligation. The organization’s obli- 5. The seller, a person related to the seller

gation to pay an annuity is not acquisition indebt- (under section 267(b) or section 707(b)), orReal property debts of qualified organiza-
edness if the annuity meets all the following a person related to a qualified retirementtions. In general, acquisition indebtedness
requirements. plan (as described in (4)) provides financ-does not include debt incurred by a qualified

ing for the transaction on other than com-organization in acquiring or improving any real1. It must be the sole consideration (other mercially reasonable terms.property. A qualified organization is:than a mortgage on property acquired by
6. The real property is held by a partnershipgift, bequest, or devise that meets the ex- 1. A qualified retirement plan under section in which an exempt organization is a part-ception discussed under Property acquired 401(a), ner (along with taxable entities), and thesubject to mortgage or lien, earlier in this

principal purpose of any allocation to an2. An educational organization described inchapter) issued in exchange for the prop-
exempt organization is to avoid tax. Thissection 170(b)(1)(A)(ii) and certain of itserty received.
generally applies to property placed inaffiliated support organizations,

2. Its present value, at the time of exchange, service after 1986. For more information,
3. A title-holding company described in sec-must be less than 90% of the value of the see section 514(c)(9)(B)(vi) and section

tion 501(c)(25), orprior owner’s equity in the property re- 514(c)(9)(E).
ceived. 4. A retirement income account described in

section 403(b)(9) in acquiring or improving3. It must be payable over the lives of either Note 1. Qualifying sales by financial institu-
real property in tax years beginning on orone or two individuals living when issued. tions of foreclosure property or certain conser-
after August 17, 2006. vatorship or receivership property are not4. It must be payable under a contract that:

included in (1) or (2) and, therefore, do not giveThis exception from acquisition indebted-
a. Does not guarantee a minimum nor rise to acquisition indebtedness. For more infor-ness does not apply in the following six situa-

specify a maximum number of pay- mation, see section 514(c)(9)(H).tions. 
ments, and

1. The acquisition price is not a fixed amount Note 2. For purposes of (3) and (4), small
b. Does not provide for any adjustment of determined as of the date of the acquisi- leases are disregarded. A small lease is one that

the amount of the annuity payments tion or the completion of the improvement. covers no more than 25% of the leasable floor
based on the income received from the However, the terms of a sales contract space in the property and has commercially rea-
transferred property or any other prop- may provide for price adjustments due to sonable terms.
erty. customary closing adjustments such as

prorating property taxes. The contract also Certain federal financing. Acquisition indebt-
may provide for a price adjustment if it is edness does not include an obligation, to theExample.  X, an exempt organization, re-
for a fixed amount dependent upon subse- extent it is insured by the Federal Housing Ad-ceives property valued at $100,000 from donor
quent resolution of limited, external contin- ministration, to finance the purchase, rehabilita-A, a male age 60. In return X promises to pay A
gencies such as zoning approvals, title tion, or construction of housing for low or$6,000 a year for the rest of A’s life, with neither
clearances, and the removal of ease- moderate income people. a minimum nor maximum number of payments
ments. These conditions in the contract will

specified. The amounts paid under the annuity  In addition, acquisition indebtedness does
not cause the price to be treated as an

are not dependent on the income derived from not include indebtedness incurred by a small
undetermined amount. (But see Note 1 at

the property transferred to X. The present value business investment company licensed under
the end of this list.)

of this annuity is $81,156, determined from IRS the Small Business Investment Act of 1958 after
valuation tables. Since the value of the annuity is 2. Any debt or other amount payable for the October 22, 2004, if such indebtedness is evi-
less than 90 percent of A’s $100,000 equity in debt, or the time for making any payment, denced by a debenture issued by such company
the property transferred and the annuity meets depends, in whole or in part, upon any and held or guaranteed by the Small Business
all the other requirements just discussed, the revenue, income, or profits derived from Administration. However, this provision does not
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apply to any small business investment com- 3. It consists of selling donated merchandise. still may be in the same neighborhood if it is
pany during any period that any organization within 1 mile of the exempt purpose property and

See Excluded Trade or Business Activities in
which is exempt from tax (other than a govern- if the facts and circumstances make it unreason-

chapter 3.
mental unit) owns more than 25% of the capital able to acquire the contiguous property.
or profits interest in such company, or organiza- Some issues to consider in determiningRelated exempt uses. Property owned by an
tions which are exempt from tax (including gov- whether acquiring contiguous property is unrea-exempt organization and used by a related ex-
ernmental agencies other than any agency or sonable include the availability of land and theempt organization, or by an exempt organization
instrumentality of the United States) own, in the intended future use of the land.related to that related exempt organization, is
aggregate, 50% or more of the capital or profits not treated as debt-financed property when the

Example. A university tries to buy land con-interest in such company. property is used by either organization to further
tiguous to its present campus, but cannot do soits exempt purpose. Furthermore, property is not
because the owners either refuse to sell or asktreated as debt-financed property when a re-

Exceptions to Debt-Financed unreasonable prices. The nearest land of suffi-lated exempt organization uses it for research
cient size and utility is a block away from theProperty activities or certain excluded activities, as de-
campus. The university buys this land. Underscribed above.

Certain property is excepted from treatment as these circumstances, the contiguity requirement
Related organizations. An exempt organi-debt-financed property. is unreasonable and not applicable. The land

zation is related to another exempt organization bought would be considered neighborhood land.Property related to exempt purposes. If only if:
substantially all (85% or more) of the use of any Exceptions. For all organizations other
property is substantially related to an organiza- 1. One organization is an exempt holding than churches and conventions or associations
tion’s exempt purposes, the property is not company and the other receives profits de- of churches, discussed later under Churches,
treated as debt-financed property. Related use rived by the exempt holding company, the neighborhood land rule does not apply to
does not include a use related solely to the property after the 10 years following its acquisi-2. One organization controls the other as dis-organization’s need for income, or its use of the tion. Further, the rule applies after the first 5cussed under Income From Controlled Or-profits. The extent to which property is used for a years only if the organization satisfies the IRSganizations earlier in this chapter,particular purpose is determined on the basis of that use of the land for exempt purposes is
all the facts. They may include: 3. More than 50% of the members of one reasonably certain before the 10-year period

organization are members of the other, or expires. The organization need not show bind-
1. A comparison of the time the property is ing contracts to satisfy this requirement; but it4. Each organization is a local organizationused for exempt purposes with the total must have a definite plan detailing a specificdirectly affiliated with a common state, na-time the property is used, improvement and a completion date, and it musttional, or international organization that

show some affirmative action toward the fulfill-2. A comparison of the part of the property also is exempt.
ment of the plan. This information should bethat is used for exempt purposes with the
forwarded to the IRS for a ruling at least 90 dayspart used for all purposes, or Medical clinics. Real property is not
before the end of the 5th year after acquisition ofdebt-financed property if it is leased to a medical3. Both of these comparisons. the land. Send information to:clinic and the lease is entered into primarily for

If less than 85% of the use of any property is purposes related to the lessor’s exercise or per- Internal Revenue Service
devoted to an organization’s exempt purposes, formance of its exempt purpose. Commissioner, TE/GE
only that part of the property used to further the Attention: T:EO:RA
organization’s exempt purposes is not treated Example. An exempt hospital leases all of P.O. Box 120, Ben Franklin Station
as debt-financed property. its clinic space to an unincorporated association Washington, DC 20044

of physicians and surgeons. They, under theProperty used in an unrelated trade or busi-
lease, agree to provide all of the hospital’s out-ness. To the extent that the gross income from The IRS may grant a reasonable extension of
patient medical and surgical services and toany property is treated as income from the con- time for requesting the ruling if the organization
train all of the hospital’s residents and interns. Induct of an unrelated trade or business, the prop- can show good cause. For more information,
this case the rents received are not unrelatederty is not treated as debt-financed property. contact the IRS.
debt-financed income.However, any gain on the disposition of the

Actual use. If the neighborhood land ruleproperty not included in income from an unre-
Life income contract. If an individual trans- does not apply because the acquired land is notlated trade or business is includible as gross
fers property to a trust or a fund with the income in the neighborhood of other land used for anincome derived from, or on account of,
payable to that individual or other individuals for organization’s exempt purposes, or because thedebt-financed property.
a period not to exceed the life of the individual or organization fails to establish after the first 5The rules for debt-financed property do not
individuals, and with the remainder payable to years of the 10-year period that the property willapply to rents from personal property, certain
an exempt charitable organization, the property be used for exempt purposes, but the land ispassive income from controlled organizations,
is not treated as debt-financed property. This used eventually by the organization for its ex-and other amounts that are required by other
exception applies only where the payments to empt purposes within the 10-year period, therules to be included in computing unrelated busi-
the individual are not the proceeds of a sale or property is not treated as debt-financed propertyness taxable income.
exchange of the property transferred. for any period before the conversion.

Property used in research activities. Prop-
Neighborhood land rule. If an organization Limits. The neighborhood land rule or ac-erty is not treated as debt-financed property
acquires real property with the intention of using tual use rule applies to any structure on the landwhen it produces gross income derived from
the land for exempt purposes within 10 years, it when acquired, or to the land occupied by theresearch activities otherwise excluded from the
will not be treated as debt-financed property if it structure, only so long as the intended future useunrelated trade or business tax. See Income
is in the neighborhood of other property that the of the land in furtherance of the organization’sfrom research under Exclusions, earlier in this
organization uses for exempt purposes. This exempt purpose requires that the structure bechapter.
rule applies only if the intent to demolish any demolished or removed in order to use the land

Property used in certain excluded activities. existing structures and use the land for exempt in this manner. Thus, during the first 5 years
Debt-financed property does not include prop- purposes within 10 years is not abandoned. after acquisition (and for later years if there is a
erty used in a trade or business that is excluded Property is considered in the neighborhood favorable ruling), improved property is not debt
from the definition of “unrelated trade or busi- of property that an organization owns and uses financed so long as the organization does not
ness” because: for its exempt purposes if it is contiguous with abandon its intent to demolish the existing struc-

the exempt purpose property or would be contig- tures and use the land in furtherance of its ex-
1. It has a volunteer workforce,

uous except for an intervening road, street, rail- empt purpose. If an actual demolition of these
2. It is carried on for the convenience of its road, stream, or similar property. If it is not structures occurs, the use made of the land

members, or contiguous with the exempt purpose property, it need not be the one originally intended as long
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as its use furthers the organization’s exempt satisfaction of the IRS that use of the acquired Example. A tax-exempt hospital wants to
purpose. build a new hospital complex to replace its pres-land in furtherance of the organization’s exempt

ent old and obsolete facility. The most desirablepurpose is reasonably certain before theIn addition to this limit, the neighborhood
location for the new hospital complex is a site15-year period expires.land rule and the actual use rule do not apply to
occupied by an apartment complex. Severalstructures erected on land after its acquisition. If a church or association or convention of
years ago the hospital bought the land andThey do not apply to property subject to a busi- churches cannot establish after the first 5 years
apartment complex, taking title subject to a firstness lease (as defined in section 1.514(f)-1 of of the 15-year period that use of acquired land
mortgage already on the premises.the regulations) whether an organization ac- for its exempt purpose is reasonably certain

For valid business reasons, the hospital pro-quired the property subject to the lease, or within the 15-year period, but the land is in fact
posed to exchange the land and apartment com-whether it executed the lease after acquisition. A converted to an exempt use within the 15-year
plex, subject to the mortgage on the property, forbusiness lease is any lease, with certain excep- period, the land is not treated as debt-financed
additional stock in its wholly owned subsidiary.tions, of real property for a term of more than 5 property for any period before the conversion.
The exchange satisfied all the requirements ofyears by an exempt organization if at the close The same rule for demolition or removal of
section 351(a).of the lessor’s tax year there is a business lease structures as discussed earlier in this chapter

(acquisition) indebtedness on that property. The transfer of appreciated debt-financedunder Limits applies to a church or an associa-
property from the tax-exempt hospital to itstion or a convention of churches.Refund of taxes. When the neighborhood
wholly owned subsidiary in exchange for stockland rule does not initially apply, but the land is
did not result in a gain subject to the tax onused eventually for exempt purposes, a refund Computation of unrelated business income.or credit of any overpaid taxes will be allowed for Debt-Financed Income

Gain or loss on disposition of certaina prior tax year as a result of the satisfaction of
brownfield property. Gain or loss from thethe actual use rule. A claim must be filed within 1 For each debt-financed property, the unrelated
qualifying sale, exchange, or other disposition ofyear after the close of the tax year in which the debt-financed income is a percentage (not over
a qualifying brownfield property (as defined inactual use rule is satisfied. Interest rates on any 100%) of the total gross income derived during a
section 512(b)(19)(C)), which was acquired byoverpayment are governed by the regulations. tax year from the property. This percentage is
the organization after December 31, 2004, isthe same percentage as the average acquisition

Example. In January 1999, Y, a calendar excluded from unrelated business taxable in-indebtedness with respect to the property for the
year exempt organization, acquired real prop- come and is excepted from the debt-financedtax year of the property’s average adjusted ba-
erty contiguous to other property that Y uses in rules for such property. See sections 512(b)(19)sis for the year (the debt/basis percentage).
furtherance of its exempt purpose. Assume that and 514(b)(1)(E).Thus, the formula for deriving unrelated
without the neighborhood land rule, the property debt-financed income is:

Average acquisition indebtedness. This iswould be debt-financed property. Y did not sat-
the average amount of outstanding principalisfy the IRS by January 2004 that the existing average acquisition gross income
debt during the part of the tax year that thestructure would be demolished and the land indebtedness fromx organization holds the property.would be used in furtherance of its exempt pur- debt-financed

pose. From 2004 until the property is converted Average acquisition indebtedness is com-property
to an exempt use, the income from the property puted by determining how much principal debt isaverage adjusted basis
is subject to the tax on unrelated business in- outstanding on the first day in each calendar
come. During July 2008, Y will demolish the month during the tax year that the organization

Example. X, an exempt trade association,existing structure on the land and begin using holds the property, adding these amounts, and
owns an office building that is debt-financedthe land in furtherance of its exempt purpose. At dividing the sum by the number of months during
property. The building produced $10,000 ofthat time, Y can file claims for refund for the the year that the organization held the property.
gross rental income last year. The average ad-open years 2005 through 2007. Part of a month is treated as a full month in
justed basis of the building during that year was computing average acquisition indebtedness.Further, Y also can file a claim for refund for
$100,000, and the average acquisition indebt-2004, even though a claim for that tax year may Indeterminate price. If an organization ac-edness with respect to the building wasbe barred by the statute of limitations, provided quires or improves property for an indeterminate$50,000. Accordingly, the debt/basis percent-the claim is filed before the close of 2009. price (that is, neither the price nor the debt isage was 50% (the ratio of $50,000 to $100,000).

certain), the unadjusted basis and the initial ac-Churches. The neighborhood land rule as Therefore, the unrelated debt-financed income
quisition indebtedness are determined as fol-described here also applies to churches, or a with respect to the building was $5,000 (50% of
lows, unless the organization obtains the IRS’sconvention or association of churches, but with $10,000).
consent to use another method. The unadjustedtwo differences:
basis is the fair market value of the property orGain or loss from sale or other disposition of

1. The period during which the organization improvement on the date of acquisition or com-property. If an organization sells or otherwise
must demonstrate the intent to use ac- pletion of the improvement. The initial acquisi-disposes of debt-financed property, it must in-
quired property for exempt purposes is in- tion indebtedness is the fair market value of theclude, in computing unrelated business taxable
creased from 10 to 15 years, and property or improvement on the date of acquisi-income, a percentage (not over 100%) of any

tion or completion of the improvement, less anygain or loss. The percentage is that of the high-2. Acquired property does not have to be in
down payment or other initial payment applied toest acquisition indebtedness with respect to thethe neighborhood of other property used
the principal debt.property during the 12-month period precedingby the organization for exempt purposes.

the date of disposition, in relation to the prop-
Thus, if a church or association or conven- Average adjusted basis. The average ad-erty’s average adjusted basis.

tion of churches acquires real property for the justed basis of debt-financed property is the
The tax on this percentage of gain or loss isprimary purpose of using the land in the exercise average of the adjusted basis of the property as

determined according to the usual rules for capi-or performance of its exempt purpose, within 15 of the first day and as of the last day that the
tal gains and losses. These amounts may beyears after the time of acquisition, the property is organization holds the property during the tax
subject to the alternative minimum tax. (Seenot treated as debt-financed property as long as year.
Alternative minimum tax at the beginning ofthe organization does not abandon its intent to Determining the average adjusted basis of
chapter 2.)use the land in this manner within the 15-year the debt-financed property is not affected if the

period. Debt-financed property exchanged for organization was exempt from tax for prior tax
subsid iary ’s  s tock . A t rans fe r  o fThis exception for a church or association or years. The basis of the property must be ad-
debt-financed property by a tax-exempt organi-convention of churches does not apply to any justed properly for the entire period after the
zation to its wholly owned taxable subsidiary, inproperty after the 15-year period expires. Fur- property was acquired. As an example, adjust-
exchange for additional stock in the subsidiary,ther, this rule will apply after the first 5 years of ment must be made for depreciation during all
is not considered a gain subject to the tax onthe 15-year period only if the church or associa- prior tax years whether or not the organization
unrelated business income.tion or convention of churches establishes to the was tax-exempt. If only part of the depreciation
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allowance may be taken into account in comput- 1. The allowable deductions are subject to circumstances, Y must take into account, in
the modifications for computation of the computing its unrelated business taxable in-ing the percentage of deductions allowable for
unrelated business taxable income (dis- come, $10,000 (50% of $20,000) of income andeach debt-financed property, that does not af-
cussed earlier in this chapter), and $12,500 (50% of $25,000) of the deductionsfect the amount of the depreciation adjustment

directly connected with that income.to use in determining average adjusted basis. 2. The depreciation deduction, if allowable, is
Thus, Y sustained an NOL of $2,500computed only by use of the straight-lineBasis for debt-financed property acquired

method. ($10,000 of income less $12,500 of deductions),in corporate liquidation. If an exempt organi-
which may be carried back or carried over tozation acquires debt-financed property in a com- To be directly connected with debt-financed
other tax years without further application of theplete or partial liquidation of a corporation in property or with the income from it, a deductible
debt/basis percentage.exchange for its stock, the organization’s basis item must have proximate and primary relation-

in the property is the same as it would be in the ship to the property or income. Expenses, de-
Allocation Ruleshands of the transferor corporation. This basis is preciation, and similar items attributable solely

to the property qualify for deduction, to the ex-increased by the gain recognized to the trans-
When only part of the property is debt-financedtent they meet the requirements of an allowableferor corporation upon the distribution and by
property, proper allocation of the basis, debt,deduction.the amount of any gain that, because of the
income, and deductions with respect to theFor example, if the straight-line depreciationdistribution, is includible in the organization’s
property must be made to determine how muchallowance for an office building is $10,000 agross income as unrelated debt-financed in-
income or gain derived from the property to treatyear, an organization can deduct depreciation ofcome.
as unrelated debt-financed income.$10,000 if the entire building is debt-financed

property. However, if only half of the building isComputation of debt/basis percentage. The Example. X, an exempt college, owns adebt-financed property, the depreciation al-following example shows how to compute the
four-story office building that it bought with bor-lowed as a deduction is $5,000.debt/basis percentage by first determining the
rowed funds (assumed to be acquisition indebt-

average acquisition indebtedness and average Capital losses. If a sale or exchange of edness). During the year, the lower two stories
adjusted basis. debt-financed property results in a capital loss, of the building were used to house computers

the loss taken into account in the tax year in
that X uses for administrative purposes. The twoExample. On July 7, an exempt organiza- which the loss arises is computed as provided
upper stories were rented to the public and usedtion buys an office building for $510,000 using earlier. See Gain or loss from sale or other
for nonexempt purposes.disposition of property under Computation of$300,000 of borrowed funds. The organization

The gross income X derived from the build-Debt-Financed Income, earlier.files its return on a calendar year basis. During
ing was $6,000, all of which was attributable toIf any part of the allowable capital loss is notthe year the only adjustment to basis is $20,000

taken into account in the current tax year, it may the rents paid by tenants. The expenses werefor depreciation. Starting July 28, the organiza-
be carried back or carried over to another tax $2,000 and were equally allocable to each usetion pays $20,000 each month on the mortgage
year without application of the debt/basis per- of the building. The average adjusted basis ofprincipal plus interest. The debt/basis percent-
centage for that year. the building for the year was $100,000 and theage for the year is calculated as follows:

average acquisition indebtedness for the year
Example. X, an exempt educational organi- was $60,000.Debt on first

zation, owned debt-financed securities thatday of each Since the two lower stories were used forwere capital assets. Last year, X sold the securi-month property exempt purposes, only the upper half of theties at a loss of $20,000. The debt/basis percent-Month is held
building is debt-financed property. Conse-age for computing the loss from the sale of the

July . . . . . . . . . . . . . . . . $ 300,000 quently, only the rental income and the deduc-securities is 40%. Thus, X sustained a capitalAugust . . . . . . . . . . . . . . 280,000 tions directly connected with this income areloss of $8,000 (40% of $20,000) on the sale ofSeptember . . . . . . . . . . . 260,000 taken into account in computing unrelated busi-the securities. Last year and the preceding 3 taxOctober . . . . . . . . . . . . . 240,000 ness taxable income. The part taken into ac-years, X had no other capital transactions.November . . . . . . . . . . . 220,000 count is determined by multiplying the $6,000 ofUnder these circumstances, the $8,000 of capi-December . . . . . . . . . . . 200,000
rental income and $1,000 of deductions directlytal loss may be carried over to succeeding yearsTotal $1,500,000
connected with the rental income by the debt/without further application of the debt/basis per-

Average acquisition basis percentage.centage.
indebtedness:

The debt/basis percentage is the ratio of the$1,500,000 ÷ 6 months $ 250,000 Net operating loss. If, after applying the debt/
allocable part of the average acquisition indebt-basis percentage to the income from
edness to the allocable part of the property’sBasis debt-financed property and the deductions di-
average adjusted basis: that is, in this case, therectly connected with this income, the deduc-As of July 7 . . . . . . . . . . . $ 510,000 ratio of $30,000 (one-half of $60,000) to $50,000tions exceed the income, an organization has anAs of December 31 . . . . . 490,000 (one-half of $100,000). Thus, the debt/basis per-NOL for the tax year. This amount may be car-Total $1,000,000
centage for the year is 60% (the ratio of $30,000ried back or carried over to other tax years in the

Average adjusted basis: to $50,000).same manner as any other NOL of an organiza-
$1,000,000 ÷ 2 $ 500,000 tion with unrelated business taxable income.  Under these circumstances, X must include

(For a discussion of the NOL deduction, seeDebt/basis percentage net rental income of $3,000 in its unrelated busi-
Modifications under Deductions earlier in this ness taxable income for the year, computed as $250,000 ÷ $500,000 = 50%
chapter.) However, the debt/basis percentage is follows:
not applied in those other tax years to determine
the deductions that may be taken in those years.Deductions for Rental income treated as gross income 

from an unrelated trade or businessDebt-Financed Property Example. Last year, Y, an exempt organi-
(60% of $6,000) . . . . . . . . . . . . . . . . $3,600zation, received $20,000 of rent from a

The deductions allowed for each debt-financed debt-financed building that it owns. Y had no Less the allowable portion of 
property are determined by applying the debt/ deductions directly connected with thatother unrelated business taxable income for the
basis percentage to the sum of allowable deduc- income (60% of $1,000) . . . . . . . . . . 600year. The deductions directly connected with
tions. this building were property taxes of $5,000, in- Net rental income included by X in 

The allowable deductions are those directly terest of $5,000 on the acquisition indebted- computing its unrelated business
connected with the debt-financed property or ness, and salary of $15,000 to the building taxable income from debt-financed
with the income from it (including the divi- manager. The debt/basis percentage with re- property. . . . . . . . . . . . . . . . . . . . . $3,000
dends-received deduction), except that: spect to the building was 50%. Under these
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Accessible versions of IRS published prod- • TeleTax topics. Call 1-800-829-4477 to lis-
ucts are available on request in a variety of ten to pre-recorded messages covering
alternative formats for people with disabilities. various tax topics.5.
Email Service. The IRS has established a • Refund information. To check the status of
subscription-based email service for exempt or- your 2009 refund, call 1-800-829-4477
ganization issues. Subscribers will receive peri- and press 1 for automated refund informa-How To Get Tax odic updates from the IRS regarding exempt tion or call 1-800-829-1954. Be sure to
organizations tax law and regulations, available wait at least 6 weeks from the date you
services, and other information. To subscribe, filed your return (3 weeks if you filed elec-Help
visit www.irs.gov/eo. tronically). Have your 2009 tax return

available because you will need to knowInternet. You can access the IRS web-You can get help with unresolved tax issues, your social security number, your filingsite at www.irs.gov 24 hours a day, 7order free publications and forms, ask tax ques- status, and the exact whole dollar amountdays a week to:tions, and get information from the IRS in sev- of your refund.
eral ways. By selecting the method that is best • E-file your return. Find out about commer-
for you, you will have quick and easy access to cial tax preparation and e-file services Evaluating the quality of our telephone
tax help. available free to eligible taxpayers. services. To ensure IRS representatives give

accurate, courteous, and professional answers,Contacting your Taxpayer Advocate. The • Check the status of your 2009 refund.
we use several methods to evaluate the qualityTaxpayer Advocate Service (TAS) is an inde- Click on Where’s My Refund. Wait at least
of our telephone services. One method is for apendent organization within the IRS whose em- 6 weeks from the date you filed your re-
second IRS representative to listen in on orployees assist taxpayers who are experiencing turn (3 weeks if you filed electronically).
record random telephone calls. Another is to askeconomic harm, who are seeking help in resolv- Have your 2009 tax return available be-
some callers to complete a short survey at theing tax problems that have not been resolved cause you will need to know your social
end of the call.through normal channels, or who believe that an security number, your filing status, and the

IRS system or procedure is not working as it exact whole dollar amount of your refund. Walk-in. Many products and servicesshould. Here are seven things every taxpayer
are available on a walk-in basis.• Download forms, instructions, and publica-should know about TAS:

tions.
• TAS is your voice at the IRS.

• Products. You can walk in to many post• Order IRS products online.
• Our service is free, confidential, and tai- offices, libraries, and IRS offices to pick up• Research your tax questions online.lored to meet your needs. certain forms, instructions, and publica-

tions. Some IRS offices, libraries, grocery• Search publications online by topic or• You may be eligible for TAS help if you
stores, copy centers, city and county gov-keyword.have tried to resolve your tax problem
ernment offices, credit unions, and officethrough normal IRS channels and have • View Internal Revenue Bulletins (IRBs) supply stores have a collection of productsgotten nowhere, or you believe an IRS published in the last few years. available to print from a CD or photocopyprocedure just isn’t working as it should.
from reproducible proofs. Also, some IRS• Sign up to receive local and national tax

• TAS helps taxpayers whose problems are offices and libraries have the Internal Rev-news by email.
causing financial difficulty or significant enue Code, regulations, Internal Revenue• Get information on starting and operatingcost, including the cost of professional Bulletins, and Cumulative Bulletins avail-

a small business.representation. This includes businesses able for research purposes.
as well as individuals.

• Services. You can walk in to your local
• TAS employees know the IRS and how to Taxpayer Assistance Center every busi-Phone. Many services are available by

navigate it. We will listen to your problem, ness day for personal, face-to-face taxphone. 
help you understand what needs to be help. An employee can explain IRS letters,
done to resolve it, and stay with you every request adjustments to your tax account,

• Ordering forms, instructions, and publica-step of the way until your problem is re- or help you set up a payment plan. If you
tions. Call 1-800-829-3676 to order cur-solved. need to resolve a tax problem, have ques-
rent-year forms, instructions, and tions about how the tax law applies to your• TAS has at least one local taxpayer advo- publications, and prior-year forms and in- individual tax return, or you’re more com-cate in every state, the District of Colum- structions. You should receive your order fortable talking with someone in person,bia, and Puerto Rico. You can call your within 10 days. visit your local Taxpayer Assistancelocal advocate, whose number is in your

Center where you can spread out your• Asking tax questions. Call the IRS withphone book, in Pub. 1546, Taxpayer Ad-
records and talk with an IRS representa-your tax questions at 1-800-829-1040.vocate Service—Your Voice at the IRS,
tive face-to-face. No appointment is nec-and on our website at www.irs.gov/advo- • Solving problems. You can get essary, but if you prefer, you can call yourcate. You can also call our toll-free line at face-to-face help solving tax problems local Center and leave a message re-1-877-777-4778 or TTY/TDD every business day in IRS Taxpayer As- questing an appointment to resolve a tax1-800-829-4059. sistance Centers. An employee can ex- account issue. A representative will call

plain IRS letters, request adjustments to• You can learn about your rights and re- you back within 2 business days to sched-
your account, or help you set up a pay-sponsibilities as a taxpayer by visiting our ule an in-person appointment at your con-
ment plan. Call your local Taxpayer Assis-online tax toolkit at www.taxtoolkit.irs.gov. venience. To find the number, go to www.
tance Center for an appointment. To find irs.gov/localcontacts or look in the phone
the number, go to www.irs.gov/localcon- book under United States Government, In-Free tax services. To find out what services
tacts or look in the phone book under ternal Revenue Service.are available, get Publication 910, IRS Guide to
United States Government, Internal Reve-

Free Tax Services. It contains lists of free tax
nue Service.

information sources, including publications, Mail. You can send your order for
services, and free tax education and assistance • TTY/TDD equipment. If you have access forms, instructions, and publications to
programs. It also has an index of over 100 to TTY/TDD equipment, call the address below. You should receive
TeleTax topics (recorded tax information) you 1-800-829-4059 to ask tax questions or to a response within 10 days after your request is
can listen to on your telephone. order forms and publications. received.
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• Tax Map: an electronic research tool and • The DVD which is released twice during
Internal Revenue Service finding aid. the year:
National Distribution Center –  The first release will ship the beginning• Tax law frequently asked questions.
1201 N. Mitsubishi Motorway of January 2010.

• Tax Topics from the IRS telephone re-Bloomington, IL 61704-6613 –  The final release will ship the beginning
sponse system. of March 2010.

DVD for tax products. You can order
• Internal Revenue Code — Title 26.Publication 1796, IRS Tax Products Purchase the DVD from National Technical

DVD, and obtain: • Fill-in, print, and save features for most tax Information Service (NTIS) at www.irs.gov/
forms. cdorders for $30 (no handling fee) or call• Current-year forms, instructions, and pub-

1-877-233-6767 toll free to buy the DVD for $30lications. • Internal Revenue Bulletins.
(plus a $6 handling fee).

• Prior-year forms, instructions, and publica- • Toll-free and email technical support.
tions.
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To help us develop a more useful index, please let us know if you have ideas for index entries.
Index See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.
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Revised – 9/30/2009 

1100.1.43.2     COLLECTION OF USE TAX ON APPLICABLE OUT OF STATE 
PURCHASES  
 
POLICY: 

The Diocese will follow California state sales and use tax laws.   

 
IMPLEMENTATION: 
 
1. As per the California State Board of Equalization (BOE), “The California use 

tax is imposed on consumers of tangible personal property that is used, 
consumed, or stored in this state.  Use tax applies to purchases from out-of-
state vendors that are not required to collect tax on their sales.  Use tax also 
applies to most leases of tangible personal property” (www.boe.ca.gov).  If the 
parish or school purchases items from an out-of-state vendor but does not 
pay sales tax, then use tax is due at the current sales tax rate as stated by the 
BOE.  The State of California cannot require out-of-state vendors that are not 
engaged in business in California to register with the BOE and collect 
California sales taxes, so it instead falls to the consumer to remit “use tax”.  If 
an out-of-state business is engaged in business in the State of California, then 
that business will collect sales tax and forward on to the BOE 

2. Use tax should be calculated quarterly and sent to the Parish Assistance 
Office to be filed with our compiled Sales and Use Tax Return Form BOE-
401-A1 and BOE-530.  Documentation to be sent to Parish Assistance will be 
copies of the invoice(s) that apply(ies) and a corresponding check to cover the 
applicable use tax for your city.  The use tax should be accrued in a liability 
account. 

3. It is the responsibility of the parish/school to review all of their out-of-state 
invoices to see if California sales tax was or was not collected, and if not, 
based on the purchase whether sales (“use”) tax is due. 

4. Once the tax is determined, forward the correct amount of use tax and 
corresponding documentation to the Parish Assistance Office.  Examples of 
out-of-state purchases are catalogues, internet purchases, telephone 
purchases, parish accounts etc. 

5. If your entity is a separate corporation from The Roman Catholic Bishop, A 
Corporation Sole or The Department of Education and Welfare then the 
responsibility of filing a quarterly sales/use tax return rests with the separate 
corporations, if applicable. This information will not be compiled by Parish 
Assistance office. 

http://www.boe.ca.gov/


Revised – 9/30/2009 

1100.1.43.1     COLLECTION OF SALES TAX ON GOODS SOLD  
 
POLICY: 

If the church/schools enters into purchases and offers for sale of Religious Articles, 
Publications, Calendars, and other Goods on a continuous basis (three times a year 
or more), the church/school must obtain a seller's permit from the State Board of 
Equalization. 

 
IMPLEMENTATION: 
 
1. A written or verbal request for a seller's permit must be submitted to the Office 

of Parish Assistance. The Office of Parish Assistance will obtain the permit 
and it will be returned to the church and should be placed in a location near 
the area being used for the sales. 

2. Sales Tax permit should be used for all purchases of Religious Articles in 
order to ensure that no taxes are assed when purchasing the items for resale.   

3. Sales taxes, in keeping with the current taxable amount must be collected on 
all religious articles, publications, calendars and other church related 
materials available for purchase on church property. 

4. The sales taxes collected must be paid to the State Board of Equalization 
quarterly through the Diocese of San Bernardino by completing the proper 
documentation provided by the Office Parish Assistance.  

5. Records of inventory on hand must be maintained and verifiable by 
reconciling to the church's financial records. 

6. Purchases of goods to be sold must be approved of by the pastor or his 
delegate before the purchases are made. 

7. All purchases of goods must be paid for by church check and an invoice must 
accompany the request for the payment. 

8. The sale of goods must be documented using a computer program, a cash 
register or hand written receipts. If using handwritten receipts they must 
provide the following data; list item(s) sold, unit price and total for each 
transaction, amount of sales tax collected and total received in the form of: a 
place to check off whether payment was made by cash or check. If by a check 
a notation made of the check number 

9. Deposits must be made at least weekly and they may be included with the 
weekend collection deposits. 

10. All inventory items and funds must remain on parish/school property at all 
times. 

11. If your entity is a separate corporation from The Roman Catholic Bishop, A 
Corporation Sole or The Department of Education and Welfare then the 
responsibility of filing a quarterly sales/use tax return rests with the separate 
corporations, if applicable. This information will not be compiled by Parish 
Assistance office. 
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PREFACE
 

This publication is a general guide to the Sales and Use Tax Law and Regulations as they apply to sales and 
purchases by nonprofit organizations, including schools, religious organizations and churches, charitable organiza
tions, and other nonprofit groups. 

If you cannot find the information you are looking for in this publication, please call our Customer Service Center 
at 1-800-400-7115. Customer service representatives are available to answer your questions weekdays between 
8:00 a.m. and 5:00 p.m. (Pacific time), except state holidays. 

This publication complements publication 73, Your California Seller’s Permit, which includes general information 
about obtaining a permit; using a resale certificate; collecting and reporting sales and use taxes; buying, selling, or 
discontinuing a business; and keeping records. Also, please refer to our website or the For More Information section 
of this publication for the Board of Equalization (BOE) regulations and publications referenced throughout this 
publication. 

We welcome your ideas on improving this or any other BOE publication. Please send your suggestions to: 

Audit and Information Section, MIC:44 
State Board of Equalization 
PO Box 942879 
Sacramento, CA 94279-0044 

Tips for using this publication 
Read the introduction 
No matter what kind of organization you operate, be sure to read the introductory section of this publication. It 
includes background information that will help you understand the remainder of the publication. 

Check the organization information 
While there is no general sales and use tax exclusion for nonprofit organizations, certain types of organizations are 
eligible for specific tax exemptions and exclusions. Please check the organization-specific sections for information 
that may apply to your group before you move on to the rest of the publication. 

Know your income and property tax exemptions 
As you read this publication, it will help if you know which sections of the Federal and State income tax law and 
property tax law apply to your organization. For example, you may need to know if your organization is exempt 
from income tax under Internal Revenue Code section 501(c)(3) or (c)(4), and/or California Revenue and Taxation 
Code section 23701. You may also need to know if your group is exempt from property taxes under Revenue and 
Taxation Code section 214, commonly known as the “welfare exemption.” For information on the welfare exemption, 
contact your county assessor or visit the Property Tax section of our website: www.boe.ca.gov. 

Note: This publication summarizes the law and applicable regulations in effect when the publication was written, 
as noted on the cover. However, changes to the law or regulations may have occurred since that time. If there is a 
conflict between the text in this publication and the law or regulation, the law or regulation is controlling. 

To contact your Board Member, see www.boe.ca.gov/members/board.htm. 

www.boe.ca.gov/pdf/pub73.pdf
www.boe.ca.gov
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
www.boe.ca.gov
www.boe.ca.gov/members/board.htm
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INTRODUCTION
 

Sales and Use Tax Basics for Various Types of Nonprofit Organizations 
This section provides introductory information describing California’s sales and use tax and how it generally applies to 
sales and purchases by nonprofit organizations. It also provides basic information that can help you determine whether 
any of your organization’s sales may qualify for special sales tax exemptions or exclusions. Be sure to read this section 
before you move on to the rest of the publication. 

Tax applies unless there is a specific exemption or exclusion 
In California, sales tax applies to the sale of tangible personal property (referred to as “merchandise” or “goods” in 
this publication) unless the sale is covered by a specific legal exemption or exclusion. Individuals, businesses, and 
groups that sell taxable merchandise in California must pay sales tax on their taxable sales. Sellers may charge their 
customers for sales tax reimbursement (referred to as “sales tax”). 

Similarly, use tax applies to the purchase of taxable merchandise that will be used, consumed, stored, or given away 
in this state unless the purchase is exempt or excluded from tax. Individuals, business, and groups must pay use tax 
on their taxable purchases. The state use tax is complementary to, and mutually exclusive of, the state sales tax. 

Tax generally applies regardless of whether the items you sell or purchase are new, used, donated, or homemade. 

No general exemption for nonprofit and religious organizations 
Although many nonprofit and religious organizations are exempt from federal and state income tax, there is no 
similar broad exemption from California sales and use tax. Generally, a nonprofit’s sales and purchases are taxable. 
In other words, nonprofit and religious organizations, in general, are treated just like other California sellers and 
buyers for sales and use tax purposes. 

However, there are special exemptions and exclusions available for certain nonprofit and religious organizations. 
Some organizations may not owe tax on any of their sales, whereas some organizations may owe tax on certain 
types of sales, but not all sales. Other organizations may be responsible for tax just like other California sellers. It 
all depends on what type of organization you are and what your organization’s practices and activities are. Later 
sections of this publication provide information to help you determine which exemptions and exclusions may apply 
to your organization. 

Typical taxable sales by nonprofit organizations 
As noted above, a sale of merchandise or goods is generally taxable unless it’s covered by a specific exemption or 
exclusion. Before you read the sections on specific organizations or types of sales, you may need to know more 
about sales in general. 

A sale is an exchange of merchandise or goods for something else of value: money, barter, or trade. The barter 
or trade doesn’t have to be a two-way exchange of merchandise. It also includes an exchange of merchandise 
for  services. For example, if you give meals to your accountant in your museum café in exchange for accounting 
services, that’s considered a sale of the meals. 

Nonprofits commonly conduct a variety of activities that are considered sales. These include (but are not limited to) 
the following: 

• Sales of food, meals, beverages, and similar items under a number of different circumstances. 

• Sales of tickets that buyers will exchange for food, beverages, or other physical products. 

• Sales of booklets, books, pamphlets, and so forth. 

• Sales of tickets for fundraising events when the ticket price includes amounts for food or beverages. 
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• Sales of items at rummage sales, bazaars, carnival booths, community events, and other fundraisers. 

• Sales of merchandise in Internet, live, and silent auctions. 

• Sales of tickets for game booths where prizes are guaranteed to each ticket purchaser, even when the prizes 

have little value. Examples include white elephant, fish pond, grab bag, and “pitch-’til-you-win” games. 


Typical nontaxable activities by nonprofit organizations 
Nonprofits also carry out certain activities that are not considered sales for sales tax purposes. These activities 
generally are not subject to sales or use tax. Examples include: 

• The gifting of merchandise for a true donation: an amount someone gives your organization without expecting 
to receive merchandise of equal value in return. (Example: A member who donates $100 and receives a tote bag 
worth $5, generally is not considered a sale.) 

• Sales of tickets for concerts, movies, plays, shows, and similar events when food and meals are not included in 
the ticket price. 

• Sales of tickets for game booths and raffles when prizes are not guaranteed to every ticket purchaser. 

• The sale of travel, home rentals, guide services, personal services, tutoring, and other things of value that are 
not physical products. 

• Sales of gift cards, gift certificates, and coupon books. 

• Membership drives and other fundraising activities that do not involve the exchange of merchandise or that 
include merchandise premiums of a much lower value than the donation or membership amount. 

• Sales of advertising that does not involve exchanges of merchandise or goods. 

Most nonprofits that make sales need seller’s permits 
Nonprofit organizations generally need a seller’s permit if they make sales of goods or merchandise in  California. 
This is true even if the sales are not taxable. In limited instances, when the organization makes sales only 
occasionally, we can issue a temporary seller’s permit. Permit requirements are explained in more detail in the 
organization-specific sections of this publication. Also please see, Registration Requirements, under the section 
titled General Obligations of Sellers and Purchasers. 
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TYPES OF ORGANIZATIONS
 

Charitable Organizations That Relieve Poverty and Distress 
The Sales and Use Tax Law includes special exemptions for qualifying charitable organizations that relieve poverty 
and distress. This section is designed to address those exemptions. For more information, please see Regulation 1570, 
 Charitable Organizations. 

Seller’s permit required 
The organizations described in this section are considered retailers and must hold a seller’s permit if they make 
sales of goods or merchandise, even if the sales are exempt from tax. Please see Registration Requirements, 
 Collecting and Paying Tax, for more information on seller’s permits and tax reporting requirements. 

Sales exempt from tax if charitable organization meets certain qualifications 
If your organization meets all of the following qualifications, your sales are not subject to sales or use tax. The 
 organization must: 

• Be formed and operated for charitable purposes. 

• Qualify, under Revenue and Taxation Code section 214, for the “welfare exemption” from property taxation on 
the retail site where you sell merchandise. Or if the organization does not own the store, the organization must 
qualify for the welfare exemption on its personal property located there, such as the store fixtures and equip
ment (please see Note for thrift store operators). 

• Carry out activities that relieve poverty and distress. 

• Sell or donate items principally to assist purchasers or recipients in distressed financial condition. 

• Make, prepare, assemble, or manufacture the items it sells or donates. “Preparation” includes cleaning, repair
ing, or reconditioning items. “Assembly” includes gathering together items at one or more locations for sale or 
donation. 

Example: Your 501(c)(3) charitable nonprofit corporation, which conducts a rehabilitation program, has 
 qualified for the welfare exemption from property tax. You operate an emergency shelter for homeless 
 families where you cook inexpensive hot lunches and sell them to families in need at reduced prices. Although 
sales of hot meals are ordinarily taxable, your sales are tax exempt because your organization and sales meet 
all of the conditions listed above. 

Some purchases may be tax exempt 
If your organization meets the qualifications described earlier, your qualifying organization’s purchases are not 
subject to sales or use tax, provided the qualifying organization will donate or sell the items you purchase. In 
the example above, purchases of clothing, personal supplies, and other articles donated to the families in the 
 emergency shelter would be tax exempt. However, tax does apply to purchases of items that the qualifying organi
zation uses rather than donates or sells, such as office supplies or equipment, tools, displays and so forth. 

Welfare exemption from property tax 
For information on the welfare exemption, see the Property Tax section of our website. The welfare exemption is 
jointly administered by our agency and each county assessor. We determine whether an organization is eligible for 
the exemption. The county assessor determines whether the organization’s use of property qualifies the property for 
the exemption. 
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Eligibility review 
If you believe your organization’s sales or purchases are exempt from sales and use tax as described in this section 
you can write us and ask us to review your eligibility. If we determine you qualify for the special exemption, we will 
send you a letter that verifies your exempt status. We will also let you know which documents to provide to your 
suppliers to enable you to purchase items without tax. 

Send your request to: 

Compliance Program Analysis Section, MIC:02
 
Board of Equalization
 
PO Box 942879
 
Sacramento, CA 94279-0002
 

Please provide all of the following information with your request: 

• Your type of organization. 

• A letter describing your organization’s practices and activities. 

• Letters from the California Franchise Tax Board and the Internal Revenue Service to verify your organization’s 
tax-exempt status. 

• A copy of your articles of incorporation or bylaws (or both). 

Note for thrift store operators: To qualify for the welfare exemption a thrift store must, among other things, conduct a 
rehabilitation program recognized by the California Department of Rehabilitation or operate under a city or county 
rehabilitation program. It must also sell goods processed in some manner by people who are being rehabilitated 
through the program and are employed in the operation of the store. 
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CULTURAL ORGANIZATIONS: MUSEUMS, GOVERNMENT ART  
PR OGRAMS, LIBRARY SUPPORT ORGANIZATIONS, AND   
ZOOLOGICAL SOCIETIES 

This section includes information relating to sales and purchases by certain cultural organizations. For more information, 
please see regulations noted in the text. 

Permit and tax requirements, in general 
Permit requirements 
Museums, government art programs, library support groups, and zoological societies generally must hold seller’s 
permits if they make sales of merchandise or goods. Please see Registration Requirements, and Collecting and 
 Paying Tax, for more information on seller’s permits and tax reporting requirements. 

General tax requirements 
Unless your sales qualify as tax exempt under one of the special exemptions described in this section, your sales of 
merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a dona
tion from an individual or a business. When you buy merchandise you sell as a retailer in a taxable sale, you can 
do so without paying sales tax to the supplier by issuing a resale certificate (see Purchases for resale). If you buy 
merchandise you will use rather than sell, you may be required to pay use tax or an amount for the sales tax to your 
supplier. 

Museums and government art programs 
For more information, please see Regulation 1586, Works of Art and Museum Pieces for Public Display. 

Purchases and leases of artwork and museum pieces 
For the exemptions described below, works of art include two-dimensional and three-dimensional works of visual 
art. The exemption is not limited to paintings, drawings, prints, photographs, and sculptures; it also includes film 
and crafts. Operative January 1, 2007, costumes, dresses, clothing, and items of personal adornment (such as 
jewelry) are also included. 

Sale or purchase of works of art on public display 
Under certain conditions, the sale or purchase of original works of art for permanent collections on public display is 
exempt from sales and use tax. The exemption covers original artworks that are any of the following: 

1. 	 Purchased by the state or any California county, city, or other local government entity for free public 
display. 

2. 	 Purchased by a nonprofit organization operating a public museum under contract with a government 
entity described in condition 1. 

3. 	 Purchased by a nonprofit organization exempt from state income taxes under section 23701d of the 
 Revenue and Taxation Code, for a museum open to the public at least 35 weeks a year for at least 20 hours 
a week. The buyer or another qualifying nonprofit organization must operate the museum. 

4. 	 Purchased by any buyer from a retailer for donation to a qualifying organization or government entity 
(see conditions 1-3). The retailer must deliver the artwork directly to the donee. The donor must transfer 
ownership to the recipient in writing. 
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Leases of works of art 
Leases of original works of art are exempt from sales or use tax when both of the following conditions are met: 

• Both parties to the lease are nonprofit organizations of the types listed under condition 2 or 3 in the previous 
section. 

• The term of the lease is at least 35 years. 

The exemption also includes public art leased by the state or any local government from another entity for display 
in public places. 

Museum defined 
A museum is a place specifically designated for display of artifacts or objects of art that has a significant portion of 
its display space open to the public without charge during its normal operating hours; or has its entire display space 
open to the public without charge for at least six of its normal operating hours during each month of operation; or 
has its entire display space open without charge to a segment of the student or adult population for educational 
purposes. 

Purchase of replacement museum pieces 
Museums and governments sometimes lose items in their permanent collections to fire, flood, earthquake, and 
other causes. Sales and use tax does not apply to the purchase of replacement pieces under certain conditions. 

The replacement pieces must be all of the following: 

• Purchased to replace a museum display piece that was physically destroyed by fire, flood, earthquake, or other 
calamity. 

• Purchased within three years of the calamity. 

• Used exclusively for display. 

• Valued at the same or a lesser amount as the destroyed item as of its destruction date. 

The replacement piece does not have to be similar to the destroyed piece. 

To qualify as tax exempt, the purchase must be made by one of the following: 

• A nonprofit museum regularly open to the public and operated by or for a local or state government entity. 

• A nonprofit museum regularly open to the public and operated by a nonprofit organization exempt from state 
income tax under section 23701d of the Revenue and Taxation Code. 

• A state or local government entity for its art collection that is open to the public without charge. 

Please Note: Display cases, lighting fixtures, shelving, and similar items used in displaying the artwork or operating 
the museum do not qualify for this exemption. 

Nonprofit organizations assisting museums: rummage sales 
Under certain conditions, sales tax does not apply to sales by an authorized nonprofit museum auxiliary association 
or equivalent organization that assists a California city or county museum. You are considered a consumer, not a 
retailer of the items you sell and you cannot issue resale certificates on your purchases. As a consumer, you may be 
required to pay use tax or sales tax on your purchase. The sales of the items are not taxable if both of the following 
conditions are met: 

• The rummage sale is at least the sixth consecutive annual rummage sale sponsored by the organization.* 

• All profits are used exclusively to advance the purpose of the organization. 

* For the first five consecutive annual rummage sales the museum auxiliary is considered to be a retailer of the 
items it sells. It must report the sales and pay sales tax on the proceeds. 
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If your organization’s sales are tax-exempt as shown above, you are considered a consumer, not a retailer of 
the items you sell. Although you are not required to pay tax on your sales, you do need a seller’s permit. See 
Registration Requirements. 

Friends of the Library organizations 
Nonprofit associations commonly called “Friends of the Library” and equivalent organizations are considered con
sumers of items they sell when they meet both of the following conditions: 

• The organization performs auxiliary services to a library district, municipal library, or county library in California 
as authorized by the library’s governing authority. 

• The organization uses all profits from sales exclusively to advance its purpose. 

As a consumer, your sales are not taxable. However, you may be required to pay sales tax or use tax on your 
purchases. 

Example: The Sierraburg Friends of the Library receives a donation of 20 new books. It sells the books in its 
annual book sale and uses the profits to buy more books for the library. Because the organization qualifies as 
a consumer for sales tax purposes, it does not owe tax on the sale of the books. Since the books were donated 
there is no sales tax due on the purchase. 

If Sierraburg had purchased the books from a retailer and then sold them at the annual book sale, sales tax 
should be paid to the vendor from whom the books were purchased. Sierraburg must not issue a resale certifi
cate to the vendor to purchase the books without tax. 

Zoological societies 
The sale, purchase, trade, or exchange of certain animals and plants is exempt from sales and use tax when both of 
the following conditions are met: 

• The animal or plant is a member of a threatened or endangered species listed on one of the Convention 

on International Trade in Endangered Species of Wild Fauna and Floura (CITES) Appendixes or the federal 

threatened or endangered species list. Please see www.cites.org.
 

• The buyer and the seller are nonprofit zoological societies [private charitable, scientific, or 

educational (501)(c)(3) entities or government agencies].
 

Donations 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to an organization operated for the educational, scientific, or literary 
purposes, including nonprofit museums, art galleries, libraries, and performing arts groups are not subject to use tax. 

Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the organization and the organization must 
charge sales tax when they sell it. 

Generally, donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is 
not an exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regard
less of the person donating, buying, or using them. 

Leases of artwork 
Effective January 1, 2007, Revenue and Taxation Code 6365 expands the exemption for original works of art to 
include those leased from one nonprofit organization to another nonprofit organization for 35 years or more. The 
exemption includes public art leased by the state or any local government from another entity for display in public 
places. The definition of a work of art now includes a costume, dress, clothing, or personal adornment. A permanent 
collection, as it applies to leases of original works of art, means a collection with a lease term of 35 years or more. 
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NONPROFIT VETERANS’  ORGANIZATIONS
  

This section describes specific exemptions that apply to nonprofit veterans’ organizations. If your organization sells food 
or meals, be sure to also read, Food and Meals. 

Permit and tax requirements (in general) 
Permit requirements 
Nonprofit veterans’ organizations that make sales of merchandise or goods generally must hold a seller’s permit. 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Except for transactions where you are considered the consumer of purchases (for example: purchases that will 
be resold) but qualify as exempt sales as described in this section, your organization’s sales of merchandise are 
generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. When you buy merchandise to resell as a retailer in a taxable sale, you can do so without 
paying tax to your vendor by issuing a resale certificate (see Using a resale certificate). If you buy merchandise you 
will consume rather than sell, you may be required to pay sales tax to your supplier. 

Sales of flags and symbolic pins 
Nonprofit veterans’ organizations are considered the consumers of American flags they sell when the profits from 
the sales are used exclusively to advance the organization’s purpose. As explained in Introduction: Sales and Use 
Tax Basics for Various Types of Nonprofit Organizations, and Collecting and Paying Tax, when your organization is 
a consumer, your sales are not taxable. However, tax does apply to your purchase of the flags or materials used to 
make them. 

For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations. 

Sales or use tax does not apply to a veterans’ organization’s sale or purchase of “Buddy Poppies,” and similar 
symbolic, temporary lapel pins when both of the following conditions are met: 

• The pins are sold or purchased by the Veterans of Foreign Wars or other specified organizations described in 
Revenue and Taxation Code section 6360.1. 

• The pins memorialize U.S. military veterans killed in foreign wars. 

Meals served by nonprofit veterans’ organizations 
Meal exemption 
Tax does not apply to your nonprofit veterans’ organization’s sales of meals and food products when all of the 
following conditions are met: 

•  You sell the food or meals at a social or other gathering you conduct. 

•  You furnish the meals or food to raise funds for your organization’s functions and activities. 

•  You use the proceeds to carry out those functions and activities. 

Please Note: Sales of carbonated and alcoholic beverages are exempt from sales tax as described above only when 
included in the price of a meal. Even though your sales of carbonated and alcoholic beverages may be exempt from 
sales tax, if you issue a resale certificate when purchasing these items, you will owe use tax on the purchase price 
if the carbonated or alcoholic beverage is included in the price of a meal. You must report the purchase price of 
the item under “Purchases Subject to Use Tax” on your sales and use tax return. Sales of carbonated and alcoholic 
 beverages for a separate price are taxable. 

For additional information on the sale of food and meals, see Food and Meals. 
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Loans of motor vehicles 
Loans by a retailer of motor vehicles to a veterans’ hospital or other nonprofit facility for use in teaching disabled 
veterans how to operate specially equipped vehicles are exempt from use tax. 

Veterans who qualify as an itinerant vendor 
Legislation has extended the sunset date for veterans that qualify as itinerant vendors until January 1, 2022. 
Veterans who sell goods from temporary locations may be considered a “qualified itinerant vendor.” Qualified 
itinerant vendors are the consumer and not the retailer of tangible personal property owned and sold by the 
qualified itinerant vendor under specified conditions. When you are considered the consumer of tangible personal 
property that you sell, it means that sales to you are retail sales for which either the sales or use tax applies. Resale 
certificates may not be issued by you, the consumer, when making purchases. Since businesses generally owe tax 
on sales made to consumers, a qualified itinerant vendor should expect to pay an amount as “tax” when purchas
ing merchandise from their suppliers. As a consumer, a qualified itinerant vendor is generally not required to hold a 
seller’s permit. 

A person is a “qualified itinerant vendor” when all of the following apply: 

• The person was a member of the Armed Forces of the United States, who received an honorable discharge or a 
release from active duty under honorable conditions. 

• The person is unable to obtain a livelihood by manual labor due to a service-connected disability. 

• For the purposes of selling tangible personal property, the person is a sole proprietor with no employees. 

• The person has no permanent place of business in this state. 

Please note: An itinerant vendor is not a consumer of alcoholic beverages or tangible personal property sold for 
more than $100. 

As a qualified itinerant vendor you are responsible for maintaining documentation to establish you meet all of the 
criteria noted above. 

For the purpose of this exemption, a “permanent place of business” means any building or other permanently 
affixed structure, including a residence, used for the purpose of making sales, or taking orders and arranging 
property for shipment. 

A “permanent place of business” does not include any building or permanently affixed structure, including a 
residence, used for the storage of tangible personal property or the cleaning of equipment or other property used 
in connection with the manufacture or sale of tangible personal property. 

Persons who are generally considered to not have a permanent place of business may include: vendors who only 
sell from mobile food carts or beverage stands, lunch wagons, and vendors who only sell at swap meets or other 
special events. 

If you have any further questions regarding this topic, please visit our website at www.boe.ca.gov or call our 
Customer Service Center at 1-800-400-7115. 

Military welfare society thrift stores. 
Effective October 11, 2009 until January 1, 2024, tax does not apply to the sale of, and the storage, use, or other 
consumption in this state of, tangible personal property sold by a thrift store located on a military installation 
and operated by a designated entity that, in partnership with the United States Department of Defense, provides 
financial, educational, and other assistance to members of the Armed Forces of the United States, eligible  family 
members, and survivors that are in need. A “designated entity” means a military welfare society described in Section 
1033 of Chapter 53 of Part II of Subtitle A of Title 10 of the United States Code. 
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RELIGIOUS ORGANIZATIONS
 

As discussed in Sales and Use Tax Basics for Various Types of Nonprofit Organizations, there is no blanket sales or use 
tax exemption available for nonprofit religious organizations or churches, even when the organizations are exempt 
from income tax. This section discusses the special exemptions that do exist. You may also want to read Charitable 
Organizations That Relieve Poverty and Distress. 

Permit and tax requirements (in general) 
Permit requirements 
Unless all of your sales are exempt from tax, religious organizations and churches that make sales of goods 
or merchandise must hold a seller’s permit as described below and file sales and use tax returns. Please see 
Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and tax report
ing requirements. 

General tax requirements 
Unless your sales qualify as tax exempt under the meal exemption described in this section, your sales of merchan
dise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. 

Sales of items other than food 
Religious organizations’ sales and purchases of goods and merchandise other than food are generally taxable. If 
your religious organization holds or participates in fundraising events where you sell goods and merchandise, such 
as auctions, festivals, bazaars, firework stands, swap meets, or craft shows, your sales of nonfood items are generally 
taxable. Tax also applies when you sell from a church bookstore, from tables in your church at events, by Internet, or 
by mail order. 

Donations to religious organizations 
Donations vs sales 
You may receive donations at the same time you are selling merchandise. “True donations” are not taxable. A true 
donation is an amount someone gives you without expecting merchandise in return. 

Example: If one of your members donates $100 and receives a tote bag worth $5, this is generally not a sale. 
However, your purchase of the tote bags is subject to sales or use tax when you purchase it. If the tote bag 
were donated to your organization by another member, then no sales or use tax is due when the member 
donates the $100. 

If your members make donations and expect merchandise in return, then this is a sale. 

Example: Your religious nonprofit organization receives 100 knitted afghans donated by the local knitting 
guild. Afghans of this quality usually are sold for $75. Your organization decides to sell the afghans and use 
the proceeds to fund one of its community projects. You sell some of the afghans for $100 and toward the 
end of the sale you reduce the price to $50. In this example, the sales of the afghans are taxable regardless of 
the price you charge for them. You are making a sale of merchandise or goods, since the person purchasing 
the afghans is expecting merchandise or goods in exchange for the set price. If you purchase afghans to resell 
instead of receiving them as a donation, you may present your vendor with a resale certificate and purchase 
the afghans without tax. 
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Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to qualified religious organizations located in California are not subject 
to use tax. Qualified organizations1 are described in section 170(b)(1)(A) of the Internal Revenue Code. 

Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the religious organization and the religious 
organization charges sales tax when they sell it. 

Donations of gift cards, gift certificates, services, or cash donations are not subject to sales tax since there is not an 
exchange of merchandise or goods for a consideration. Gift cards, gift certificates, services, or cash donations are 
not considered taxable regardless of the person donating, buying, or using them. 

Example: Mr. Bob Smith sells fishing gear at his bait shop and provides guided fishing excursions. Mr. Smith 
donates a fishing pole, a fishing excursion, and a gift certificate to his church. Mr. Smith does not owe use tax 
on any of these items since the fishing pole came from his resale inventory and tax does not apply to services 
or gift certificates.2 

Example: Ms. Jane Jones works for a company that sells wholesale veterinary supplies. Her temple asks for 
donations of new or gently used children’s toys to put up for auction at a fundraising event. The company 
does not sell children’s toys. Ms. Jones purchases and donates fifty children’s toys on behalf of her company. 

Ms. Jones should pay sales tax when she purchases the children’s toys from the toy store. The temple should 
charge sales tax on the auction price of the toys for their fundraiser. 

Meals furnished or served by religious organizations 
Religious organizations are generally considered retailers of meals. Tax applies to your sales of food as described in 
Food and Meals. 

However, there is a specific exemption for meals served for fundraising purposes, described below. For purposes of 
the exemption, “religious organization” means an organization whose property is exempt from property taxation 
under article XIII, section 3, subdivision (f ) of the state Constitution. 

Tax-exempt sales of meals 
Tax does not apply to sales of meals and food by your religious organization when all of these conditions are met: 

• You sell the food at a social or other gathering you conduct. 

• You furnish the meals to raise funds for your organization’s functions and activities. 

• You use the proceeds to carry out those functions and activities. 

1 Includes religious organizations; charitable organizations such as Red Cross, Salvation Army, nonprofit schools 
and hospitals, medical assistance and research groups; organizations operated for educational, scientific, or literary 
purposes including nonprofit museums, art galleries, and performing arts groups; organizations operated for the 
protection of children or animals; fraternal lodges if the property is used for charitable purposes; and U.S., this state 
or political subdivisions thereof. 

2 Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the 
goods must be included in the taxable gross receipts of the bait shop. 
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The tax exemption applies regardless of who serves the meals. Your organization can serve the meal or have some
one else serve it. 

The person furnishing the meals, such as a restaurant or caterer, is selling the meals for resale to the religious 
organizations and the religious organizations may issue resale certificates to the person furnishing the meals and 
purchase the meals without tax. 

Note: It is important to note that sales of alcoholic or carbonated beverages sold for a separate price are subject to 
sales tax. If such beverages are included in the price of the meal (single price) and the sale meets the requirement of 
the exemption, the beverage is regarded as part of the exempt sale of the meal. 

Taxable sales of meals 
When your organization serves meals that do not qualify for the exemption described above, sales tax applies as 
described in Food and Meals. Examples of sales of meals that do not qualify for the exemption include: 

• Serving meals at an event where you serve meals but you do not make a profit on the proceeds (meals are free 
or sold at or below your cost). These sales do not qualify for the exemption because they are not for fundraising. 

• Selling meals at church retreats or church camps, or at year-round cafes that are open to the public. These sales 
do not qualify for the exemption because they do not occur at a social or other gathering, nor are the meals 
served for the specific purpose of raising revenue. 

In addition, the sale of “edible nonfood items” at an event where tax-exempt meals are served may be taxable. For 
example, tax would apply to your sales of alcoholic or carbonated beverages for a separate price. 

Purchases of meals 
Religious organizations are the retailers of meals even when the sale of the meal is tax-exempt. Your organization 
may purchase meals without paying sales tax from a restaurant, hotel, caterer, or other supplier by issuing that 
business a resale certificate at the time of purchase (see Using a resale certificate). You may use resale certificates to 
buy meals that you resell. 
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SOCIAL CLUBS AND FRATERNAL ORGANIZATIONS
 

“Social clubs” and “fraternal organizations” include any corporation, partnership, association or group acting as a unit, 
such as service clubs, lodges, and community, country, or athletic clubs. This section focuses on the limited sales tax 
exemption available to these organizations. You may also need to read Food and Meals, for information on food and 
meal sales that are not covered by that limited tax exemption. More information on sales of food and meals is found in 
publication 22, Dining and Beverage Industry. 

Permit and tax requirements (in general) 
Permit requirements 
Social clubs and fraternal organizations that make sales must hold a seller’s permit and file sales and use tax returns. 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Except for sales that qualify as tax exempt under the meal exemption described in this section, your sales of goods 
and merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a 
donation from an individual or a business. Organizations that sell nonfood items at fundraising events, such as 
auctions, festivals, firework stands, bazaars, swap meets, or craft shows are considered retailers and their sales are 
subject to sales tax. 

Sales of food and beverages 
Meals, food, and beverages furnished by social clubs or fraternal organizations 
Tax applies to your group’s sales of meals, food, and drinks in the same way it does to sales by other businesses 
unless both of the following conditions apply: 

• You sell meals, food, and beverages exclusively to your members. Items paid for by members but consumed by 
guests are considered sold to members. 

• You make these sales less than once a week. 

Example: Your fraternal organization sells meals and drinks only to your members at a monthly dinner. You 
make no other food or beverage sales. Tax would not apply to the proceeds from your monthly dinner sales. 
However, if nonmembers attend even one of your dinners and pay for their own food or drinks, all of your 
food and drink income from all dinners is taxable. The member must pay for the guest(s) meal for the exemp
tion to apply. 

Exception: Meals served to your members by a restaurant are generally taxable. See Food served by a 
restaurant. 

Food served by a caterer 
A caterer is a person in the business of serving meals, food, or drinks on premises owned or supplied by a customer, 
including premises leased by the customer from a person other than the caterer. 

Sales of meals to social clubs and fraternal organizations are sales for resale if the social club or fraternal organiza
tion is the retailer of the meal. You may issue the caterer a resale certificate and report the sales of meals on your 
sales and use tax return. Meals served by a caterer, where the social club or fraternal organization is the retailer, are 
subject to tax unless the criteria noted in the previous section are met. 

Food served by a restaurant 
Tax applies to a restaurant’s sales of meals to social or fraternal organizations in the same way it does to sales to 
any other customers. This is true regardless of the frequency of the meals or whether the meals are served to the 
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 organization’s members. However, if the meals are served at a location other than the restaurant, the restaurant is 
acting as a caterer and tax applies as explained in the previous section. 

Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items 
withdrawn from a seller’s inventory and donated to fraternal organizations are not subject to use tax if the donated 
items are to be used for charitable purposes and not for the benefit of the members. This exemption does not apply 
to social organizations unless they are an organization described in Section 170(b)(1)(A) of the Internal Revenue 
Code. 

Merchandise or goods donated by a donor who paid sales tax or use tax at the time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the fraternal organization and the fraternal 
organization must charge sales tax when they sell it. 

Donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is not an 
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of 
the person donating, buying, or using them. 
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SCHOOLS, PARENT-TEACHER ASSOCIATIONS, CHILDREN’S  
OR GANIZATIONS,  YOUTH ORGANIZATIONS, AND CHILDREN’S  
CLOTHING 

This section provides information on sales and use tax issues for schools, parent cooperative nursery schools, parent-
teacher associations, children’s organizations, and youth organizations. 

Permit and tax requirements (in general) 
Permit requirements 
The organizations described in this section are generally considered to be the consumers of items they sell rather 
than retailers. They generally are not required to hold California seller’s permits or pay tax on their sales. However, 
some of the organizations are consumers for certain types of sales and retailers for others. Retailers must hold a 
seller’s permit and file sales and use tax returns. Please see Registration Requirements, and Collecting and Paying 
Tax, for more information on seller’s permits and tax reporting requirements. 

Before you apply for a permit, please read the rest of this section to determine whether any part of your organiza
tion is considered a retailer or a consumer regarding the sales it makes. 

General tax requirements 
When you are the consumer of items you sell, you should pay tax to your supplier when you buy those items. You 
cannot legally buy the items for resale using a resale certificate. When you are a retailer, tax applies to your sales 
whether the items you sell are things that you buy, make, or receive as a donation from an individual or a business. 
You may buy items without paying tax by issuing a resale certificate providing you will resell the goods or merchan
dise in your normal sales activities (see Using a resale certificate). 

Schools 
Meal and food sales 
Tax does not apply to sales of meals or individual food products to school students when the sales are made by 
public or private schools, school districts, student organizations, parent-teacher associations, or any blind person 
operating a restaurant, vending machine, or vending stand in an educational institution. To qualify for the tax 
exemption, meals must be served to students at a time regularly set aside for meals, not at recess or breaks. 

The following food sales at schools are taxable: 

• Sales of edible nonfood products—such as carbonated beverages—unless the products are sold as part of a 
meal. 

• Sales of food to students and nonstudents in a place where admission is charged—such as an athletic event— 
even when the event is held at a school. 

• Sales of meals and food products to nonstudents. 

Sales made by caterers are subject to tax unless: 

• The premises used by the caterer to serve the lunches to the students are used by the school for other purposes 
such as sporting events and other activities during the remainder of the day; 

• The fixtures and equipment used by the caterer are owned and maintained by the school; and 

• The students purchasing the meals cannot distinguish the caterer from the employees of the school. 

Yearbooks and catalogs distributed to students 
A public or private school, school district, student organization, or county office of education is considered the con
sumer of yearbooks and catalogs it sells. The yearbooks or catalogs must be prepared for or by the school, district, 
or organization and distributed to students. There is no restriction on how the profits may be used. 
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Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to a nonprofit school are not subject to use tax. 

Merchandise or goods donated by a donor who paid sales tax or use tax at time of purchase does not qualify for this 
exemption. This is true even if the donated items are resold by the organization and the organization must charge 
sales tax when they sell it. 

Donations of gift cards, gift certificates, checks, cash or services are not subject to sales tax since there is not an 
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of 
the person donating, buying, or using them. 

Loans to schools 
Certain loans by retailers are exempt from use tax, including: 

• Loans of items to a school district for a district educational program. 

• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial 
secondary schools. The driver training program must be approved by the State Department of Education as a 
regularly conducted course of study. 

• Loans of motor vehicles to the California State University or the University of California for exclusive use in an 
approved driver education program conducted by the university. 

Donations of children’s new clothing 
Effective January 1, 2008, through December 31, 2013, if your charitable nonprofit organization distributes new 
clothing to individuals under 18 years of age at no charge, to assist those in financial need, you are not required to 
pay sales tax or use tax on the purchase or use of the clothing. To qualify for this exemption, your organization must 
be organized for charitable purposes and exempt from state income tax under Revenue and Taxation Code section 
23701d or 23701f. Nonprofit organizations are no longer required to be engaged in relieving poverty or distress to 
qualify for this exemption. 

Prior to January 1, 2008, if your charitable nonprofit organization distributed new clothing to elementary school 
children at no charge, to assist those in financial need, you were not required to pay sales tax or use tax on the 
purchase or use of the clothing. To qualify for the exemption, your organization must be organized for charitable 
purposes, engaged in relieving poverty or distress, and exempt from state income tax under Revenue and Taxation 
Code section 23701d. 

Parent cooperative nursery schools 
Nonprofit parent cooperative nursery school associations are considered consumers of property they sell, provided 
the resulting profits are used exclusively to advance the organization’s purpose. 

Nonprofit parent-teacher associations 
Nonprofit Parent-Teacher Associations (PTAs) chartered by the California Congress of PTAs, incorporated and 
equivalent organizations authorized by school authorities to perform the same type of service for public or private 
schools are considered to be consumers of products they sell. The profits from the sale must be used exclusively to 
further the organization’s purpose. 

Important: Connection with a school does not automatically make a group equivalent to a chartered PTA. To be 
considered equivalent, your group must meet all of the following conditions: 

• It is a nonprofit organization that includes parents. 

• The group’s objectives include enhancing the welfare of all of the students in the school and developing better 
communication between parents and school authorities. (Groups such as athletic booster clubs, whose efforts 

NONPROFIT ORGANIZATIONS | NOVEMBER 2013 20 

http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml


        

 

 

 

 

 

  

 

 

 

 

 

are directed toward a select group of students rather than all students, are not considered PTA-equivalent 
organizations.) 

• The group is authorized to operate in the school by the school’s governing authority. 

• The profits from the group’s sales are used exclusively to advance the group’s purpose. 

If your group meets these qualifications or is a chartered PTA, you are the consumer of products you sell provided 
your group uses the profits from the sales only to advance your organization’s purpose. Your organization is 
generally not required to hold a California seller’s permit or file sales and use tax returns. 

Although your organization’s sales may not be taxable, your purchases generally are taxable and you cannot issue 
resale certificates to buy merchandise tax-free. Since businesses that sell to your organization generally must pay 
tax on their sales to your organization, you can expect to pay an amount for tax when you buy merchandise unless 
the sale qualifies for a specific exemption or exclusion. If you work with a fundraiser company or similar supplier, 
different regulations may apply—please see Sales That Involve Fundraiser Companies. 

Nonprofit youth organizations 
Retailers 
Youth groups that sell merchandise such as t-shirts, wrapping paper, mugs, and so forth are generally retailers of 
those products. Sales of these items are taxable and your group must obtain a seller’s permit and file sales and use 
tax returns. Please see Registration Requirements, and Collecting and Paying Tax. Your group may need a perma
nent seller’s permit. 

Consumers 

Qualifying requirements 
Specific types of nonprofit youth organizations may qualify as consumers in certain situations. To qualify as a 
consumer, your group must be one of the following: 

• A nonprofit organization that qualifies for tax-exempt status under Internal Revenue Code section 501(c). Your 
primary purpose must be to provide a supervised program of competitive sports for youth or to promote good 
youth citizenship. The group must not discriminate on the basis of race, sex, nationality, or religion. 

• A youth group or club sponsored by or affiliated with a “qualified educational institution.” This includes, but is 
not limited to, student activity groups such as debating teams, swimming teams, bands, and choirs. Most public 
and private schools are qualified educational institutions. Qualified educational institutions do not include 
schools that discriminate on the basis of race, sex, nationality, or religion. Youth organizations affiliated with 
them do not qualify for the tax exemption. 

If your youth group does not meet the requirements listed above, it is generally considered the retailer of products 
it sells and may need a seller’s permit. Please see, Registration Requirements. 

Qualifying sales 
If your group qualifies as described above, you are a consumer when you do all of the following: 

• Sell food products or nonalcoholic beverages, or items made by members of your organization. 

• Make sales on an irregular or intermittent basis. Sales made in storefront or mobile retail outlets that normally 
require local business licenses do not qualify as intermittent or irregular sales. 

• Use the profits from your sale only to advance your organization’s purpose. 

As a consumer, you do not owe tax on your sales, however, your purchases are generally taxable and you cannot issue  
resale certificates to your suppliers (see Taxable purchases). Since your suppliers will generally owe tax when they sell  
you merchandise, you can expect them to collect tax on your purchases. If you work with a fundraiser company or 
similar supplier, different regulations may apply—please see Sales That Involve Fundraiser Companies for details. 

For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations. 

NOVEMBER 2013 | NONPROFIT ORGANIZATIONS 21 

www.boe.ca.gov/lawguides/business/current/btlg/vol1/sutr/1597.html


       

 

 

 

ORGANIZATIONS  THAT PROVIDE HUMAN SERVICES AND   
GOODS RELATED  TO MEDICAL OR HEALTH INFORMATION,   
DISABILITIES, HIV/AIDS, NUTRITION, AND HOMELESSNESS 

This section focuses on the limited tax exemptions available to certain organizations that provide community health 
and human services. If your organization’s sales are not covered by those specific exemptions, be sure to read the other 
sections of this publication that may apply to you. 

Permit and tax requirements (in general) 
Permit requirements 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Unless they qualify as tax exempt under the exemptions described in this section, your sales of merchandise 
are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. Organizations that sell nonfood items at fundraising events, such as auctions, festivals, fire
work stands, bazaars, swap meets, or craft shows are considered retailers and sales tax is due on their sales. Please 
see Collecting and Paying Tax, for more information on tax reporting requirements. 

Medical health information literature or health and safety materials 
Qualifying organizations 
If your charitable organization’s local office distributes medical health information literature, you are not required to 
pay use tax on the purchase, storage, or other use of that literature, provided you meet all of these conditions: 

•  You purchase the literature from your organization’s national or branch office. 

•  Your organization is formed and operated for charitable purposes. 

•  Your organization qualifies for the welfare exemption from property taxation under Revenue and Taxation Code 
section 214.  

This exemption also applies to your purchase, storage, or distribution of health and safety educational materials 
you routinely sell in connection with health and safety and first aid classes. To qualify for the exemption on materi
als you sell, your national organization must routinely distribute health and safety information and meet all the 
conditions listed above. However, your other sales of medical health information or health and safety materials are 
generally taxable. 



Example: You operate the local office of a national, nonprofit charitable organization that distributes health 
and safety materials to the public. As part of your activities, you conduct CPR classes. You purchase textbooks 
from your national or branch office and provide them to CPR students. Your textbook purchases would not be 
taxable. However, if you also sell health booklets you purchase from other sources, your sales of those book
lets would be taxable. 



Medical identification tags 
People wear medical identification tags to alert others that they have a medical disability or allergic reaction to 
certain treatments. A nonprofit organization’s sale, storage, or other use of those tags is exempt from sales and use 
tax provided the organization is exempt from state income taxes under Revenue and Taxation Code section 23701. 

NONPROFIT ORGANIZATIONS | NOVEMBER 2013 22 

http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml


        

 

 

 

 

 

 

 

 

 

 

 

 
 

Thrift stores benefiting individuals with HIV or AIDS 
Legislation has extended the sunset date until January 1, 2019, for the sales tax exemption for thrift stores, the 
proceeds of which benefit individuals with HIV or AIDS. Therefore, through December 31, 2018, tax does not apply 
to certain thrift stores’ sales of used clothing, household items, or other retail merchandise. A nonprofit organiza
tion must operate the thrift store to raise funds that will be used to provide medical, hospice, or social services for 
individuals chronically ill with HIV or AIDS. 



The organization operating the thrift store must: 

•  Spend at least 75 percent of the store’s net revenues providing the medical, hospice, or social services described 
above, and  

•  Be exempt from state income tax under section 23701d of the Revenue and Taxation Code. 

If you believe that your organization’s sales qualify for this tax exemption, you may ask us to review your eligibility. If 
you qualify, we’ll provide your organization with a verification letter. Please send your request to: 

Compliance Program Analysis Section, MIC: 02
  
Board of Equalization
  
PO Box 942879
  
Sacramento, CA 94279-0002
 

Please provide the following information with your request: 

• A letter signed by an officer of your organization describing the organization’s activities and certifying that it 
meets the requirements for the exemption described above. 

• A letter from the California Franchise Tax Board verifying your organization’s exempt status under Revenue and 
Taxation Code section 23701d. 

• A list of the types of merchandise your organization will sell. 

Organizations providing services to people with developmental disabilities or children with 
severe emotional disturbances 
Under certain circumstances, organizations whose primary purpose is to provide services to individuals with 
developmental disabilities or children with severe emotional disturbances are considered consumers of items they 
sell. The organization must: 

• Be tax-exempt under Internal Revenue Code section 501(c)(3). 

• Not discriminate on the basis of race, sex, nationality, or religion. 

In addition, all of the following conditions must be met: 

• The items sold are handcrafted or artistic and designed, created, or made by individuals with developmental 
disabilities or children with severe emotional disturbances. Those individuals must be members of your organi
zation or receive services from it. 

• Each item sells for $20 or less. 

• Your organization makes sales on an irregular or intermittent basis. 

• You use the profits from your sales exclusively to advance your organization’s purpose. 

Tax applies to your organization’s purchases of materials and supplies for use in making the items you sell. You 
cannot buy materials and supplies for resale using a resale certificate (see Using a resale certificate). 

Example: Your charitable, Internal Revenue Code section 501(c)(3) tax-exempt organization, provides 
educational services and skills training for adults with developmental disabilities. Each year, participants in 
your programs make holiday decorations you sell at an annual open house for $20 each. The profits are used 
to buy educational materials for your classes. Your organization’s sales are not taxable. 
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Organizations and institutions that serve meals or food 
Deliveries to the elderly and people with disabilities 
Tax does not apply to the sale or use of meals by a nonprofit volunteer home-delivery organization that delivers 
meals to homebound elderly people or people with disabilities. 

Meals or food served to low-income elderly people 
Sales tax does not apply to meals served to low-income elderly people by a nonprofit organization when both of 
the following conditions are met: 

• The meals or food are served at or below the organization’s cost. 

• The meals are provided under a state-financed or federally-financed program. 

Meals served to patients or residents of institutions 
Sales of meals and food products to residents or patients of certain institutions are exempt from sales tax. These 
facilities include: 

• Qualified health care facilities. 

• Qualified community care facilities. 

• Qualified residential care facilities for the elderly. 

• Qualified alcoholism recovery, drug recovery, or drug treatment facilities. 

• Any house or institution financed by state or federal programs that (1) serves as a principal residence exclu
sively for people age 62 or older, and (2) supplies room and board for a flat monthly rate. 

In addition, sales tax does not apply to those institutions’ purchases of food products, meals, and nonreusable items 
that become parts of meals or food products such as straws, paper napkins, and carbonated beverages. The meals 
or food products must be furnished or served to patients or residents. 

For more information on qualifying institutions, please see Regulation 1503, Hospitals and Other Medical Service 
Facilities, Institutions and Homes for the Care of Persons. 

Homeless shelters and related organizations 
Homeless shelter operators 
Nonprofit organizations operating homeless shelters may qualify for an exemption from sales and use tax. See 
Charitable Organizations That Relieve Poverty and Distress. 

Auctions to benefit homeless shelters 
Auction sales made to benefit a homeless shelter are exempt from tax when the auction is conducted by or 
affiliated with a nonprofit organization and all three conditions below are met: 

•  The funds raised in the auction are spent to benefit the homeless shelter and homeless people. 

•  The organization is exempt from state income tax under Revenue and Taxation Code section 23701d.  

•  The organization conducts only one such auction during any 12-month period. 
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SPECIFIC SALES ACTIVITIES
 

Food and Meals 
This section is a general guide for applying tax to sales of food and meals. It is not intended for organizations that are 
considered consumers of items they sell and is not a detailed explanation of all circumstances affecting food sales. Be sure 
to also read the portions of the prior sections that may apply to your specific kind of organization. If after reading this 
publication, you have questions regarding how to apply tax to the sale of food at your particular event, please call our 
Customer Service Center 1-800-400-7115. 

Food sales (in general) 
The sale of food can be tax-exempt or taxable, depending on: 

• The type of food, 

• The circumstances under which the food is sold, and 

• Who makes the sale. 

However, the source of the food does not affect how tax applies—the same rules apply whether the food is pur
chased, donated to you, or homemade. 

Special exemptions for the sale or use of meals and food products 
Some nonprofit organizations qualify for special exemptions from sales or use tax on meals and food products. For 
more information, see the sections referenced in the list below. 

Sales or use tax exemptions may be available for meals and/or food that are: 

• Served to low-income elderly people. See Organizations and institutions that serve meals or food. 

• Delivered to elderly people and people with disabilities. See Organizations and institutions that serve meals or 
food. 

• Sold at schools. See Schools. 

• Furnished or served by religious organizations. See Meals furnished or served by religious organizations. 

• Furnished by social clubs and fraternal organizations. See Sales of food and beverages. 

• Sold by nonprofit veterans’ organizations. See Meals served by nonprofit veterans’ organizations. 

• Served to patients or residents of “institutions.” See Organizations and institutions that serve meals or food. 

• Sold by nonprofit youth organizations. See Nonprofit youth organizations. 

If your organization’s food-related activity isn’t listed above, your sale of food or meals may be taxable. The next 
sec tion “Sales of food at fundraising events” discusses how tax generally applies to various event sales. If you have 
an ongoing food sales operation, such as a café or restaurant, please refer to publication 22, Dining and Beverage 
Industry. 

Sales of food at fundraising events 
The circumstances under which you sell food at fundraising events affect whether your sales are taxable. The chart 
below and the following sections describe certain general rules for those food sales. They will help you understand 
how to apply tax to common fundraising situations such as bake sales, fundraising dinners, and other events. Be 
sure to read the sections that apply to your nonprofit organization rather than rely on this table alone. 

General rules for applying sales tax to food sold at events 
Note: This table does not apply to nonprofit organizations covered by the exemptions listed previously in this 
section, to restaurant sales, or to vending machine sales (see Vending Machines). 
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Sales of food “to go” 

Type of food Is sale usually taxable? See 

Cold food (candy, 
snack food, pro
duce, etc.) 

No. Exception: Tax applies to the sale of cold food when 
it is part of a hot food combination package. 

Combination 
packages 

Cold beverages 
No. Exception: Tax applies to the sale of alcoholic, car
bonated beverages and cold beverages sold in hot food 
combination packages. 

Combination 
packages 

Hot prepared food 
Yes. Exception: Tax does not apply to sales of individual 
hot drinks or bakery goods sold for a separate price. 

Hot prepared 
foods 

Combination 
packages 

Yes. Application of tax depends on contents of package. 
Combination 
packages 

Sales of food for consumption on-site 

Type of sale, 
location 

Is sale usually taxable? See 

Food sold where 
admission is 
charged 

Yes. Exception: Food sold in a form or size that buyers 
would not ordinarily eat on-site. For example, the sale of 
a whole pie. 

Sales of food 
for consump
tion on-site 

Food sold where 
dining facilities 
are provided 

Yes. Exception: Food sold in a form or size that buyers 
would not ordinarily eat on-site. For example, the sale of 
a whole pie. 

Where dining 
facilities are 
provided 

Meals served at 
fundraising events 

Yes. Meals served 
at fundrais
ing events 

Sales of food “to go” 
The information in this section does not apply to your organization’s sales of food in places where admission is 
charged or where “dining facilities” are provided for your customers. (Dining facilities include tables, chairs, benches, 
counters, plates and glasses, and so forth.) For information on those types of sales, see Sales of food for consump
tion on-site. 

Cold food products 
Sales of “cold food products” such as produce, candy, cold sandwiches, baked goods, ice cream, and snack foods 
are generally not taxable (for exceptions see “Combination packages”). However, certain vending machine sales 
of candy and other food products are partially taxable (see Vending Machines, for more information on vending 
machine sales). 

Cold beverages 
Sales of alcoholic beverages are taxable. Sales of carbonated beverages—including carbonated bottled water—are 
also taxable. “To go” sales of noncarbonated and noneffervescent bottled water and juice are not taxable (but see 
“Combination packages”). Special rules for hot beverages are discussed under Hot prepared foods, below. 

Hot prepared foods 
Sales of “hot prepared food products” are taxable. This includes food products, items, components, or beverages 
heated for sale and sold at any temperature higher than the air temperature of their sales location. Examples 
include hot pizza, hot nuts, hot barbecued chicken, hot sandwiches, and hot soup. Sales of food prepared to be 
served hot are taxable even if the food has cooled by the time it is served. 

NONPROFIT ORGANIZATIONS | NOVEMBER 2013 26 



        

 

 

 

 

 

 

 
 

 
 

Hot bakery goods, hot coffee, and other hot beverages are considered hot prepared food products. However, the 
sale of individual hot bakery items or drinks “to go” for a separate price is tax-exempt unless the items are sold 
through a vending machine for more than 15 cents or as part of a combination package (see below). 

Combination packages 
Combination packages are two or more items sold together for one price. The application of tax will vary depend
ing on the type of combination package sold. 

Contents of combination packages How tax applies 

A. A hot prepared food item or hot drink and 
any other food item. 

Examples: Hot coffee and a pastry; hot sandwich 
and a cold drink. 

Full price is taxable. 

B. All cold food Not taxable. 

C. Carbonated or alcoholic drink and at least 
one cold food item. 

Example: Cold sandwich, chips, a cookie, and a 
carbonated drink. 

The portion of the selling price that rep
resents the charge for the carbonated or 
alcoholic drink is taxable. 

Examples: 

A.	 Hot coffee and pastry sold together for $3.50. The full $3.50 price is taxable. 

B.	 Cold sandwich sold with a cookie and chips for $5.75. The sale is not taxable. 

C.	 Cold sandwich package in B. sold with a carbonated soft drink for $6.00, with the soft drink normally 
priced at $1.00. Tax applies to $1.00. 

Sales of food for consumption on-site 
Sales of food for consumption at certain events and locations are generally taxable, even if the sale of the same 
food product would be tax exempt when sold “to go.” This section explains how tax applies to the sale of food 
intended to be eaten on-site, but it is not a guide to restaurant sales. For information on restaurant sales, please see 
publication 22, Dining and Beverage Industry. 

Where admission is charged 
Sales of food, meals, or beverages are generally taxable when the food product is sold ready to eat within a place 
where admission is charged, such as a concert, a play, a football game, or a similar location. 

Example: If you sell juice and sandwiches at a dog show where spectators have paid $5 for admission, your 
food sales are taxable. 

However, sales of food products that would not ordinarily be eaten on the premises—such as jars of pickles, whole 
cakes or pies, or a canned ham—are not taxable. If you make sales of this type, be sure to keep good records that 
clearly indicate the type of products you sold (see Recordkeeping). 

Exceptions: Certain locations are not covered by this general rule: 

• National and state parks, marinas, campgrounds, and recreational vehicle parks. 

• Places where admission is based on membership dues or use of a student body card, and places where 
spectators are admitted free—such as bowling alleys and golf courses—are not considered to be places where 
admission is charged. 

• Meals served by religious organizations at a social event or other gathering when the purpose of serving or 
furnishing the meals is to obtain revenue for the functions of the organization and the proceeds are actually 
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used in carrying out such functions. A clear separation of charges must be made on the ticket if the admission 
covers a taxable event, such as wine tasting. 

Where dining facilities are provided 
Sales of food, meals or beverages are generally taxable when sold ready to eat at a location where your organiza
tion provides any of the following: 

• Tables, chairs, or counters for dining. 

• Trays, glasses, dishes, or other tableware for your customers’ use. 

Example: Your organization sells ice cream sundaes at a free community fair where tables and chairs are avail
able for use by your customers. Your sales are taxable. 

However, if you sell food products that would not ordinarily be eaten on-site— such as jars of jam, whole pies, 
or packages of cookie dough—those sales are not taxable. If you make sales of this type, be sure to keep good 
records that clearly indicate the type of products you sold (Recordkeeping). 

Special events involving food, meals, or refreshments 
Special considerations for ticket pricing 
Special events sponsored by your organization may include both taxable and nontaxable activities. Consequently, 
your organization should be especially careful when providing food, drinks, prizes, admission to entertainment, and 
so forth, for a single amount designated as a donation. Generally, if you charge a single donation for a fundraising 
event involving taxable sales, the entire ticket charge will be taxable unless you do both of the following: 

• List the taxable charges separately on the event tickets. 

• Keep separate records of taxable and nontaxable charges. 

Example: You hold a fundraising dinner, where the $75 ticket price includes dinner and drinks (that are tax
able—see below) and entertainment (that is not taxable). If your tickets list only one price, that full amount is 
taxable. However, if the tickets state “Ticket price includes $35 for dinner and drinks” and your event income 
records reflect this breakdown, tax would apply only to the $35 charge for dinner and drinks. 

Please Note: When your organization is not responsible for reporting and paying the tax for sales of meals at 
a fundraising dinner or other event (as explained in the next section) you do not need to separate charges in 
this manner. 

Amounts you receive from tickets sold, but not used, are not taxable. You should keep records that show the 
difference between any advance sales you make and the number of tickets actually turned in at your event. 

Meals served at fundraising events 

When your organization serves the meals 
Tax generally applies to charges for drinks, food, and meals included in the ticket price of fundraising dinners or 
special events. The business or organization that serves the meals at a fundraising event is responsible for reporting 
the taxable sales and paying the tax due. If your organization serves the meals at your event, you are liable for the 
tax. This is true whether the meals are furnished by members of your organization, purchased or donated to you. 
Tax is due based on the ticket price for the meal. As noted in the previous section, if the charge for the meal is not 
separately listed on the event ticket, the entire ticket price is taxable. 

When another business or organization serves the meals 
If your organization contracts with someone else to serve the meals at your event, you generally are not responsible 
for paying tax on your ticket sales. Instead, the business that serves the meals must report the sale of the meals and 
pay the tax due, based on the amount they charge you. 
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For example, your organization might contract with a restaurant or hotel to provide and serve meals for a certain 
price. The food server would be liable for the sales tax, based on the amount the server charged you for the meals. 

Example: Your organization holds a fundraising dinner at the ballroom of a hotel, with ticket prices of $100 
each that covers a meal, drinks, and entertainment. You contract with the hotel to provide and serve the meals 
and drinks for $25 per person. Since the hotel serves the meals, it must pay sales tax based on the amount it 
charges you for the meals and drinks ($25 each). Your organization does not owe tax on your ticket sales. 

Refreshments served at event but not mentioned on the event tickets 
If your tickets do not mention refreshments, and you serve only an insignificant amount of food or drink at your 
event, your ticket sales are not taxable. For example, if you hold a Meet-the-Candidates Night and serve only coffee 
and tea, tax would not apply to your income from ticket sales. 

It may be difficult to determine whether the amount of food you serve at an event would be considered insignifi
cant or whether it is a significant enough part of the event to become a taxable sale. If you have questions, you may 
want to write us and ask for written tax advice before you hold your event or, you can call our Customer Service 
Center for assistance at 1-800-400-7115. 

Purchases of supplies and nonfood products 
Tax applies to your purchases of items such as disposable plates, napkins, utensils, cups, and nonfood products such 
as carbonated or alcoholic beverages. However, if you intend to resell these items, you may purchase them tax-free 
by issuing a resale certificate to the seller when making your purchase (see Using a resale certificate). 

However, if you do not buy these items for resale and you pay tax to your supplier, you may be able to take a 
deduction on your sales and use tax return. The deduction would reduce the amount of your total taxable sales 
based on the cost of the tax-paid purchases. You must use the items for one of the taxable activities covered by the 
sales or ticket proceeds from your event. 

For example, your organization might pay sales tax to a vendor when it buys paper plates on which to serve tax
able meals at a fundraising breakfast. In that case, you could take a deduction for the cost of the tax-paid plates. You 
would take the deduction under “Tax-Paid Purchases Resold Prior to Use” on your sales and use tax return. You must 
claim the deduction on the same return on which you report the full, taxable gross receipts from the breakfast sales. 
Taking the deduction does not change the amount you report as total sales for the event. However, if the meals you 
provide are exempt from sales tax and you are considered the consumer of the meals and not the retailer, then you 
would owe tax on the cost of the supply items and not entitled to a tax-paid purchases resold deduction. 

Recordkeeping 
Whenever you sell food for fundraising, your records must indicate the type of food and the location of the sale. 
If you make tax-exempt sales of food “to go,” your records should state that you did not provide dining facilities 
for your customers or that you were selling products not suitable for consumption on site (see Sales of food for 
consumption on-site, and Where dining facilities are provided). 

If you claim a tax exemption for sales of food products in a form or size not suitable for consumption on site, your 
records should: 

• Indicate that the food products would ordinarily not be consumed on the premises, and 

• If applicable, separately list income for sales of these “to go” food items from income for your sales of food to 
be eaten on site. Make the separation in your sales records, cash register tapes, or a similar record that we can 
verify by audit. For example, you might sell pie slices and whole pies at a fair that charges admission. While you 
could use one cash box for all sales, you should retain sales receipts for all nontaxable whole pie sales. 

Your records must provide sufficient detail to back up your claim that any sales are tax exempt. 
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VENDING MACHINES
 

For information on vending machine sales at schools, see Schools. The information in this section supplements the 
organization-specific information found in the first section of this publication. If there is information in that section that 
applies to your specific type of organization, be sure to read that section first. 

Vending machine sales are generally taxable 
Sales tax generally applies to vending machine sales, including sales of toys, snack foods, hot food products and 
carbonated drinks. However, items considered food (including hot drinks “to go”) when sold in a vending machine 
are taxed at 33 percent of their selling price. Also, some organizations are consumers for all of their vending 
machine sales, while other organizations are consumers for only some of their vending machine sales. 

Operator owes the tax 
The operator of the vending machine is responsible to report and pay the tax. If your nonprofit organization stocks 
the machine and collects the money from it, you are the operator and responsible for the sales tax. If an outside 
company stocks the machine and collects the money, then pays you a portion of the profits, that company must 
report and pay the tax due. 

Some organizations are consumers 
Certain nonprofit organizations are considered to be the consumers of all products they sell through vending 
machines, regardless of price. If you are a consumer of nonfood products sold through the vending machine, tax 
applies to your purchases of those items, but not to your sales. The organizations include: 

• Nonprofit parent-teacher associations and equivalent organizations. 

• Nonprofit organizations commonly called Friends of the Library and equivalent organizations. 

• Nonprofit parent cooperative nursery schools. 

For more information on these organizations, see Nonprofit organizations assisting museums: rummage sales, and 
Schools, Parent-Teacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing. 

In addition, nonprofit, educational, or charitable organizations other than those listed above are considered 
consumers of the following items they sell in a vending machine: 

• Items sold for 15 cents or less. 

• Unsorted cold food products (other than beverages), sold in bulk and priced at 25 cents or less, such as loose 
candies. 

More information 
Please see Regulation 1574, Vending Machine Operators or publication 118, Sales of Food in Vending Machines. 

For information on seller’s permits and tax reporting requirements, please see Registration Requirements, and 
Collecting and Paying Tax. 
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NEWSPAPERS AND PERIODICALS
  

Nonprofit organizations commonly distribute newspapers, newsletters, and periodicals to the public and their members, 
and they may sell periodicals, too. This section provides general information on the application of sales and use tax to 
these kinds of publications. Please remember that this section addresses the general tax rules that apply. If there is a 
section that applies to your specific type of organization, be sure to read that section first. 

What is a newspaper or periodical? 
For sales and use tax purposes, a publication qualifies as a newspaper or periodical if you publish different issues 
at least four times a year. Books, annual reports, journals, special reports, and other publications that are published 
less than four times a year do not qualify for the special tax exemptions discussed in this section. The sale of those 
publications is taxable unless your organization qualifies for the special exemptions described earlier in this 
publication. 

Specific exemptions from tax 
Types of exemption (in general) 
An organization’s sale of newspapers and periodicals (including newsletters) is generally taxable. However, tax 
does not apply to the sale or use of these publications under the specific conditions explained in this section. The 
exemptions apply to: 

• Publications distributed at no charge (explained below). 

• Certain periodicals sold by subscription (see Periodicals sold by subscription). 

• Periodicals published by 501(c)(3) nonprofit organizations only for their members or without commercial 

advertising (see Periodicals published by nonprofit 501(c)(3) organizations).
 

• Periodicals published by other nonprofit organizations for their members (see Periodicals published by other 
nonpr ofit organizations for their members). 

Important: Be sure to read the next sections for the specific requirements for each exemption. 

Your periodical may fully or partially qualify for one of the exemptions listed above. 

Sale of component parts to periodical publishers 
Tax does not apply to the sale of component parts or ingredients of any periodical that will be sold. In addition, tax 
does not apply to the sale of component parts or ingredients of certain periodicals that will be given away. 

Component parts are the materials that become a physical part of the periodical, such as ink, paper, and bind
ing. Fliers, circulars, handbills, and similar items that are inserted in or attached to a qualifying publication are also 
considered component parts. Businesses that make nontaxable sales of component parts to periodical publishers 
should obtain an exemption certificate from the publisher (see Specific exemptions from tax). 

Publications distributed without charge 
Sales tax does not apply when you distribute periodicals (or any other publication) without charge. In addition, pur
chases of component parts for periodicals you distribute without charge are not taxable, provided the publications: 

• Are regularly published, and 

• Average at least four issues a year. 

If you distribute a publication that qualifies for this exemption, your supplier or printer should not charge you tax 
for component parts when you provide the supplier or printer with an exemption certificate (see Specific exemp
tions from tax). 
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What does “without charge” mean? 
Distributing a publication to people or businesses without asking for anything of value in exchange is clearly a 
distribution without charge. Other cases may not be as clear-cut. For your publication to be considered distributed 
without charge, you: 

• May distribute the publication on a voluntary pay basis, meaning that while you request payment, you will give 
the publication away for free. 

• Must not distribute the publication to recipients in consideration of their membership dues or fees. 

Periodicals sold by subscription 
The sale or use of a newspaper or other periodical by subscription is not taxable if both of the conditions listed 
below apply. The periodical must be: 

• Published from four to 60 times a year 

• Delivered by mail or common carrier 

If your periodical qualifies for this exemption, you do not owe sales tax on your subscription charges. In addition, 
you can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You 
will need to give the printer or supplier an exemption certificate (see Specific exemptions from tax). 

Periodicals published by nonprofit 501(c)(3) organizations 
If your organization qualifies for tax-exempt status under Internal Revenue Code section 501(c)(3), tax does not 
apply to the sale or use of a newspaper or other periodical you distribute or to its component parts if either of the 
following conditions apply: 

• You distribute issues of the publication to your organization’s members in consideration, in whole or part, of 
their membership dues. 

• The publication does not generate revenue from or accept commercial advertising. 

To qualify for the tax exemption, you must regularly publish the newspaper or periodical at average intervals of 
three months or less. 

Newspapers and periodicals distributed by government entities established and administered for the purposes 
provided in Internal Revenue Code section 501(c)(3) may also qualify for this tax exemption. 

If your periodical qualifies for this exemption, you do not owe sales tax on the portion of any dues you receive that 
go toward the newsletter or income from the sale of publications that do not contain advertising. In addition, you 
can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You will 
need to give the supplier or printer an exemption certificate (see Specific exemptions from tax). 

Periodicals published by other nonprofit organizations for their members 
If your tax-exempt nonprofit organization’s publications or newsletters don’t qualify for one of the other tax 
exemptions already discussed in this section, another tax exemption may apply. Tax does not apply to your use or 
distribution of a publication if both of the following conditions are met: 

• The publication is distributed to your organization’s members in whole or in part, in consideration of their 

membership dues. 


• The cost for printing the publication is less than ten percent of the membership fee for the period in which the 
publication is distributed (please see “Calculating your printing costs). 

Example: Your organization, an Internal Revenue Code 501(c)(4) nonprofit group, prints and distributes a 
monthly newsletter for its members. They receive the newsletter in consideration of their $25 annual member
ship dues. If the printing cost of the newsletter is less than 20.8 cents per issue ($25 annual membership fee 
divided by 12 months x 10 percent = $0.208 or 20.8 cents), the publication and its component materials would 
be exempt from tax. 
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Common publication situations for nonprofit organizations 
You can use the table below to determine how tax may apply to your 501(c)(3) organization’s newspapers, news
letters, and periodicals. Please note that the table assumes that your periodical is published at average intervals of 
three months or less. 

Distributed to For a charge or free? Subject to tax? 

Periodical without advertising revenue or commercial ads 

Any recipient Either No 

Periodical with advertising revenue or commercial ads 

Members of your 
organization only 

Charge included in 
membership dues 

No 

Members: Charge included in 
membership dues No 

Both members and 
nonmembers 

Nonmembers: 

Free 

For a 
charge 

No 

Sales to nonmembers are tax
able unless they qualify for 
the subscription sales exemp
tion (see Periodicals sold by 
subscription) 

Nonmembers only 
For a charge 

Yes, unless distributions qualify 
for the subscription sales exemp
tion (see Periodicals sold by 
subscription) 

Free No 

Calculating your printing costs 
To determine your printing costs, you must include the cost of materials that become physical components of the 
publication—ink and paper, for example— and the cost of printing labor. Printing labor includes printing, collating, 
folding, binding, and other finishing work. It does not include prepress work such as camera work, plate prepara
tion, film or plate output, typography, layout, and electronic file preparation. If you claim this exemption, you must 
obtain and keep documentation from your printer that shows the cost for the allowable charges separate from 
other charges. 

If your organization does its own printing, you must include fringe benefits and payroll taxes in your labor cost. In 
addition to costs for component materials, you must also include any other costs you incur for the actual printing of 
the newspaper or periodical. 

Using exemption certificates 
If your publication qualifies for one of the exemptions described in this section, you should issue an exemption 
certificate to your supplier or printer when you purchase component materials or have the publication printed. The 
document should certify that your publication is not subject to sales or use tax. This allows your supplier or printer 
to charge you for materials or printing without charging tax. Sample certificates can be found in Regulation 1590, 
Newspapers and Periodicals. 
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SALES  THAT INVOLVE FUNDRAISER COMPANIES
  

Nonprofit organizations and volunteer groups often contract with fundraiser companies to help them raise money. 
Whether your organization is responsible to report and pay sales tax depends on how the sales are handled. 

Organization as a “sales agent,” permit not required 
Generally, your organization’s members or representatives are considered agents of a fundraiser company 
when they solicit orders, collect payments, and distribute merchandise for the company. In that situation, your 
organization is not required to obtain a seller’s permit for those activities. The fundraiser company is responsible for 
reporting the sales and paying any tax due, based on the retail selling price of the merchandise. 

Please Note: Special tax exemptions that apply to an organization’s sales generally do not extend to sales the 
organization makes as the agent of a fundraiser company. The fundraiser company is responsible for the tax due on 
those sales. 

Organization as a retailer, must obtain seller’s permit 
When working with a fundraiser company, your organization is considered to be a retailer when it buys and sells 
items for its own account. You must obtain a seller’s permit and pay any tax due if your organization does all of the 
following: 

• Executes a contract with the supplier clearly stating that your organization will purchase and resell 

merchandise. 


• Solicits orders from the public in its own name. 

• Collects the sales price from customers in its own name. 

• Is responsible for and pays the supplier for the merchandise or receives merchandise the supplier indicates it is 
donating. 

Exceptions 
Your organization is generally not responsible to obtain a seller’s permit and report tax if the following apply: 

• The organization is a qualifying PTA, Friends of the Library group, nonprofit parent cooperative nursery school, 
or qualified youth organization (under certain circumstances), as described in Cultural Organizations: Museums, 
Government Art Programs, Library Support Organizations, and Zoological Societies, and Schools, Parent-
Teacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing. 

• The profits from the sales are used exclusively in furtherance of the organization. 

We consider the fundraiser company or supplier to be the retailer of the products you sell. In this case, the c ompany 
or supplier is responsible for the tax, but they may charge you for tax reimbursement. Such companies often 
include multilevel marketing companies that solicit sales through a network of representatives, such as Avon and 
Tupperware. 

For more information 
If you’re not sure who is responsible for reporting and paying tax on sales you arrange with a fundraiser company, 
please call our Customer Service Center for assistance at 1-800-400-7115. 
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Promotional items sold to members 
Until January 1, 2015, a qualifying nonprofit organization is a consumer of certain promotional items sold to its 
members, if the following requirements are met: 

• The promotional item bears a logo or other identifying mark of the organization and is a promotional item 
or other item commonly associated with use by a member to demonstrate the member’s association with, or 
membership in, the organization. 

• The cost to the member of the organization for the acquisition of the promotional item is not more than the 
cost to the nonprofit organization to obtain and transfer to the member the promotional item, including any 
applicable sales or use tax paid by the nonprofit organization. 

• Reasonable steps must be taken by the organization to ensure that no member is allowed to acquire more than 
30 identical promotional items or to resell the items to another person. 

• The promotional items are not distributed for purposes of organized political campaigning or issue advocacy. 
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GENERAL OBLIGATIONS OF SELLERS AND PURCHASERS
 

Registration Requirements 
As noted in the introduction to this publication, nonprofit organizations generally need seller’s permits if they make sales 
in California. This section describes general permit requirements and the two types of permits available. 

Obtaining a seller’s permit 
In general 
As noted in Introduction: Sales and Use Tax Basics for Various Types of Nonprofit Organizations, you generally 
need a seller’s permit if you make sales of merchandise or goods in California. It is your responsibility to apply for 
a permit, report your sales, file returns, and pay any tax due. Whether you need a regular or temporary permit 
depends on the frequency of your sales activities (see “Temporary permits . . . ,” below). 

There is no fee for a seller’s permit. However, we may require a security deposit to cover any unpaid taxes your 
organization might owe if it stops operating. The amount of the security, if any, will be determined when you apply 
for the seller’s permit, based on your anticipated sales. 

Certain types of organizations are not ordinarily required to hold a seller’s permit. For more information, please see 
the organization-specific information included in this publication. 

Temporary permits vs. regular permits 
If your nonprofit organization holds less than three fundraising events with taxable sales each year, you may apply 
for a temporary seller’s permit for each event. 

If your organization conducts three or more fundraising sales events each year, or if your taxable sales activities 
occur continuously, you should apply for a regular seller’s permit. 

Even when you are eligible to obtain a temporary permit, you may find it easier to hold a regular permit. It keeps 
you from having to remember to apply for a temporary permit before each event. You may also find it easier to have 
a regular permit if you hold annual fundraising events. 

Applying for a permit 
You can apply online for a permit or license using eRegistration (eReg) available on our website at 
www.boe.ca.gov. eReg is also available in our field offices. Please contact our Customer Service Center for assistance 
at 1-800-400-7115. 

If you have held a fundraising sales event before you apply for a permit, you should register with us immediately. 
Our eReg system will enable you to apply for a permit, file the required return the next business day after the permit 
is issued, and generally pay any tax due before any penalty and interest are due. 
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COLLECTING AND PAYING  TAX
  

This section provides general information on charging your customers amounts for tax, using resale certificates, paying 
tax on purchases, filing sales and use tax returns, and keeping records. 

Taxable sales 
Taxable amounts 
In general, the amount you receive in exchange for merchandise is taxable. This is true whether a person pays you 
by cash or another method, or offers you something in barter or trade. In general, the taxable amount is the price 
you set and receive for the item. However, in the case of auctions and silent auctions, the full amount you receive is 
taxable, regardless of the item’s value. 

Examples: You sell books after your church services for a price of $10 each, plus tax. You will owe tax based on 
the $10 price ($10 x tax rate = tax amount due). 

A member of your church comes by your table and gives you $50. She takes one $10 book and tells you to 
keep the entire $50. You will owe tax only on the $10 price of the book. The other $40 is a nontaxable dona
tion and you do not owe sales tax on it. 

You sell a copy of the same book in a silent auction for $50. You will owe tax on the entire $50 amount. 

Collecting tax from your customers 
You must pay the correct amount of sales tax due on your sales. You are not required to collect tax from your 
customers, but the law does allow you to reimburse yourself for the tax from your customer equal to the tax you will 
owe on each sale. Usually, sellers add this sales tax amount to the price of merchandise when they make the sale. 
If you choose to follow this practice, your receipts should clearly show the price of the item and the amount of tax 
you applied. 

However, to simplify your sales procedures, you may decide not to add tax to the price of each individual item as 
you sell it. Instead, you can include the tax in the sales price, provided you display a sign stating: “All prices of tax
able items include sales tax computed to the nearest mill.” 

When you include tax in the price of items you sell, you must remember to subtract the tax amount out on your 
sales tax return to avoid paying too much tax. There is a line for this on the return. 

Example: You sell boxes of decorative note cards at a fair booth. To save your volunteers from having to calcu
late the sales tax due and make change with coins, you charge an even $5 for the cards and let your customers 
know that tax is included in the price by posting the sign described above. 

Purchases for resale 
In general 
If you are a registered seller, you can make purchases for resale without paying an amount for tax to your supplier, 
as described below. Otherwise, your suppliers will collect sales tax on your purchases unless the transaction 
qualifies for a specific exemption or exclusion. In some cases, described under Taxable purchases, you may owe use 
tax on your purchases. 

Organizations that are consumers 
If your organization is considered a consumer, you cannot legally issue a resale certificate to make tax-free 
purchases. Your suppliers may collect tax reimbursement from you. See Taxable purchases, if you are purchasing 
items from an out-of-state vendor. 

You can calculate the tax that is included in the selling price by use of the following formula. Sales price = total price 
divided by 1+ tax rate: for example, $5.00 / 1.0825 = $4.62. Tax included = $5.00 – 4.62 = $.38. 
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Please note: A tax rate of 8.25 percent was used for illustration purposes, be sure to use the tax rate applicable to 
your sale and include any district taxes that apply. Please see publication 71, California City and County Sales and Use 
Tax Rates, for current tax rates. 

Making purchases for resale 
As a registered seller with a permit, you may make tax-free purchases of merchandise for your resale inventory by 
issuing a resale certificate to your supplier. You must intend to sell the item, either as-is or as a physical part of a 
product you make and sell. If you plan to use the item for any purpose other than demonstration or display while 
you hold it for sale, you should not buy it with a resale certificate. 

In addition, you should not use a resale certificate to buy an item if you are not sure whether you’ll use the item 
before you sell it. Your seller may require you to pay sales tax. If you end up selling the item before you use it, you 
can take a deduction on your sales and use tax return (for example, tax-paid purchase resold prior to use). 

Example: Your nonprofit organization sells books to your members and the general public. Since your sales 
aren’t covered by any special exemption, they’re taxable. You can use a resale certificate to buy books you will 
sell. However, if every year you order 25 special books to give to volunteers who work in your bookstore and 
other organization volunteers, you should not use a resale certificate to buy those 25 books since you will give 
them away rather than sell them. 

Using a resale certificate 
To make purchases for resale, you must provide your supplier a resale certificate. The resale certificate may be in any 
form, such as a note, letter, or memorandum. Regardless of form, it must contain all of the following information: 

• Your organization’s name and address. 

• Your seller’s permit number. 

• A description of the property you will purchase. 

• A statement that the described property is being purchased for resale (the certificate must contain words that 
state the property will be resold or is for resale). 

• The date of the document. 

• The signature of someone authorized to act for your organization. 

You can find a sample resale certificate on our website at www.boe.ca.gov. 

More information on using a resale certificate can be found in publication 73, Your California Seller’s Permit, and in 
publication 42, Resale Certificate Tips. 

Taxable purchases 
Your organization’s purchases may be subject to sales or use tax, as explained below. Use tax generally applies to 
purchases of items you will use, give away, store, or otherwise consume in California. The use tax rate for a given 
location is the same as the sales tax rate. The use tax does not apply to transactions subject to California sales tax. 

If you purchase an item with a resale certificate, but use it for a purpose other than resale or demonstration and 
display, you will owe use tax on the purchase price. You must report the purchase price of the item under “Purchases 
Subject to Use Tax” on your sales and use tax return. 

Tax also applies to purchases of supplies and equipment your organization will use rather than sell, such as book
keeping supplies, office equipment, display equipment, and so forth. You should not issue a resale certificate to 
purchase those items. 

If you purchase items like those described in the previous paragraph from an out-of-state, mail order, or Internet 
seller who does not collect California tax from you, you must pay use tax on your purchase. Be sure to report the 
purchase price of the items on your sales and use tax return under “Purchases Subject to Use Tax.” 
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For more information on purchases subject to use tax, please see Regulation 1685, Payment of Tax by Purchaser, 
publication 42, Resale Certificate Tips, and publication 110, California Use Tax Basics, or call our Customer Service 
Center at 1-800-400-7115. 

Filing sales and use tax returns 
If you have a temporary permit 
When we issue you a temporary seller’s permit, you will use a sales and use tax return to report the tax due from 
your fundraising event. The return and payment will be due on the last day of the month following the month in 
which you hold the event (for instance, a return for an event held in May would be due by June 30). Please be sure 
to comply with the deadline on the return. You may be charged penalty and interest if you do not file the return and 
payment on time. 

If you have a regular permit 
If we issue you a regular seller’s permit, you will be instructed to file your tax return on a monthly, quarterly, or 
annual reporting basis. (Your filing frequency is determined by your estimated taxable sales.) You must file your 
completed return and any tax you owe to our Sacramento Headquarters Office on or before the due date printed 
on the return. Or, you may file your return at one of our field offices. Generally, the due date is the last day of the 
month following the end of the reporting period. Please be sure to comply with the due date. You may be charged 
penalty and interest if you do not file the return and payment on time. 

The BOE offers efiling through BOE-file. This free electronic filing system enables taxpayers to use the Internet to file 
a California sales and use tax return or prepayment and make payment for amounts due. You can efile whenever it is 
most convenient for you, 24 hours a day—7 days a week. Several efile options are available to fit your needs includ
ing three convenient payment methods. Confirmation that your return was accepted by the BOE is immediate. Most 
sales and use tax accounts are eligible for efiling. For more information, visit the BOE’s website at www.boe.ca.gov. 

Reporting your sales and purchases 
You must report all of your sales on your sales and use tax return, not only your taxable sales. You will be able 
to take deductions on the return for sales that qualify for specific exemptions and exclusions, including those 
described in this publication. 

The instructions that come with your tax return explain how to complete the return and take the deductions that 
may apply in your case. Information on common deductions is also found in the Sales and Use Tax section of our 
website. 

You are also required to report your taxable purchases (purchases made without tax and used, stored or 
consumed—not resold) on your sales and use tax return. 

Recordkeeping 
In general 
Because you are required to report and pay the correct amount of tax on your sales and purchases, be sure to keep 
adequate records. Your records must show: 

• Gross receipts from all sales of physical products, including sales that you think aren’t taxable. 

• All deductions claimed on your sales and use tax returns. 

• The total purchase price of all items you purchased without tax, used, or gave away (supplies, equipment, fixed 
assets, and so forth), or leased to a person, organization, or business. 

You should keep separate records for each fundraising or sales event. They should show the total amount you 
received, clearly distinguishing between taxable and nontaxable sales. 
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Example: Your organization has a booth at a free community fair selling both t-shirts (taxable) and brownies 
(nontaxable, in this instance). You must itemize your sales records to clearly distinguish between proceeds 
from taxable sales of t-shirts and proceeds from nontaxable sales of brownies. 

If you use a simple cash box to track your sales at events, you may find it easier to account for your sales if you 
sell taxable and nontaxable items at separate booths. 

Our representatives may examine your books, papers, records, and other documents to verify the accuracy of 
any sales and use tax return you file. Whether or not you file returns, your records may be reviewed to deter-
mine if you owe tax. If you have not paid the correct amount of tax, you may be required to pay penalties and 
interest in addition to any tax you owe. 

How long should I keep my business records?
You should keep required records for at least four years unless we give you specific, written authorization to destroy 
them sooner. Exception: Records that cover reporting periods before January 1, 2003, may be covered by an 
extended statute of limitations if you did not participate in the 2005 tax amnesty program, or if fraud or intent to 
evade tax is discovered during an audit. You must keep those records for at least ten years. If you are being audited, 
you should retain all records that cover the audit period until the audit is complete, even if that means you keep 
them longer than four years. In addition, if you have a dispute with us about how much tax you owe, you should 
retain the related records until that dispute is resolved. For instance, if you appeal the results of an audit or another 
determination (billing), or you file a claim for refund, you should keep your records while that matter is pending.

For more information, please see Regulation 1698, Records, and publication 116, Sales and Use Tax Records.

Special requirements: operators of flea markets, swap meets, and similar events
If you conduct a flea market or swap meet where sellers rent or lease space under your control, you must obtain 
 certain information from those sellers and provide it to us. Our publication 111, Operators of Swap Meets, Flea 
Markets, and Special Events, describes your responsibilities, the information you must obtain from sellers, and the 
significant penalties that apply if you do not collect that information and provide it to us. 
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DONATIONS TO NONPROFITS AND RELIGIOUS ORGANIZATIONS

NONPROFIT ORGANIZATIONS    

Business Donations of Goods and Services
This section provides basic information for businesses on the sales and use tax consequences of donations made to non-
profit and religious organizations. 

Donations of merchandise and goods
Items withdrawn from business inventory 
In general, your business owes use tax when you remove items from your resale inventory and use them for a 
purpose other than to sell or for demonstration and display. However, you will not owe use tax if you donate those 
items to certain nonprofit or governmental organizations without first making any other use of the items. The 
organization must be operated for educational, scientific, or literary purposes, or is a religious or other organization 
described in Internal Revenue Code section 170(b)(1)(A).

The use tax exemption for donation includes, but is not limited to goods you donate to the following:

• Churches and religious organizations.

• Charitable organizations such as the Red Cross, Salvation Army, nonprofit schools and hospitals, and medical 
assistance and research groups.

• Nonprofit educational organizations and schools.

• Organizations operated for educational, scientific, or literary purposes including nonprofit museums, art 
galler ies, and performing arts groups.

• Organizations operated for the protection of children or animals.

• Fraternal lodges (if the donated item is used for charitable purposes).

• The United States, State of California, and political subdivisions of the state (counties, cities, and certain special 
districts). 

Example: ABC Tires withdraws eight new truck tires valued at $800 from its resale inventory and donates them 
to Home Meals Express, a charitable nonprofit senior meals organization. If ABC Tires had used the tires on 
its own trucks, it would owe use tax based on their $800 value. But since it donated the tires to a qualified non-
profit organization from its resale inventory, before any use by ABC Tires, it does not owe use tax.

Items purchased for donation
Your business’s purchase of items specifically for donation to a nonprofit, government, or religious organization is 
not eligible for any exemption from sales or use tax. You should pay an amount for tax to the seller rather than make 
the purchase with a resale certificate. 

Example: The owner of California Pets Unlimited, Ms. Jones, is asked to donate new or gently used children’s 
toys to her temple. Since Ms. Jones doesn’t sell children’s toys, she buys three stuffed animals from a toy store 
and donates them on behalf of her company. Ms. Jones may not buy the toys for resale since her intent is to 
donate them rather than sell them in her business. Her business is not eligible for any sales or use tax deduc-
tion or exemption related to the purchase and donation.
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For recipients: sales of donated goods
If your organization receives a donation of merchandise from a business, please note that tax usually applies if you 
sell the donated item. But tax would not apply if you qualify as a consumer or if your sale is otherwise tax exempt, 
as explained earlier in this publication.

Example: The Smalltown Friends of the Library receives a donation of 20 new books from Smalltown Books 
and Espresso. The group sells the books in its annual book sale and uses the profits to buy more books for the 
library. Because the organization qualifies as a consumer for sales tax purposes, it does not owe tax on the sale 
of the books (see Friends of the Library organizations).

Donations and sales of gift cards, gift certificates, and services
Your business may donate gift cards, gift certificates, or services to nonprofit and religious organizations. When no 
merchandise changes hands in the donation, the donation has no effect on your sales or use tax liability and the 
donation does not entitle you to any sales or use tax deduction. Similarly, when the recipient organization sells the 
items, the sale is not taxable.

Example: Joe’s Fishing Shop sells fly fishing gear and provides guided fishing trips. The owner donates a fly 
fishing rod, fishing trip, and gift certificate to a California nonprofit fish conservation organization for its 
annual fundraiser. The shop does not owe use tax on the fly fishing rod withdrawn from its inventory. The 
donation of the trip and gift certificate have no effect on the business’s sales and use tax liability. 

The fish conservation organization sells the entire package to a California buyer in an online auction. The organiza-
tion owes sales tax based on the fair market value of the fly rod. Its sale of the fishing trip and gift certificate are not 

3taxable since those items are not physical merchandise.

Loans for educational purposes 
Certain loans by retailers to schools are exempt from use tax, including: 

• Loans of items to a school district for a district educational program. 

• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial 
secondary schools. The driver training program must be approved by the State Department of Education as a 
regularly conducted course of study. 

• Loans of motor vehicles to the State Universities in California CSUS or the University of California for exclusive 
use in an approved driver education program conducted by the university. 

• Loans of motor vehicles used in teaching disabled veterans, including loans to a veterans’ hospital or other 
nonprofit facility for use in teaching disabled veterans how to operate specially equipped vehicles. 

The retailer may not make an earlier use of the loaned property other than retention, demonstration, or display in 
order for these exemptions to apply.

3 Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the 
goods must be included in the taxable gross receipts of the seller, in this case that’s Joe’s Fishing Shop.



FOR MORE INFORMATION

For additional information or assistance with how the Sales and Use Tax Law applies to your business operations, please 
take advantage of the resources listed below.

INTERNET
www.boe.ca.gov

You can log onto our website for additional information—such as laws, regulations, forms, 
publications, and policy manuals—that will help you understand how the law applies to 
your business.

You can also verify seller’s permit numbers on the BOE website (look for “Verify a Permit/
License”) or call our toll-free automated verification service at 1-888-225-5263.

Multilingual versions of publications are available on our website at www.boe.ca.gov.

Another good resource—especially for starting businesses—is the California Tax Service 
Center at www.taxes.ca.gov.

FAXBACK SERVICE
Our faxback service, which allows you to order selected publications, forms, and regula-
tions, is available 24 hours a day. Call 1-800-400-7115 and choose the fax option. We’ll fax 
your selection to you within 24 hours.

TAX INFORMATION BULLETIN
The quarterly Tax Information Bulletin (TIB) includes articles on the application of law to 
specific types of transactions, announcements about new and revised publications, and 
other articles of interest. You can find current and archived TIBs on our website at  
www.boe.ca.gov/news/tibcont.htm. Sign up for our BOE updates email list and receive 
notification when the latest issue of the TIB has been posted to our website.

FREE CLASSES AND SEMINARS
Most of our statewide field offices offer free basic sales and use tax classes with some 
classes offered in other languages. Check the Sales and Use Tax Section on our website at 
www.boe.ca.gov for a listing of classes and locations. You can also call your local field office 
for class information. We also offer online seminars including the Basic Sales and Use Tax 
tutorial and how to file your tax return that you can access on our website at any time. 
Some online seminars are also offered in other languages.

WRITTEN TAX ADVICE
For your protection, it is best to get tax advice in writing. You may be relieved of tax, 
penalty, or interest charges that are due on a transaction if we determine that we gave 
you incorrect written advice regarding the transaction and that you reasonably relied on 
that advice in failing to pay the proper amount of tax. For this relief to apply, a request 
for advice must be in writing, identify the taxpayer to whom the advice applies, and fully 
describe the facts and circumstances of the transaction.

Please visit our website at: www.boe.ca.gov/info/email.html to email your request. Email 
encryption allows us to provide a safe and secure way of transmitting confidential 
inf ormation electronically. Instructions for registering and receiving encrypted emails is 
posted to our website. You may also send your request in a letter to: Audit and Information 
Sec tion, MIC:44, State Board of Equalization, P.O. Box 942879, Sacramento, CA 94279-0044.

TAXPAYERS’ RIGHTS ADVOCATE
If you would like to know more about your rights as a taxpayer or if you have not been 
able to resolve a problem through normal channels (for example, by speaking to a 
supervisor), please see publication 70, Understanding Your Rights as a California Taxpayer, 
or contact the Taxpayers’ Rights Advocate Office for help at 1-916-324-2798 (or toll-free, 
1-888-324-2798). Their fax number is 1-916-323-3319.

If you prefer, you can write to: Taxpayers’ Rights Advocate, MIC:70; State Board of 
E qualization; P.O. Box 942879; Sacramento, CA 94279-0070.

CUSTOMER SERVICE CENTER
1-800-400-7115

TTY:711
Customer service representatives are a vailable 
weekdays from 8:00 a.m. to 5:00 p.m. (Pacific 
time), except state holidays. In addition 
to English, assistanc e is available in other 
languages.

FIELD OFFICES
City Area Number

Code

Bakersfield 1-661 395-2880

Culver City 1-310 342-1000

El Centro 1-760 352-3431

Fairfield 1-707 427-4800

Fresno 1-559 440-5330

Irvine 1-949 440-3473

Norwalk 1-562 466-1694

Oakland 1-510 622-4100

Rancho Mirage 1-760 770-4828

Redding 1-530 224-4729

Riverside 1-951 680-6400

Sacramento 1-916 227-6700

Salinas 1-831 443-3003

San Diego 1-858 385-4700

San Francisco 1-415 356-6600

San Jose 1-408 277-1231

Santa Rosa 1-707 576-2100

Van Nuys 1-818 904-2300

Ventura 1-805 677-2700

West Covina 1-626 480-7200

Out-of-State Field Offices

Chicago, IL 1-312 201-5300

Houston, TX 1-281 531-3450

New York, NY 1-212 697-4680

Sacramento, CA 1-916 227-6600

https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
www.boe.ca.gov/languages/menu.htm
www.boe.ca.gov
www.taxes.ca.gov
www.boe.ca.gov/news/tibcont.htm
www.boe.ca.gov
www.boe.ca.gov/sutax/tpsched.htm
www.boe.ca.gov/info/VirtualSeminars/seminars_online.htm
www.boe.ca.gov/info/email.html
www.boe.ca.gov/pdf/pub70.pdf
www.boe.ca.gov/tra/tra.htm
www.boe.ca.gov/info/phone.htm


Regulations, forms, and publications
Lists vary by publication
Selected regulations, forms, and publications that may interest you are listed below. A complete listing of sales and 
use tax regulations, forms, and publications appears on the BOE website. Multilingual versions of our publications 
and other multilingual outreach materials are also available at www.boe.ca.gov/languages/menu.htm. 

Publications
 17  Appeals Procedures Sales and Use Taxes and Special Taxes 
 22  Dining and Beverage Industry
 42 Resale Certificate Tips
 44  District Taxes (Sales and Use Taxes)
 48  Property Tax Exemptions for Religious Organizations
 51  Board of Equalization Resource Guide to Free Tax Products and Services for Small Businesses
 61  Sales and Use Taxes: Exemptions and Exclusions
 70  Understanding Your Rights as a California Taxpayer
 73  Your California Seller’s Permit
 74 Closing Out Your Seller’s Permit
 75  Interest, Penalties and Fees
 76  Audits
 100 Shipping and Delivery Charges
 101 Sales Delivered Outside California
 105  District Taxes and Delivered Sales
 106  Combination Packages and Gift-Wrapping
 109  Internet Sales
 110  California Use Tax Basics
 111  Operators of Swap Meets, Flea Markets, or Special Events
 114  Consignment Sales
 116  Sales and Use Tax Records
 118 Vending Machine Food Sales
 214 Doing Business Just Got Easier with eReg

Regulations
 1503  Hospitals and Other Medical Service Facilities, Institutions and Homes for the Care of Persons 
 1570  Charitable Organizations 
 1574  Vending Machine Operators 
 1586  Works of Art and Museum Pieces for Public Display 
 1590  Newspapers and Periodicals 
 1597  Property Transferred or Sold by Certain Nonprofit Organizations 
 1603  Taxable Sales of Food Products 
 1668 Sales for Resale
 1669  Demonstration, Display and Use of Property Held for Resale—General 
 1669.5  Demonstration, Display and Use of Property Held for Resale—Vehicles 
 1670  Gifts, Marketing Aids, Premiums and Prizes 
 1685 Payment of Tax by Purchasers 
 1698  Records 
 1699 Permits
 1700  Reimbursement for Sales Tax 
 1701 Tax-Paid Purchases and Resold
 1821  Foreword 

Publicaciones disponibles en su idioma
以您的母語出版的出版物

Các Ấn Phẩm Có Sẵn Trong Ngôn Ngữ Của Quý Vị
귀하의 언어로 된 간행물이 있습니다

www.boe.ca.gov/lawguides/business/current/btlg/vol1/sutr/sales-and-use-tax-regulations.html
www.boe.ca.gov/sutax/staxformsn.htm
www.boe.ca.gov/cgi-bin/pubs.cgi
www.boe.ca.gov
www.boe.ca.gov/languages/menu.htm


Revised – 9/30/2009 

1100.1.38 PARISH ORGANIZATIONS USING THE NAME OF THE PARISH 
 
POLICY:  
 
All organizations using the name of the Parish and acting as an extension of the 
Parish must have its financial activities flow through the parish’s general 
checking account. 
 
IMPLEMENTATION: 
 
1. No organization may use the name of a Parish or school or other diocesan 

entity without going through the process of being recognized by the 
Parish, school or other diocesan entity as a ministry of the Parish, school 
or other diocesan entity. 

 
2. To be recognized as a parish ministry program and/or organization a 

request must be made to the Pastor/Pastoral Coordinator in writing for 
such status.  Prior to getting approval as a parish ministry program and/or 
organization, no functions may be held within the Parish.  The name of the 
Parish may not be used should a function take place outside of the Parish. 

 
3. Once recognized as a ministry program and/or organization of the Parish 

all financial transactions, income and expenditures must flow through the 
Parish general account. 

 
4. Parish ministries, programs and/or organizations may not have a separate 

checking account or other financial accounts.  The activities of the Parish 
are the responsibility of the Pastor/Pastoral Coordinator and therefore 
must be supervised/authorize by the Pastor/Pastoral Coordinator. 

 
5. Separate accounts within the accounting program may be maintained for 

each ministry, program or organization that generates income and has 
expenditures.  Income will be credited to a special income account(s) 
established for that ministry and expenditures will be debited to a special 
account(s) established for that ministry.  Upon request, a monthly income 
and expense report will be furnished to each ministry, program or 
organization having such accounts. 

 
6. Money collected at any event or meeting should be turned intact to 

parish/school office the next business day. 
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PREFACE
 

This publication is a general guide to the Sales and Use Tax Law and Regulations as they apply to sales and 
purchases by nonprofit organizations, including schools, religious organizations and churches, charitable organiza
tions, and other nonprofit groups. 

If you cannot find the information you are looking for in this publication, please call our Customer Service Center 
at 1-800-400-7115. Customer service representatives are available to answer your questions weekdays between 
8:00 a.m. and 5:00 p.m. (Pacific time), except state holidays. 

This publication complements publication 73, Your California Seller’s Permit, which includes general information 
about obtaining a permit; using a resale certificate; collecting and reporting sales and use taxes; buying, selling, or 
discontinuing a business; and keeping records. Also, please refer to our website or the For More Information section 
of this publication for the Board of Equalization (BOE) regulations and publications referenced throughout this 
publication. 

We welcome your ideas on improving this or any other BOE publication. Please send your suggestions to: 

Audit and Information Section, MIC:44 
State Board of Equalization 
PO Box 942879 
Sacramento, CA 94279-0044 

Tips for using this publication 
Read the introduction 
No matter what kind of organization you operate, be sure to read the introductory section of this publication. It 
includes background information that will help you understand the remainder of the publication. 

Check the organization information 
While there is no general sales and use tax exclusion for nonprofit organizations, certain types of organizations are 
eligible for specific tax exemptions and exclusions. Please check the organization-specific sections for information 
that may apply to your group before you move on to the rest of the publication. 

Know your income and property tax exemptions 
As you read this publication, it will help if you know which sections of the Federal and State income tax law and 
property tax law apply to your organization. For example, you may need to know if your organization is exempt 
from income tax under Internal Revenue Code section 501(c)(3) or (c)(4), and/or California Revenue and Taxation 
Code section 23701. You may also need to know if your group is exempt from property taxes under Revenue and 
Taxation Code section 214, commonly known as the “welfare exemption.” For information on the welfare exemption, 
contact your county assessor or visit the Property Tax section of our website: www.boe.ca.gov. 

Note: This publication summarizes the law and applicable regulations in effect when the publication was written, 
as noted on the cover. However, changes to the law or regulations may have occurred since that time. If there is a 
conflict between the text in this publication and the law or regulation, the law or regulation is controlling. 

To contact your Board Member, see www.boe.ca.gov/members/board.htm. 

www.boe.ca.gov/pdf/pub73.pdf
www.boe.ca.gov
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayexpandedbranch.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
http://leginfo.legislature.ca.gov/faces/codes_displayText.xhtml
www.boe.ca.gov
www.boe.ca.gov/members/board.htm
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INTRODUCTION
 

Sales and Use Tax Basics for Various Types of Nonprofit Organizations 
This section provides introductory information describing California’s sales and use tax and how it generally applies to 
sales and purchases by nonprofit organizations. It also provides basic information that can help you determine whether 
any of your organization’s sales may qualify for special sales tax exemptions or exclusions. Be sure to read this section 
before you move on to the rest of the publication. 

Tax applies unless there is a specific exemption or exclusion 
In California, sales tax applies to the sale of tangible personal property (referred to as “merchandise” or “goods” in 
this publication) unless the sale is covered by a specific legal exemption or exclusion. Individuals, businesses, and 
groups that sell taxable merchandise in California must pay sales tax on their taxable sales. Sellers may charge their 
customers for sales tax reimbursement (referred to as “sales tax”). 

Similarly, use tax applies to the purchase of taxable merchandise that will be used, consumed, stored, or given away 
in this state unless the purchase is exempt or excluded from tax. Individuals, business, and groups must pay use tax 
on their taxable purchases. The state use tax is complementary to, and mutually exclusive of, the state sales tax. 

Tax generally applies regardless of whether the items you sell or purchase are new, used, donated, or homemade. 

No general exemption for nonprofit and religious organizations 
Although many nonprofit and religious organizations are exempt from federal and state income tax, there is no 
similar broad exemption from California sales and use tax. Generally, a nonprofit’s sales and purchases are taxable. 
In other words, nonprofit and religious organizations, in general, are treated just like other California sellers and 
buyers for sales and use tax purposes. 

However, there are special exemptions and exclusions available for certain nonprofit and religious organizations. 
Some organizations may not owe tax on any of their sales, whereas some organizations may owe tax on certain 
types of sales, but not all sales. Other organizations may be responsible for tax just like other California sellers. It 
all depends on what type of organization you are and what your organization’s practices and activities are. Later 
sections of this publication provide information to help you determine which exemptions and exclusions may apply 
to your organization. 

Typical taxable sales by nonprofit organizations 
As noted above, a sale of merchandise or goods is generally taxable unless it’s covered by a specific exemption or 
exclusion. Before you read the sections on specific organizations or types of sales, you may need to know more 
about sales in general. 

A sale is an exchange of merchandise or goods for something else of value: money, barter, or trade. The barter 
or trade doesn’t have to be a two-way exchange of merchandise. It also includes an exchange of merchandise 
for  services. For example, if you give meals to your accountant in your museum café in exchange for accounting 
services, that’s considered a sale of the meals. 

Nonprofits commonly conduct a variety of activities that are considered sales. These include (but are not limited to) 
the following: 

• Sales of food, meals, beverages, and similar items under a number of different circumstances. 

• Sales of tickets that buyers will exchange for food, beverages, or other physical products. 

• Sales of booklets, books, pamphlets, and so forth. 

• Sales of tickets for fundraising events when the ticket price includes amounts for food or beverages. 
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• Sales of items at rummage sales, bazaars, carnival booths, community events, and other fundraisers. 

• Sales of merchandise in Internet, live, and silent auctions. 

• Sales of tickets for game booths where prizes are guaranteed to each ticket purchaser, even when the prizes 

have little value. Examples include white elephant, fish pond, grab bag, and “pitch-’til-you-win” games. 


Typical nontaxable activities by nonprofit organizations 
Nonprofits also carry out certain activities that are not considered sales for sales tax purposes. These activities 
generally are not subject to sales or use tax. Examples include: 

• The gifting of merchandise for a true donation: an amount someone gives your organization without expecting 
to receive merchandise of equal value in return. (Example: A member who donates $100 and receives a tote bag 
worth $5, generally is not considered a sale.) 

• Sales of tickets for concerts, movies, plays, shows, and similar events when food and meals are not included in 
the ticket price. 

• Sales of tickets for game booths and raffles when prizes are not guaranteed to every ticket purchaser. 

• The sale of travel, home rentals, guide services, personal services, tutoring, and other things of value that are 
not physical products. 

• Sales of gift cards, gift certificates, and coupon books. 

• Membership drives and other fundraising activities that do not involve the exchange of merchandise or that 
include merchandise premiums of a much lower value than the donation or membership amount. 

• Sales of advertising that does not involve exchanges of merchandise or goods. 

Most nonprofits that make sales need seller’s permits 
Nonprofit organizations generally need a seller’s permit if they make sales of goods or merchandise in  California. 
This is true even if the sales are not taxable. In limited instances, when the organization makes sales only 
occasionally, we can issue a temporary seller’s permit. Permit requirements are explained in more detail in the 
organization-specific sections of this publication. Also please see, Registration Requirements, under the section 
titled General Obligations of Sellers and Purchasers. 
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TYPES OF ORGANIZATIONS
 

Charitable Organizations That Relieve Poverty and Distress 
The Sales and Use Tax Law includes special exemptions for qualifying charitable organizations that relieve poverty 
and distress. This section is designed to address those exemptions. For more information, please see Regulation 1570, 
 Charitable Organizations. 

Seller’s permit required 
The organizations described in this section are considered retailers and must hold a seller’s permit if they make 
sales of goods or merchandise, even if the sales are exempt from tax. Please see Registration Requirements, 
 Collecting and Paying Tax, for more information on seller’s permits and tax reporting requirements. 

Sales exempt from tax if charitable organization meets certain qualifications 
If your organization meets all of the following qualifications, your sales are not subject to sales or use tax. The 
 organization must: 

• Be formed and operated for charitable purposes. 

• Qualify, under Revenue and Taxation Code section 214, for the “welfare exemption” from property taxation on 
the retail site where you sell merchandise. Or if the organization does not own the store, the organization must 
qualify for the welfare exemption on its personal property located there, such as the store fixtures and equip
ment (please see Note for thrift store operators). 

• Carry out activities that relieve poverty and distress. 

• Sell or donate items principally to assist purchasers or recipients in distressed financial condition. 

• Make, prepare, assemble, or manufacture the items it sells or donates. “Preparation” includes cleaning, repair
ing, or reconditioning items. “Assembly” includes gathering together items at one or more locations for sale or 
donation. 

Example: Your 501(c)(3) charitable nonprofit corporation, which conducts a rehabilitation program, has 
 qualified for the welfare exemption from property tax. You operate an emergency shelter for homeless 
 families where you cook inexpensive hot lunches and sell them to families in need at reduced prices. Although 
sales of hot meals are ordinarily taxable, your sales are tax exempt because your organization and sales meet 
all of the conditions listed above. 

Some purchases may be tax exempt 
If your organization meets the qualifications described earlier, your qualifying organization’s purchases are not 
subject to sales or use tax, provided the qualifying organization will donate or sell the items you purchase. In 
the example above, purchases of clothing, personal supplies, and other articles donated to the families in the 
 emergency shelter would be tax exempt. However, tax does apply to purchases of items that the qualifying organi
zation uses rather than donates or sells, such as office supplies or equipment, tools, displays and so forth. 

Welfare exemption from property tax 
For information on the welfare exemption, see the Property Tax section of our website. The welfare exemption is 
jointly administered by our agency and each county assessor. We determine whether an organization is eligible for 
the exemption. The county assessor determines whether the organization’s use of property qualifies the property for 
the exemption. 
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Eligibility review 
If you believe your organization’s sales or purchases are exempt from sales and use tax as described in this section 
you can write us and ask us to review your eligibility. If we determine you qualify for the special exemption, we will 
send you a letter that verifies your exempt status. We will also let you know which documents to provide to your 
suppliers to enable you to purchase items without tax. 

Send your request to: 

Compliance Program Analysis Section, MIC:02
 
Board of Equalization
 
PO Box 942879
 
Sacramento, CA 94279-0002
 

Please provide all of the following information with your request: 

• Your type of organization. 

• A letter describing your organization’s practices and activities. 

• Letters from the California Franchise Tax Board and the Internal Revenue Service to verify your organization’s 
tax-exempt status. 

• A copy of your articles of incorporation or bylaws (or both). 

Note for thrift store operators: To qualify for the welfare exemption a thrift store must, among other things, conduct a 
rehabilitation program recognized by the California Department of Rehabilitation or operate under a city or county 
rehabilitation program. It must also sell goods processed in some manner by people who are being rehabilitated 
through the program and are employed in the operation of the store. 
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CULTURAL ORGANIZATIONS: MUSEUMS, GOVERNMENT ART  
PR OGRAMS, LIBRARY SUPPORT ORGANIZATIONS, AND   
ZOOLOGICAL SOCIETIES 

This section includes information relating to sales and purchases by certain cultural organizations. For more information, 
please see regulations noted in the text. 

Permit and tax requirements, in general 
Permit requirements 
Museums, government art programs, library support groups, and zoological societies generally must hold seller’s 
permits if they make sales of merchandise or goods. Please see Registration Requirements, and Collecting and 
 Paying Tax, for more information on seller’s permits and tax reporting requirements. 

General tax requirements 
Unless your sales qualify as tax exempt under one of the special exemptions described in this section, your sales of 
merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a dona
tion from an individual or a business. When you buy merchandise you sell as a retailer in a taxable sale, you can 
do so without paying sales tax to the supplier by issuing a resale certificate (see Purchases for resale). If you buy 
merchandise you will use rather than sell, you may be required to pay use tax or an amount for the sales tax to your 
supplier. 

Museums and government art programs 
For more information, please see Regulation 1586, Works of Art and Museum Pieces for Public Display. 

Purchases and leases of artwork and museum pieces 
For the exemptions described below, works of art include two-dimensional and three-dimensional works of visual 
art. The exemption is not limited to paintings, drawings, prints, photographs, and sculptures; it also includes film 
and crafts. Operative January 1, 2007, costumes, dresses, clothing, and items of personal adornment (such as 
jewelry) are also included. 

Sale or purchase of works of art on public display 
Under certain conditions, the sale or purchase of original works of art for permanent collections on public display is 
exempt from sales and use tax. The exemption covers original artworks that are any of the following: 

1. 	 Purchased by the state or any California county, city, or other local government entity for free public 
display. 

2. 	 Purchased by a nonprofit organization operating a public museum under contract with a government 
entity described in condition 1. 

3. 	 Purchased by a nonprofit organization exempt from state income taxes under section 23701d of the 
 Revenue and Taxation Code, for a museum open to the public at least 35 weeks a year for at least 20 hours 
a week. The buyer or another qualifying nonprofit organization must operate the museum. 

4. 	 Purchased by any buyer from a retailer for donation to a qualifying organization or government entity 
(see conditions 1-3). The retailer must deliver the artwork directly to the donee. The donor must transfer 
ownership to the recipient in writing. 
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Leases of works of art 
Leases of original works of art are exempt from sales or use tax when both of the following conditions are met: 

• Both parties to the lease are nonprofit organizations of the types listed under condition 2 or 3 in the previous 
section. 

• The term of the lease is at least 35 years. 

The exemption also includes public art leased by the state or any local government from another entity for display 
in public places. 

Museum defined 
A museum is a place specifically designated for display of artifacts or objects of art that has a significant portion of 
its display space open to the public without charge during its normal operating hours; or has its entire display space 
open to the public without charge for at least six of its normal operating hours during each month of operation; or 
has its entire display space open without charge to a segment of the student or adult population for educational 
purposes. 

Purchase of replacement museum pieces 
Museums and governments sometimes lose items in their permanent collections to fire, flood, earthquake, and 
other causes. Sales and use tax does not apply to the purchase of replacement pieces under certain conditions. 

The replacement pieces must be all of the following: 

• Purchased to replace a museum display piece that was physically destroyed by fire, flood, earthquake, or other 
calamity. 

• Purchased within three years of the calamity. 

• Used exclusively for display. 

• Valued at the same or a lesser amount as the destroyed item as of its destruction date. 

The replacement piece does not have to be similar to the destroyed piece. 

To qualify as tax exempt, the purchase must be made by one of the following: 

• A nonprofit museum regularly open to the public and operated by or for a local or state government entity. 

• A nonprofit museum regularly open to the public and operated by a nonprofit organization exempt from state 
income tax under section 23701d of the Revenue and Taxation Code. 

• A state or local government entity for its art collection that is open to the public without charge. 

Please Note: Display cases, lighting fixtures, shelving, and similar items used in displaying the artwork or operating 
the museum do not qualify for this exemption. 

Nonprofit organizations assisting museums: rummage sales 
Under certain conditions, sales tax does not apply to sales by an authorized nonprofit museum auxiliary association 
or equivalent organization that assists a California city or county museum. You are considered a consumer, not a 
retailer of the items you sell and you cannot issue resale certificates on your purchases. As a consumer, you may be 
required to pay use tax or sales tax on your purchase. The sales of the items are not taxable if both of the following 
conditions are met: 

• The rummage sale is at least the sixth consecutive annual rummage sale sponsored by the organization.* 

• All profits are used exclusively to advance the purpose of the organization. 

* For the first five consecutive annual rummage sales the museum auxiliary is considered to be a retailer of the 
items it sells. It must report the sales and pay sales tax on the proceeds. 
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If your organization’s sales are tax-exempt as shown above, you are considered a consumer, not a retailer of 
the items you sell. Although you are not required to pay tax on your sales, you do need a seller’s permit. See 
Registration Requirements. 

Friends of the Library organizations 
Nonprofit associations commonly called “Friends of the Library” and equivalent organizations are considered con
sumers of items they sell when they meet both of the following conditions: 

• The organization performs auxiliary services to a library district, municipal library, or county library in California 
as authorized by the library’s governing authority. 

• The organization uses all profits from sales exclusively to advance its purpose. 

As a consumer, your sales are not taxable. However, you may be required to pay sales tax or use tax on your 
purchases. 

Example: The Sierraburg Friends of the Library receives a donation of 20 new books. It sells the books in its 
annual book sale and uses the profits to buy more books for the library. Because the organization qualifies as 
a consumer for sales tax purposes, it does not owe tax on the sale of the books. Since the books were donated 
there is no sales tax due on the purchase. 

If Sierraburg had purchased the books from a retailer and then sold them at the annual book sale, sales tax 
should be paid to the vendor from whom the books were purchased. Sierraburg must not issue a resale certifi
cate to the vendor to purchase the books without tax. 

Zoological societies 
The sale, purchase, trade, or exchange of certain animals and plants is exempt from sales and use tax when both of 
the following conditions are met: 

• The animal or plant is a member of a threatened or endangered species listed on one of the Convention 

on International Trade in Endangered Species of Wild Fauna and Floura (CITES) Appendixes or the federal 

threatened or endangered species list. Please see www.cites.org.
 

• The buyer and the seller are nonprofit zoological societies [private charitable, scientific, or 

educational (501)(c)(3) entities or government agencies].
 

Donations 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to an organization operated for the educational, scientific, or literary 
purposes, including nonprofit museums, art galleries, libraries, and performing arts groups are not subject to use tax. 

Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the organization and the organization must 
charge sales tax when they sell it. 

Generally, donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is 
not an exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regard
less of the person donating, buying, or using them. 

Leases of artwork 
Effective January 1, 2007, Revenue and Taxation Code 6365 expands the exemption for original works of art to 
include those leased from one nonprofit organization to another nonprofit organization for 35 years or more. The 
exemption includes public art leased by the state or any local government from another entity for display in public 
places. The definition of a work of art now includes a costume, dress, clothing, or personal adornment. A permanent 
collection, as it applies to leases of original works of art, means a collection with a lease term of 35 years or more. 
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NONPROFIT VETERANS’  ORGANIZATIONS
  

This section describes specific exemptions that apply to nonprofit veterans’ organizations. If your organization sells food 
or meals, be sure to also read, Food and Meals. 

Permit and tax requirements (in general) 
Permit requirements 
Nonprofit veterans’ organizations that make sales of merchandise or goods generally must hold a seller’s permit. 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Except for transactions where you are considered the consumer of purchases (for example: purchases that will 
be resold) but qualify as exempt sales as described in this section, your organization’s sales of merchandise are 
generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. When you buy merchandise to resell as a retailer in a taxable sale, you can do so without 
paying tax to your vendor by issuing a resale certificate (see Using a resale certificate). If you buy merchandise you 
will consume rather than sell, you may be required to pay sales tax to your supplier. 

Sales of flags and symbolic pins 
Nonprofit veterans’ organizations are considered the consumers of American flags they sell when the profits from 
the sales are used exclusively to advance the organization’s purpose. As explained in Introduction: Sales and Use 
Tax Basics for Various Types of Nonprofit Organizations, and Collecting and Paying Tax, when your organization is 
a consumer, your sales are not taxable. However, tax does apply to your purchase of the flags or materials used to 
make them. 

For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations. 

Sales or use tax does not apply to a veterans’ organization’s sale or purchase of “Buddy Poppies,” and similar 
symbolic, temporary lapel pins when both of the following conditions are met: 

• The pins are sold or purchased by the Veterans of Foreign Wars or other specified organizations described in 
Revenue and Taxation Code section 6360.1. 

• The pins memorialize U.S. military veterans killed in foreign wars. 

Meals served by nonprofit veterans’ organizations 
Meal exemption 
Tax does not apply to your nonprofit veterans’ organization’s sales of meals and food products when all of the 
following conditions are met: 

•  You sell the food or meals at a social or other gathering you conduct. 

•  You furnish the meals or food to raise funds for your organization’s functions and activities. 

•  You use the proceeds to carry out those functions and activities. 

Please Note: Sales of carbonated and alcoholic beverages are exempt from sales tax as described above only when 
included in the price of a meal. Even though your sales of carbonated and alcoholic beverages may be exempt from 
sales tax, if you issue a resale certificate when purchasing these items, you will owe use tax on the purchase price 
if the carbonated or alcoholic beverage is included in the price of a meal. You must report the purchase price of 
the item under “Purchases Subject to Use Tax” on your sales and use tax return. Sales of carbonated and alcoholic 
 beverages for a separate price are taxable. 

For additional information on the sale of food and meals, see Food and Meals. 

NONPROFIT ORGANIZATIONS | NOVEMBER 2013 12 

www.boe.ca.gov/lawguides/business/current/btlg/vol1/sutr/1597.html


        

 
 
 

 

 

 

Loans of motor vehicles 
Loans by a retailer of motor vehicles to a veterans’ hospital or other nonprofit facility for use in teaching disabled 
veterans how to operate specially equipped vehicles are exempt from use tax. 

Veterans who qualify as an itinerant vendor 
Legislation has extended the sunset date for veterans that qualify as itinerant vendors until January 1, 2022. 
Veterans who sell goods from temporary locations may be considered a “qualified itinerant vendor.” Qualified 
itinerant vendors are the consumer and not the retailer of tangible personal property owned and sold by the 
qualified itinerant vendor under specified conditions. When you are considered the consumer of tangible personal 
property that you sell, it means that sales to you are retail sales for which either the sales or use tax applies. Resale 
certificates may not be issued by you, the consumer, when making purchases. Since businesses generally owe tax 
on sales made to consumers, a qualified itinerant vendor should expect to pay an amount as “tax” when purchas
ing merchandise from their suppliers. As a consumer, a qualified itinerant vendor is generally not required to hold a 
seller’s permit. 

A person is a “qualified itinerant vendor” when all of the following apply: 

• The person was a member of the Armed Forces of the United States, who received an honorable discharge or a 
release from active duty under honorable conditions. 

• The person is unable to obtain a livelihood by manual labor due to a service-connected disability. 

• For the purposes of selling tangible personal property, the person is a sole proprietor with no employees. 

• The person has no permanent place of business in this state. 

Please note: An itinerant vendor is not a consumer of alcoholic beverages or tangible personal property sold for 
more than $100. 

As a qualified itinerant vendor you are responsible for maintaining documentation to establish you meet all of the 
criteria noted above. 

For the purpose of this exemption, a “permanent place of business” means any building or other permanently 
affixed structure, including a residence, used for the purpose of making sales, or taking orders and arranging 
property for shipment. 

A “permanent place of business” does not include any building or permanently affixed structure, including a 
residence, used for the storage of tangible personal property or the cleaning of equipment or other property used 
in connection with the manufacture or sale of tangible personal property. 

Persons who are generally considered to not have a permanent place of business may include: vendors who only 
sell from mobile food carts or beverage stands, lunch wagons, and vendors who only sell at swap meets or other 
special events. 

If you have any further questions regarding this topic, please visit our website at www.boe.ca.gov or call our 
Customer Service Center at 1-800-400-7115. 

Military welfare society thrift stores. 
Effective October 11, 2009 until January 1, 2024, tax does not apply to the sale of, and the storage, use, or other 
consumption in this state of, tangible personal property sold by a thrift store located on a military installation 
and operated by a designated entity that, in partnership with the United States Department of Defense, provides 
financial, educational, and other assistance to members of the Armed Forces of the United States, eligible  family 
members, and survivors that are in need. A “designated entity” means a military welfare society described in Section 
1033 of Chapter 53 of Part II of Subtitle A of Title 10 of the United States Code. 
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RELIGIOUS ORGANIZATIONS
 

As discussed in Sales and Use Tax Basics for Various Types of Nonprofit Organizations, there is no blanket sales or use 
tax exemption available for nonprofit religious organizations or churches, even when the organizations are exempt 
from income tax. This section discusses the special exemptions that do exist. You may also want to read Charitable 
Organizations That Relieve Poverty and Distress. 

Permit and tax requirements (in general) 
Permit requirements 
Unless all of your sales are exempt from tax, religious organizations and churches that make sales of goods 
or merchandise must hold a seller’s permit as described below and file sales and use tax returns. Please see 
Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and tax report
ing requirements. 

General tax requirements 
Unless your sales qualify as tax exempt under the meal exemption described in this section, your sales of merchan
dise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. 

Sales of items other than food 
Religious organizations’ sales and purchases of goods and merchandise other than food are generally taxable. If 
your religious organization holds or participates in fundraising events where you sell goods and merchandise, such 
as auctions, festivals, bazaars, firework stands, swap meets, or craft shows, your sales of nonfood items are generally 
taxable. Tax also applies when you sell from a church bookstore, from tables in your church at events, by Internet, or 
by mail order. 

Donations to religious organizations 
Donations vs sales 
You may receive donations at the same time you are selling merchandise. “True donations” are not taxable. A true 
donation is an amount someone gives you without expecting merchandise in return. 

Example: If one of your members donates $100 and receives a tote bag worth $5, this is generally not a sale. 
However, your purchase of the tote bags is subject to sales or use tax when you purchase it. If the tote bag 
were donated to your organization by another member, then no sales or use tax is due when the member 
donates the $100. 

If your members make donations and expect merchandise in return, then this is a sale. 

Example: Your religious nonprofit organization receives 100 knitted afghans donated by the local knitting 
guild. Afghans of this quality usually are sold for $75. Your organization decides to sell the afghans and use 
the proceeds to fund one of its community projects. You sell some of the afghans for $100 and toward the 
end of the sale you reduce the price to $50. In this example, the sales of the afghans are taxable regardless of 
the price you charge for them. You are making a sale of merchandise or goods, since the person purchasing 
the afghans is expecting merchandise or goods in exchange for the set price. If you purchase afghans to resell 
instead of receiving them as a donation, you may present your vendor with a resale certificate and purchase 
the afghans without tax. 
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Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to qualified religious organizations located in California are not subject 
to use tax. Qualified organizations1 are described in section 170(b)(1)(A) of the Internal Revenue Code. 

Merchandise or goods donated by a seller (donor) who paid sales or use tax at time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the religious organization and the religious 
organization charges sales tax when they sell it. 

Donations of gift cards, gift certificates, services, or cash donations are not subject to sales tax since there is not an 
exchange of merchandise or goods for a consideration. Gift cards, gift certificates, services, or cash donations are 
not considered taxable regardless of the person donating, buying, or using them. 

Example: Mr. Bob Smith sells fishing gear at his bait shop and provides guided fishing excursions. Mr. Smith 
donates a fishing pole, a fishing excursion, and a gift certificate to his church. Mr. Smith does not owe use tax 
on any of these items since the fishing pole came from his resale inventory and tax does not apply to services 
or gift certificates.2 

Example: Ms. Jane Jones works for a company that sells wholesale veterinary supplies. Her temple asks for 
donations of new or gently used children’s toys to put up for auction at a fundraising event. The company 
does not sell children’s toys. Ms. Jones purchases and donates fifty children’s toys on behalf of her company. 

Ms. Jones should pay sales tax when she purchases the children’s toys from the toy store. The temple should 
charge sales tax on the auction price of the toys for their fundraiser. 

Meals furnished or served by religious organizations 
Religious organizations are generally considered retailers of meals. Tax applies to your sales of food as described in 
Food and Meals. 

However, there is a specific exemption for meals served for fundraising purposes, described below. For purposes of 
the exemption, “religious organization” means an organization whose property is exempt from property taxation 
under article XIII, section 3, subdivision (f ) of the state Constitution. 

Tax-exempt sales of meals 
Tax does not apply to sales of meals and food by your religious organization when all of these conditions are met: 

• You sell the food at a social or other gathering you conduct. 

• You furnish the meals to raise funds for your organization’s functions and activities. 

• You use the proceeds to carry out those functions and activities. 

1 Includes religious organizations; charitable organizations such as Red Cross, Salvation Army, nonprofit schools 
and hospitals, medical assistance and research groups; organizations operated for educational, scientific, or literary 
purposes including nonprofit museums, art galleries, and performing arts groups; organizations operated for the 
protection of children or animals; fraternal lodges if the property is used for charitable purposes; and U.S., this state 
or political subdivisions thereof. 

2 Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the 
goods must be included in the taxable gross receipts of the bait shop. 

NOVEMBER 2013 | NONPROFIT ORGANIZATIONS 15 



       

 

 

 

The tax exemption applies regardless of who serves the meals. Your organization can serve the meal or have some
one else serve it. 

The person furnishing the meals, such as a restaurant or caterer, is selling the meals for resale to the religious 
organizations and the religious organizations may issue resale certificates to the person furnishing the meals and 
purchase the meals without tax. 

Note: It is important to note that sales of alcoholic or carbonated beverages sold for a separate price are subject to 
sales tax. If such beverages are included in the price of the meal (single price) and the sale meets the requirement of 
the exemption, the beverage is regarded as part of the exempt sale of the meal. 

Taxable sales of meals 
When your organization serves meals that do not qualify for the exemption described above, sales tax applies as 
described in Food and Meals. Examples of sales of meals that do not qualify for the exemption include: 

• Serving meals at an event where you serve meals but you do not make a profit on the proceeds (meals are free 
or sold at or below your cost). These sales do not qualify for the exemption because they are not for fundraising. 

• Selling meals at church retreats or church camps, or at year-round cafes that are open to the public. These sales 
do not qualify for the exemption because they do not occur at a social or other gathering, nor are the meals 
served for the specific purpose of raising revenue. 

In addition, the sale of “edible nonfood items” at an event where tax-exempt meals are served may be taxable. For 
example, tax would apply to your sales of alcoholic or carbonated beverages for a separate price. 

Purchases of meals 
Religious organizations are the retailers of meals even when the sale of the meal is tax-exempt. Your organization 
may purchase meals without paying sales tax from a restaurant, hotel, caterer, or other supplier by issuing that 
business a resale certificate at the time of purchase (see Using a resale certificate). You may use resale certificates to 
buy meals that you resell. 
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SOCIAL CLUBS AND FRATERNAL ORGANIZATIONS
 

“Social clubs” and “fraternal organizations” include any corporation, partnership, association or group acting as a unit, 
such as service clubs, lodges, and community, country, or athletic clubs. This section focuses on the limited sales tax 
exemption available to these organizations. You may also need to read Food and Meals, for information on food and 
meal sales that are not covered by that limited tax exemption. More information on sales of food and meals is found in 
publication 22, Dining and Beverage Industry. 

Permit and tax requirements (in general) 
Permit requirements 
Social clubs and fraternal organizations that make sales must hold a seller’s permit and file sales and use tax returns. 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Except for sales that qualify as tax exempt under the meal exemption described in this section, your sales of goods 
and merchandise are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a 
donation from an individual or a business. Organizations that sell nonfood items at fundraising events, such as 
auctions, festivals, firework stands, bazaars, swap meets, or craft shows are considered retailers and their sales are 
subject to sales tax. 

Sales of food and beverages 
Meals, food, and beverages furnished by social clubs or fraternal organizations 
Tax applies to your group’s sales of meals, food, and drinks in the same way it does to sales by other businesses 
unless both of the following conditions apply: 

• You sell meals, food, and beverages exclusively to your members. Items paid for by members but consumed by 
guests are considered sold to members. 

• You make these sales less than once a week. 

Example: Your fraternal organization sells meals and drinks only to your members at a monthly dinner. You 
make no other food or beverage sales. Tax would not apply to the proceeds from your monthly dinner sales. 
However, if nonmembers attend even one of your dinners and pay for their own food or drinks, all of your 
food and drink income from all dinners is taxable. The member must pay for the guest(s) meal for the exemp
tion to apply. 

Exception: Meals served to your members by a restaurant are generally taxable. See Food served by a 
restaurant. 

Food served by a caterer 
A caterer is a person in the business of serving meals, food, or drinks on premises owned or supplied by a customer, 
including premises leased by the customer from a person other than the caterer. 

Sales of meals to social clubs and fraternal organizations are sales for resale if the social club or fraternal organiza
tion is the retailer of the meal. You may issue the caterer a resale certificate and report the sales of meals on your 
sales and use tax return. Meals served by a caterer, where the social club or fraternal organization is the retailer, are 
subject to tax unless the criteria noted in the previous section are met. 

Food served by a restaurant 
Tax applies to a restaurant’s sales of meals to social or fraternal organizations in the same way it does to sales to 
any other customers. This is true regardless of the frequency of the meals or whether the meals are served to the 
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 organization’s members. However, if the meals are served at a location other than the restaurant, the restaurant is 
acting as a caterer and tax applies as explained in the previous section. 

Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items 
withdrawn from a seller’s inventory and donated to fraternal organizations are not subject to use tax if the donated 
items are to be used for charitable purposes and not for the benefit of the members. This exemption does not apply 
to social organizations unless they are an organization described in Section 170(b)(1)(A) of the Internal Revenue 
Code. 

Merchandise or goods donated by a donor who paid sales tax or use tax at the time of purchase does not qualify 
for this exemption. This is true even if the donated items are resold by the fraternal organization and the fraternal 
organization must charge sales tax when they sell it. 

Donations of gift cards, gift certificates, checks, cash, or services are not subject to sales tax since there is not an 
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of 
the person donating, buying, or using them. 
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SCHOOLS, PARENT-TEACHER ASSOCIATIONS, CHILDREN’S  
OR GANIZATIONS,  YOUTH ORGANIZATIONS, AND CHILDREN’S  
CLOTHING 

This section provides information on sales and use tax issues for schools, parent cooperative nursery schools, parent-
teacher associations, children’s organizations, and youth organizations. 

Permit and tax requirements (in general) 
Permit requirements 
The organizations described in this section are generally considered to be the consumers of items they sell rather 
than retailers. They generally are not required to hold California seller’s permits or pay tax on their sales. However, 
some of the organizations are consumers for certain types of sales and retailers for others. Retailers must hold a 
seller’s permit and file sales and use tax returns. Please see Registration Requirements, and Collecting and Paying 
Tax, for more information on seller’s permits and tax reporting requirements. 

Before you apply for a permit, please read the rest of this section to determine whether any part of your organiza
tion is considered a retailer or a consumer regarding the sales it makes. 

General tax requirements 
When you are the consumer of items you sell, you should pay tax to your supplier when you buy those items. You 
cannot legally buy the items for resale using a resale certificate. When you are a retailer, tax applies to your sales 
whether the items you sell are things that you buy, make, or receive as a donation from an individual or a business. 
You may buy items without paying tax by issuing a resale certificate providing you will resell the goods or merchan
dise in your normal sales activities (see Using a resale certificate). 

Schools 
Meal and food sales 
Tax does not apply to sales of meals or individual food products to school students when the sales are made by 
public or private schools, school districts, student organizations, parent-teacher associations, or any blind person 
operating a restaurant, vending machine, or vending stand in an educational institution. To qualify for the tax 
exemption, meals must be served to students at a time regularly set aside for meals, not at recess or breaks. 

The following food sales at schools are taxable: 

• Sales of edible nonfood products—such as carbonated beverages—unless the products are sold as part of a 
meal. 

• Sales of food to students and nonstudents in a place where admission is charged—such as an athletic event— 
even when the event is held at a school. 

• Sales of meals and food products to nonstudents. 

Sales made by caterers are subject to tax unless: 

• The premises used by the caterer to serve the lunches to the students are used by the school for other purposes 
such as sporting events and other activities during the remainder of the day; 

• The fixtures and equipment used by the caterer are owned and maintained by the school; and 

• The students purchasing the meals cannot distinguish the caterer from the employees of the school. 

Yearbooks and catalogs distributed to students 
A public or private school, school district, student organization, or county office of education is considered the con
sumer of yearbooks and catalogs it sells. The yearbooks or catalogs must be prepared for or by the school, district, 
or organization and distributed to students. There is no restriction on how the profits may be used. 
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Donations of merchandise and goods 
Generally, items withdrawn from a seller’s inventory that are not resold are subject to use tax. However, items with
drawn from a seller’s inventory and donated to a nonprofit school are not subject to use tax. 

Merchandise or goods donated by a donor who paid sales tax or use tax at time of purchase does not qualify for this 
exemption. This is true even if the donated items are resold by the organization and the organization must charge 
sales tax when they sell it. 

Donations of gift cards, gift certificates, checks, cash or services are not subject to sales tax since there is not an 
exchange of merchandise or goods. Donations of services and gift cards are not considered taxable regardless of 
the person donating, buying, or using them. 

Loans to schools 
Certain loans by retailers are exempt from use tax, including: 

• Loans of items to a school district for a district educational program. 

• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial 
secondary schools. The driver training program must be approved by the State Department of Education as a 
regularly conducted course of study. 

• Loans of motor vehicles to the California State University or the University of California for exclusive use in an 
approved driver education program conducted by the university. 

Donations of children’s new clothing 
Effective January 1, 2008, through December 31, 2013, if your charitable nonprofit organization distributes new 
clothing to individuals under 18 years of age at no charge, to assist those in financial need, you are not required to 
pay sales tax or use tax on the purchase or use of the clothing. To qualify for this exemption, your organization must 
be organized for charitable purposes and exempt from state income tax under Revenue and Taxation Code section 
23701d or 23701f. Nonprofit organizations are no longer required to be engaged in relieving poverty or distress to 
qualify for this exemption. 

Prior to January 1, 2008, if your charitable nonprofit organization distributed new clothing to elementary school 
children at no charge, to assist those in financial need, you were not required to pay sales tax or use tax on the 
purchase or use of the clothing. To qualify for the exemption, your organization must be organized for charitable 
purposes, engaged in relieving poverty or distress, and exempt from state income tax under Revenue and Taxation 
Code section 23701d. 

Parent cooperative nursery schools 
Nonprofit parent cooperative nursery school associations are considered consumers of property they sell, provided 
the resulting profits are used exclusively to advance the organization’s purpose. 

Nonprofit parent-teacher associations 
Nonprofit Parent-Teacher Associations (PTAs) chartered by the California Congress of PTAs, incorporated and 
equivalent organizations authorized by school authorities to perform the same type of service for public or private 
schools are considered to be consumers of products they sell. The profits from the sale must be used exclusively to 
further the organization’s purpose. 

Important: Connection with a school does not automatically make a group equivalent to a chartered PTA. To be 
considered equivalent, your group must meet all of the following conditions: 

• It is a nonprofit organization that includes parents. 

• The group’s objectives include enhancing the welfare of all of the students in the school and developing better 
communication between parents and school authorities. (Groups such as athletic booster clubs, whose efforts 
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are directed toward a select group of students rather than all students, are not considered PTA-equivalent 
organizations.) 

• The group is authorized to operate in the school by the school’s governing authority. 

• The profits from the group’s sales are used exclusively to advance the group’s purpose. 

If your group meets these qualifications or is a chartered PTA, you are the consumer of products you sell provided 
your group uses the profits from the sales only to advance your organization’s purpose. Your organization is 
generally not required to hold a California seller’s permit or file sales and use tax returns. 

Although your organization’s sales may not be taxable, your purchases generally are taxable and you cannot issue 
resale certificates to buy merchandise tax-free. Since businesses that sell to your organization generally must pay 
tax on their sales to your organization, you can expect to pay an amount for tax when you buy merchandise unless 
the sale qualifies for a specific exemption or exclusion. If you work with a fundraiser company or similar supplier, 
different regulations may apply—please see Sales That Involve Fundraiser Companies. 

Nonprofit youth organizations 
Retailers 
Youth groups that sell merchandise such as t-shirts, wrapping paper, mugs, and so forth are generally retailers of 
those products. Sales of these items are taxable and your group must obtain a seller’s permit and file sales and use 
tax returns. Please see Registration Requirements, and Collecting and Paying Tax. Your group may need a perma
nent seller’s permit. 

Consumers 

Qualifying requirements 
Specific types of nonprofit youth organizations may qualify as consumers in certain situations. To qualify as a 
consumer, your group must be one of the following: 

• A nonprofit organization that qualifies for tax-exempt status under Internal Revenue Code section 501(c). Your 
primary purpose must be to provide a supervised program of competitive sports for youth or to promote good 
youth citizenship. The group must not discriminate on the basis of race, sex, nationality, or religion. 

• A youth group or club sponsored by or affiliated with a “qualified educational institution.” This includes, but is 
not limited to, student activity groups such as debating teams, swimming teams, bands, and choirs. Most public 
and private schools are qualified educational institutions. Qualified educational institutions do not include 
schools that discriminate on the basis of race, sex, nationality, or religion. Youth organizations affiliated with 
them do not qualify for the tax exemption. 

If your youth group does not meet the requirements listed above, it is generally considered the retailer of products 
it sells and may need a seller’s permit. Please see, Registration Requirements. 

Qualifying sales 
If your group qualifies as described above, you are a consumer when you do all of the following: 

• Sell food products or nonalcoholic beverages, or items made by members of your organization. 

• Make sales on an irregular or intermittent basis. Sales made in storefront or mobile retail outlets that normally 
require local business licenses do not qualify as intermittent or irregular sales. 

• Use the profits from your sale only to advance your organization’s purpose. 

As a consumer, you do not owe tax on your sales, however, your purchases are generally taxable and you cannot issue  
resale certificates to your suppliers (see Taxable purchases). Since your suppliers will generally owe tax when they sell  
you merchandise, you can expect them to collect tax on your purchases. If you work with a fundraiser company or 
similar supplier, different regulations may apply—please see Sales That Involve Fundraiser Companies for details. 

For more information, please see Regulation 1597, Property Transferred or Sold by Certain Nonprofit Organizations. 
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ORGANIZATIONS  THAT PROVIDE HUMAN SERVICES AND   
GOODS RELATED  TO MEDICAL OR HEALTH INFORMATION,   
DISABILITIES, HIV/AIDS, NUTRITION, AND HOMELESSNESS 

This section focuses on the limited tax exemptions available to certain organizations that provide community health 
and human services. If your organization’s sales are not covered by those specific exemptions, be sure to read the other 
sections of this publication that may apply to you. 

Permit and tax requirements (in general) 
Permit requirements 
Please see Registration Requirements, and Collecting and Paying Tax, for more information on seller’s permits and 
tax reporting requirements. 

General tax requirements 
Unless they qualify as tax exempt under the exemptions described in this section, your sales of merchandise 
are generally taxable. This is true whether you buy the merchandise, make it, or receive it as a donation from an 
individual or a business. Organizations that sell nonfood items at fundraising events, such as auctions, festivals, fire
work stands, bazaars, swap meets, or craft shows are considered retailers and sales tax is due on their sales. Please 
see Collecting and Paying Tax, for more information on tax reporting requirements. 

Medical health information literature or health and safety materials 
Qualifying organizations 
If your charitable organization’s local office distributes medical health information literature, you are not required to 
pay use tax on the purchase, storage, or other use of that literature, provided you meet all of these conditions: 

•  You purchase the literature from your organization’s national or branch office. 

•  Your organization is formed and operated for charitable purposes. 

•  Your organization qualifies for the welfare exemption from property taxation under Revenue and Taxation Code 
section 214.  

This exemption also applies to your purchase, storage, or distribution of health and safety educational materials 
you routinely sell in connection with health and safety and first aid classes. To qualify for the exemption on materi
als you sell, your national organization must routinely distribute health and safety information and meet all the 
conditions listed above. However, your other sales of medical health information or health and safety materials are 
generally taxable. 



Example: You operate the local office of a national, nonprofit charitable organization that distributes health 
and safety materials to the public. As part of your activities, you conduct CPR classes. You purchase textbooks 
from your national or branch office and provide them to CPR students. Your textbook purchases would not be 
taxable. However, if you also sell health booklets you purchase from other sources, your sales of those book
lets would be taxable. 



Medical identification tags 
People wear medical identification tags to alert others that they have a medical disability or allergic reaction to 
certain treatments. A nonprofit organization’s sale, storage, or other use of those tags is exempt from sales and use 
tax provided the organization is exempt from state income taxes under Revenue and Taxation Code section 23701. 
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Thrift stores benefiting individuals with HIV or AIDS 
Legislation has extended the sunset date until January 1, 2019, for the sales tax exemption for thrift stores, the 
proceeds of which benefit individuals with HIV or AIDS. Therefore, through December 31, 2018, tax does not apply 
to certain thrift stores’ sales of used clothing, household items, or other retail merchandise. A nonprofit organiza
tion must operate the thrift store to raise funds that will be used to provide medical, hospice, or social services for 
individuals chronically ill with HIV or AIDS. 



The organization operating the thrift store must: 

•  Spend at least 75 percent of the store’s net revenues providing the medical, hospice, or social services described 
above, and  

•  Be exempt from state income tax under section 23701d of the Revenue and Taxation Code. 

If you believe that your organization’s sales qualify for this tax exemption, you may ask us to review your eligibility. If 
you qualify, we’ll provide your organization with a verification letter. Please send your request to: 

Compliance Program Analysis Section, MIC: 02
  
Board of Equalization
  
PO Box 942879
  
Sacramento, CA 94279-0002
 

Please provide the following information with your request: 

• A letter signed by an officer of your organization describing the organization’s activities and certifying that it 
meets the requirements for the exemption described above. 

• A letter from the California Franchise Tax Board verifying your organization’s exempt status under Revenue and 
Taxation Code section 23701d. 

• A list of the types of merchandise your organization will sell. 

Organizations providing services to people with developmental disabilities or children with 
severe emotional disturbances 
Under certain circumstances, organizations whose primary purpose is to provide services to individuals with 
developmental disabilities or children with severe emotional disturbances are considered consumers of items they 
sell. The organization must: 

• Be tax-exempt under Internal Revenue Code section 501(c)(3). 

• Not discriminate on the basis of race, sex, nationality, or religion. 

In addition, all of the following conditions must be met: 

• The items sold are handcrafted or artistic and designed, created, or made by individuals with developmental 
disabilities or children with severe emotional disturbances. Those individuals must be members of your organi
zation or receive services from it. 

• Each item sells for $20 or less. 

• Your organization makes sales on an irregular or intermittent basis. 

• You use the profits from your sales exclusively to advance your organization’s purpose. 

Tax applies to your organization’s purchases of materials and supplies for use in making the items you sell. You 
cannot buy materials and supplies for resale using a resale certificate (see Using a resale certificate). 

Example: Your charitable, Internal Revenue Code section 501(c)(3) tax-exempt organization, provides 
educational services and skills training for adults with developmental disabilities. Each year, participants in 
your programs make holiday decorations you sell at an annual open house for $20 each. The profits are used 
to buy educational materials for your classes. Your organization’s sales are not taxable. 
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Organizations and institutions that serve meals or food 
Deliveries to the elderly and people with disabilities 
Tax does not apply to the sale or use of meals by a nonprofit volunteer home-delivery organization that delivers 
meals to homebound elderly people or people with disabilities. 

Meals or food served to low-income elderly people 
Sales tax does not apply to meals served to low-income elderly people by a nonprofit organization when both of 
the following conditions are met: 

• The meals or food are served at or below the organization’s cost. 

• The meals are provided under a state-financed or federally-financed program. 

Meals served to patients or residents of institutions 
Sales of meals and food products to residents or patients of certain institutions are exempt from sales tax. These 
facilities include: 

• Qualified health care facilities. 

• Qualified community care facilities. 

• Qualified residential care facilities for the elderly. 

• Qualified alcoholism recovery, drug recovery, or drug treatment facilities. 

• Any house or institution financed by state or federal programs that (1) serves as a principal residence exclu
sively for people age 62 or older, and (2) supplies room and board for a flat monthly rate. 

In addition, sales tax does not apply to those institutions’ purchases of food products, meals, and nonreusable items 
that become parts of meals or food products such as straws, paper napkins, and carbonated beverages. The meals 
or food products must be furnished or served to patients or residents. 

For more information on qualifying institutions, please see Regulation 1503, Hospitals and Other Medical Service 
Facilities, Institutions and Homes for the Care of Persons. 

Homeless shelters and related organizations 
Homeless shelter operators 
Nonprofit organizations operating homeless shelters may qualify for an exemption from sales and use tax. See 
Charitable Organizations That Relieve Poverty and Distress. 

Auctions to benefit homeless shelters 
Auction sales made to benefit a homeless shelter are exempt from tax when the auction is conducted by or 
affiliated with a nonprofit organization and all three conditions below are met: 

•  The funds raised in the auction are spent to benefit the homeless shelter and homeless people. 

•  The organization is exempt from state income tax under Revenue and Taxation Code section 23701d.  

•  The organization conducts only one such auction during any 12-month period. 
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SPECIFIC SALES ACTIVITIES
 

Food and Meals 
This section is a general guide for applying tax to sales of food and meals. It is not intended for organizations that are 
considered consumers of items they sell and is not a detailed explanation of all circumstances affecting food sales. Be sure 
to also read the portions of the prior sections that may apply to your specific kind of organization. If after reading this 
publication, you have questions regarding how to apply tax to the sale of food at your particular event, please call our 
Customer Service Center 1-800-400-7115. 

Food sales (in general) 
The sale of food can be tax-exempt or taxable, depending on: 

• The type of food, 

• The circumstances under which the food is sold, and 

• Who makes the sale. 

However, the source of the food does not affect how tax applies—the same rules apply whether the food is pur
chased, donated to you, or homemade. 

Special exemptions for the sale or use of meals and food products 
Some nonprofit organizations qualify for special exemptions from sales or use tax on meals and food products. For 
more information, see the sections referenced in the list below. 

Sales or use tax exemptions may be available for meals and/or food that are: 

• Served to low-income elderly people. See Organizations and institutions that serve meals or food. 

• Delivered to elderly people and people with disabilities. See Organizations and institutions that serve meals or 
food. 

• Sold at schools. See Schools. 

• Furnished or served by religious organizations. See Meals furnished or served by religious organizations. 

• Furnished by social clubs and fraternal organizations. See Sales of food and beverages. 

• Sold by nonprofit veterans’ organizations. See Meals served by nonprofit veterans’ organizations. 

• Served to patients or residents of “institutions.” See Organizations and institutions that serve meals or food. 

• Sold by nonprofit youth organizations. See Nonprofit youth organizations. 

If your organization’s food-related activity isn’t listed above, your sale of food or meals may be taxable. The next 
sec tion “Sales of food at fundraising events” discusses how tax generally applies to various event sales. If you have 
an ongoing food sales operation, such as a café or restaurant, please refer to publication 22, Dining and Beverage 
Industry. 

Sales of food at fundraising events 
The circumstances under which you sell food at fundraising events affect whether your sales are taxable. The chart 
below and the following sections describe certain general rules for those food sales. They will help you understand 
how to apply tax to common fundraising situations such as bake sales, fundraising dinners, and other events. Be 
sure to read the sections that apply to your nonprofit organization rather than rely on this table alone. 

General rules for applying sales tax to food sold at events 
Note: This table does not apply to nonprofit organizations covered by the exemptions listed previously in this 
section, to restaurant sales, or to vending machine sales (see Vending Machines). 
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Sales of food “to go” 

Type of food Is sale usually taxable? See 

Cold food (candy, 
snack food, pro
duce, etc.) 

No. Exception: Tax applies to the sale of cold food when 
it is part of a hot food combination package. 

Combination 
packages 

Cold beverages 
No. Exception: Tax applies to the sale of alcoholic, car
bonated beverages and cold beverages sold in hot food 
combination packages. 

Combination 
packages 

Hot prepared food 
Yes. Exception: Tax does not apply to sales of individual 
hot drinks or bakery goods sold for a separate price. 

Hot prepared 
foods 

Combination 
packages 

Yes. Application of tax depends on contents of package. 
Combination 
packages 

Sales of food for consumption on-site 

Type of sale, 
location 

Is sale usually taxable? See 

Food sold where 
admission is 
charged 

Yes. Exception: Food sold in a form or size that buyers 
would not ordinarily eat on-site. For example, the sale of 
a whole pie. 

Sales of food 
for consump
tion on-site 

Food sold where 
dining facilities 
are provided 

Yes. Exception: Food sold in a form or size that buyers 
would not ordinarily eat on-site. For example, the sale of 
a whole pie. 

Where dining 
facilities are 
provided 

Meals served at 
fundraising events 

Yes. Meals served 
at fundrais
ing events 

Sales of food “to go” 
The information in this section does not apply to your organization’s sales of food in places where admission is 
charged or where “dining facilities” are provided for your customers. (Dining facilities include tables, chairs, benches, 
counters, plates and glasses, and so forth.) For information on those types of sales, see Sales of food for consump
tion on-site. 

Cold food products 
Sales of “cold food products” such as produce, candy, cold sandwiches, baked goods, ice cream, and snack foods 
are generally not taxable (for exceptions see “Combination packages”). However, certain vending machine sales 
of candy and other food products are partially taxable (see Vending Machines, for more information on vending 
machine sales). 

Cold beverages 
Sales of alcoholic beverages are taxable. Sales of carbonated beverages—including carbonated bottled water—are 
also taxable. “To go” sales of noncarbonated and noneffervescent bottled water and juice are not taxable (but see 
“Combination packages”). Special rules for hot beverages are discussed under Hot prepared foods, below. 

Hot prepared foods 
Sales of “hot prepared food products” are taxable. This includes food products, items, components, or beverages 
heated for sale and sold at any temperature higher than the air temperature of their sales location. Examples 
include hot pizza, hot nuts, hot barbecued chicken, hot sandwiches, and hot soup. Sales of food prepared to be 
served hot are taxable even if the food has cooled by the time it is served. 
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Hot bakery goods, hot coffee, and other hot beverages are considered hot prepared food products. However, the 
sale of individual hot bakery items or drinks “to go” for a separate price is tax-exempt unless the items are sold 
through a vending machine for more than 15 cents or as part of a combination package (see below). 

Combination packages 
Combination packages are two or more items sold together for one price. The application of tax will vary depend
ing on the type of combination package sold. 

Contents of combination packages How tax applies 

A. A hot prepared food item or hot drink and 
any other food item. 

Examples: Hot coffee and a pastry; hot sandwich 
and a cold drink. 

Full price is taxable. 

B. All cold food Not taxable. 

C. Carbonated or alcoholic drink and at least 
one cold food item. 

Example: Cold sandwich, chips, a cookie, and a 
carbonated drink. 

The portion of the selling price that rep
resents the charge for the carbonated or 
alcoholic drink is taxable. 

Examples: 

A.	 Hot coffee and pastry sold together for $3.50. The full $3.50 price is taxable. 

B.	 Cold sandwich sold with a cookie and chips for $5.75. The sale is not taxable. 

C.	 Cold sandwich package in B. sold with a carbonated soft drink for $6.00, with the soft drink normally 
priced at $1.00. Tax applies to $1.00. 

Sales of food for consumption on-site 
Sales of food for consumption at certain events and locations are generally taxable, even if the sale of the same 
food product would be tax exempt when sold “to go.” This section explains how tax applies to the sale of food 
intended to be eaten on-site, but it is not a guide to restaurant sales. For information on restaurant sales, please see 
publication 22, Dining and Beverage Industry. 

Where admission is charged 
Sales of food, meals, or beverages are generally taxable when the food product is sold ready to eat within a place 
where admission is charged, such as a concert, a play, a football game, or a similar location. 

Example: If you sell juice and sandwiches at a dog show where spectators have paid $5 for admission, your 
food sales are taxable. 

However, sales of food products that would not ordinarily be eaten on the premises—such as jars of pickles, whole 
cakes or pies, or a canned ham—are not taxable. If you make sales of this type, be sure to keep good records that 
clearly indicate the type of products you sold (see Recordkeeping). 

Exceptions: Certain locations are not covered by this general rule: 

• National and state parks, marinas, campgrounds, and recreational vehicle parks. 

• Places where admission is based on membership dues or use of a student body card, and places where 
spectators are admitted free—such as bowling alleys and golf courses—are not considered to be places where 
admission is charged. 

• Meals served by religious organizations at a social event or other gathering when the purpose of serving or 
furnishing the meals is to obtain revenue for the functions of the organization and the proceeds are actually 
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used in carrying out such functions. A clear separation of charges must be made on the ticket if the admission 
covers a taxable event, such as wine tasting. 

Where dining facilities are provided 
Sales of food, meals or beverages are generally taxable when sold ready to eat at a location where your organiza
tion provides any of the following: 

• Tables, chairs, or counters for dining. 

• Trays, glasses, dishes, or other tableware for your customers’ use. 

Example: Your organization sells ice cream sundaes at a free community fair where tables and chairs are avail
able for use by your customers. Your sales are taxable. 

However, if you sell food products that would not ordinarily be eaten on-site— such as jars of jam, whole pies, 
or packages of cookie dough—those sales are not taxable. If you make sales of this type, be sure to keep good 
records that clearly indicate the type of products you sold (Recordkeeping). 

Special events involving food, meals, or refreshments 
Special considerations for ticket pricing 
Special events sponsored by your organization may include both taxable and nontaxable activities. Consequently, 
your organization should be especially careful when providing food, drinks, prizes, admission to entertainment, and 
so forth, for a single amount designated as a donation. Generally, if you charge a single donation for a fundraising 
event involving taxable sales, the entire ticket charge will be taxable unless you do both of the following: 

• List the taxable charges separately on the event tickets. 

• Keep separate records of taxable and nontaxable charges. 

Example: You hold a fundraising dinner, where the $75 ticket price includes dinner and drinks (that are tax
able—see below) and entertainment (that is not taxable). If your tickets list only one price, that full amount is 
taxable. However, if the tickets state “Ticket price includes $35 for dinner and drinks” and your event income 
records reflect this breakdown, tax would apply only to the $35 charge for dinner and drinks. 

Please Note: When your organization is not responsible for reporting and paying the tax for sales of meals at 
a fundraising dinner or other event (as explained in the next section) you do not need to separate charges in 
this manner. 

Amounts you receive from tickets sold, but not used, are not taxable. You should keep records that show the 
difference between any advance sales you make and the number of tickets actually turned in at your event. 

Meals served at fundraising events 

When your organization serves the meals 
Tax generally applies to charges for drinks, food, and meals included in the ticket price of fundraising dinners or 
special events. The business or organization that serves the meals at a fundraising event is responsible for reporting 
the taxable sales and paying the tax due. If your organization serves the meals at your event, you are liable for the 
tax. This is true whether the meals are furnished by members of your organization, purchased or donated to you. 
Tax is due based on the ticket price for the meal. As noted in the previous section, if the charge for the meal is not 
separately listed on the event ticket, the entire ticket price is taxable. 

When another business or organization serves the meals 
If your organization contracts with someone else to serve the meals at your event, you generally are not responsible 
for paying tax on your ticket sales. Instead, the business that serves the meals must report the sale of the meals and 
pay the tax due, based on the amount they charge you. 
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For example, your organization might contract with a restaurant or hotel to provide and serve meals for a certain 
price. The food server would be liable for the sales tax, based on the amount the server charged you for the meals. 

Example: Your organization holds a fundraising dinner at the ballroom of a hotel, with ticket prices of $100 
each that covers a meal, drinks, and entertainment. You contract with the hotel to provide and serve the meals 
and drinks for $25 per person. Since the hotel serves the meals, it must pay sales tax based on the amount it 
charges you for the meals and drinks ($25 each). Your organization does not owe tax on your ticket sales. 

Refreshments served at event but not mentioned on the event tickets 
If your tickets do not mention refreshments, and you serve only an insignificant amount of food or drink at your 
event, your ticket sales are not taxable. For example, if you hold a Meet-the-Candidates Night and serve only coffee 
and tea, tax would not apply to your income from ticket sales. 

It may be difficult to determine whether the amount of food you serve at an event would be considered insignifi
cant or whether it is a significant enough part of the event to become a taxable sale. If you have questions, you may 
want to write us and ask for written tax advice before you hold your event or, you can call our Customer Service 
Center for assistance at 1-800-400-7115. 

Purchases of supplies and nonfood products 
Tax applies to your purchases of items such as disposable plates, napkins, utensils, cups, and nonfood products such 
as carbonated or alcoholic beverages. However, if you intend to resell these items, you may purchase them tax-free 
by issuing a resale certificate to the seller when making your purchase (see Using a resale certificate). 

However, if you do not buy these items for resale and you pay tax to your supplier, you may be able to take a 
deduction on your sales and use tax return. The deduction would reduce the amount of your total taxable sales 
based on the cost of the tax-paid purchases. You must use the items for one of the taxable activities covered by the 
sales or ticket proceeds from your event. 

For example, your organization might pay sales tax to a vendor when it buys paper plates on which to serve tax
able meals at a fundraising breakfast. In that case, you could take a deduction for the cost of the tax-paid plates. You 
would take the deduction under “Tax-Paid Purchases Resold Prior to Use” on your sales and use tax return. You must 
claim the deduction on the same return on which you report the full, taxable gross receipts from the breakfast sales. 
Taking the deduction does not change the amount you report as total sales for the event. However, if the meals you 
provide are exempt from sales tax and you are considered the consumer of the meals and not the retailer, then you 
would owe tax on the cost of the supply items and not entitled to a tax-paid purchases resold deduction. 

Recordkeeping 
Whenever you sell food for fundraising, your records must indicate the type of food and the location of the sale. 
If you make tax-exempt sales of food “to go,” your records should state that you did not provide dining facilities 
for your customers or that you were selling products not suitable for consumption on site (see Sales of food for 
consumption on-site, and Where dining facilities are provided). 

If you claim a tax exemption for sales of food products in a form or size not suitable for consumption on site, your 
records should: 

• Indicate that the food products would ordinarily not be consumed on the premises, and 

• If applicable, separately list income for sales of these “to go” food items from income for your sales of food to 
be eaten on site. Make the separation in your sales records, cash register tapes, or a similar record that we can 
verify by audit. For example, you might sell pie slices and whole pies at a fair that charges admission. While you 
could use one cash box for all sales, you should retain sales receipts for all nontaxable whole pie sales. 

Your records must provide sufficient detail to back up your claim that any sales are tax exempt. 
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VENDING MACHINES
 

For information on vending machine sales at schools, see Schools. The information in this section supplements the 
organization-specific information found in the first section of this publication. If there is information in that section that 
applies to your specific type of organization, be sure to read that section first. 

Vending machine sales are generally taxable 
Sales tax generally applies to vending machine sales, including sales of toys, snack foods, hot food products and 
carbonated drinks. However, items considered food (including hot drinks “to go”) when sold in a vending machine 
are taxed at 33 percent of their selling price. Also, some organizations are consumers for all of their vending 
machine sales, while other organizations are consumers for only some of their vending machine sales. 

Operator owes the tax 
The operator of the vending machine is responsible to report and pay the tax. If your nonprofit organization stocks 
the machine and collects the money from it, you are the operator and responsible for the sales tax. If an outside 
company stocks the machine and collects the money, then pays you a portion of the profits, that company must 
report and pay the tax due. 

Some organizations are consumers 
Certain nonprofit organizations are considered to be the consumers of all products they sell through vending 
machines, regardless of price. If you are a consumer of nonfood products sold through the vending machine, tax 
applies to your purchases of those items, but not to your sales. The organizations include: 

• Nonprofit parent-teacher associations and equivalent organizations. 

• Nonprofit organizations commonly called Friends of the Library and equivalent organizations. 

• Nonprofit parent cooperative nursery schools. 

For more information on these organizations, see Nonprofit organizations assisting museums: rummage sales, and 
Schools, Parent-Teacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing. 

In addition, nonprofit, educational, or charitable organizations other than those listed above are considered 
consumers of the following items they sell in a vending machine: 

• Items sold for 15 cents or less. 

• Unsorted cold food products (other than beverages), sold in bulk and priced at 25 cents or less, such as loose 
candies. 

More information 
Please see Regulation 1574, Vending Machine Operators or publication 118, Sales of Food in Vending Machines. 

For information on seller’s permits and tax reporting requirements, please see Registration Requirements, and 
Collecting and Paying Tax. 

NONPROFIT ORGANIZATIONS | NOVEMBER 2013 30 

www.boe.ca.gov/lawguides/business/current/btlg/vol1/sutr/1574.html
www.boe.ca.gov/formspubs/pub118/index.html


        

 

 

 

 

 

 

 
 

 

 

 

NEWSPAPERS AND PERIODICALS
  

Nonprofit organizations commonly distribute newspapers, newsletters, and periodicals to the public and their members, 
and they may sell periodicals, too. This section provides general information on the application of sales and use tax to 
these kinds of publications. Please remember that this section addresses the general tax rules that apply. If there is a 
section that applies to your specific type of organization, be sure to read that section first. 

What is a newspaper or periodical? 
For sales and use tax purposes, a publication qualifies as a newspaper or periodical if you publish different issues 
at least four times a year. Books, annual reports, journals, special reports, and other publications that are published 
less than four times a year do not qualify for the special tax exemptions discussed in this section. The sale of those 
publications is taxable unless your organization qualifies for the special exemptions described earlier in this 
publication. 

Specific exemptions from tax 
Types of exemption (in general) 
An organization’s sale of newspapers and periodicals (including newsletters) is generally taxable. However, tax 
does not apply to the sale or use of these publications under the specific conditions explained in this section. The 
exemptions apply to: 

• Publications distributed at no charge (explained below). 

• Certain periodicals sold by subscription (see Periodicals sold by subscription). 

• Periodicals published by 501(c)(3) nonprofit organizations only for their members or without commercial 

advertising (see Periodicals published by nonprofit 501(c)(3) organizations).
 

• Periodicals published by other nonprofit organizations for their members (see Periodicals published by other 
nonpr ofit organizations for their members). 

Important: Be sure to read the next sections for the specific requirements for each exemption. 

Your periodical may fully or partially qualify for one of the exemptions listed above. 

Sale of component parts to periodical publishers 
Tax does not apply to the sale of component parts or ingredients of any periodical that will be sold. In addition, tax 
does not apply to the sale of component parts or ingredients of certain periodicals that will be given away. 

Component parts are the materials that become a physical part of the periodical, such as ink, paper, and bind
ing. Fliers, circulars, handbills, and similar items that are inserted in or attached to a qualifying publication are also 
considered component parts. Businesses that make nontaxable sales of component parts to periodical publishers 
should obtain an exemption certificate from the publisher (see Specific exemptions from tax). 

Publications distributed without charge 
Sales tax does not apply when you distribute periodicals (or any other publication) without charge. In addition, pur
chases of component parts for periodicals you distribute without charge are not taxable, provided the publications: 

• Are regularly published, and 

• Average at least four issues a year. 

If you distribute a publication that qualifies for this exemption, your supplier or printer should not charge you tax 
for component parts when you provide the supplier or printer with an exemption certificate (see Specific exemp
tions from tax). 
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What does “without charge” mean? 
Distributing a publication to people or businesses without asking for anything of value in exchange is clearly a 
distribution without charge. Other cases may not be as clear-cut. For your publication to be considered distributed 
without charge, you: 

• May distribute the publication on a voluntary pay basis, meaning that while you request payment, you will give 
the publication away for free. 

• Must not distribute the publication to recipients in consideration of their membership dues or fees. 

Periodicals sold by subscription 
The sale or use of a newspaper or other periodical by subscription is not taxable if both of the conditions listed 
below apply. The periodical must be: 

• Published from four to 60 times a year 

• Delivered by mail or common carrier 

If your periodical qualifies for this exemption, you do not owe sales tax on your subscription charges. In addition, 
you can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You 
will need to give the printer or supplier an exemption certificate (see Specific exemptions from tax). 

Periodicals published by nonprofit 501(c)(3) organizations 
If your organization qualifies for tax-exempt status under Internal Revenue Code section 501(c)(3), tax does not 
apply to the sale or use of a newspaper or other periodical you distribute or to its component parts if either of the 
following conditions apply: 

• You distribute issues of the publication to your organization’s members in consideration, in whole or part, of 
their membership dues. 

• The publication does not generate revenue from or accept commercial advertising. 

To qualify for the tax exemption, you must regularly publish the newspaper or periodical at average intervals of 
three months or less. 

Newspapers and periodicals distributed by government entities established and administered for the purposes 
provided in Internal Revenue Code section 501(c)(3) may also qualify for this tax exemption. 

If your periodical qualifies for this exemption, you do not owe sales tax on the portion of any dues you receive that 
go toward the newsletter or income from the sale of publications that do not contain advertising. In addition, you 
can buy component parts for the periodical without paying an amount for tax to your supplier or printer. You will 
need to give the supplier or printer an exemption certificate (see Specific exemptions from tax). 

Periodicals published by other nonprofit organizations for their members 
If your tax-exempt nonprofit organization’s publications or newsletters don’t qualify for one of the other tax 
exemptions already discussed in this section, another tax exemption may apply. Tax does not apply to your use or 
distribution of a publication if both of the following conditions are met: 

• The publication is distributed to your organization’s members in whole or in part, in consideration of their 

membership dues. 


• The cost for printing the publication is less than ten percent of the membership fee for the period in which the 
publication is distributed (please see “Calculating your printing costs). 

Example: Your organization, an Internal Revenue Code 501(c)(4) nonprofit group, prints and distributes a 
monthly newsletter for its members. They receive the newsletter in consideration of their $25 annual member
ship dues. If the printing cost of the newsletter is less than 20.8 cents per issue ($25 annual membership fee 
divided by 12 months x 10 percent = $0.208 or 20.8 cents), the publication and its component materials would 
be exempt from tax. 
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Common publication situations for nonprofit organizations 
You can use the table below to determine how tax may apply to your 501(c)(3) organization’s newspapers, news
letters, and periodicals. Please note that the table assumes that your periodical is published at average intervals of 
three months or less. 

Distributed to For a charge or free? Subject to tax? 

Periodical without advertising revenue or commercial ads 

Any recipient Either No 

Periodical with advertising revenue or commercial ads 

Members of your 
organization only 

Charge included in 
membership dues 

No 

Members: Charge included in 
membership dues No 

Both members and 
nonmembers 

Nonmembers: 

Free 

For a 
charge 

No 

Sales to nonmembers are tax
able unless they qualify for 
the subscription sales exemp
tion (see Periodicals sold by 
subscription) 

Nonmembers only 
For a charge 

Yes, unless distributions qualify 
for the subscription sales exemp
tion (see Periodicals sold by 
subscription) 

Free No 

Calculating your printing costs 
To determine your printing costs, you must include the cost of materials that become physical components of the 
publication—ink and paper, for example— and the cost of printing labor. Printing labor includes printing, collating, 
folding, binding, and other finishing work. It does not include prepress work such as camera work, plate prepara
tion, film or plate output, typography, layout, and electronic file preparation. If you claim this exemption, you must 
obtain and keep documentation from your printer that shows the cost for the allowable charges separate from 
other charges. 

If your organization does its own printing, you must include fringe benefits and payroll taxes in your labor cost. In 
addition to costs for component materials, you must also include any other costs you incur for the actual printing of 
the newspaper or periodical. 

Using exemption certificates 
If your publication qualifies for one of the exemptions described in this section, you should issue an exemption 
certificate to your supplier or printer when you purchase component materials or have the publication printed. The 
document should certify that your publication is not subject to sales or use tax. This allows your supplier or printer 
to charge you for materials or printing without charging tax. Sample certificates can be found in Regulation 1590, 
Newspapers and Periodicals. 
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SALES  THAT INVOLVE FUNDRAISER COMPANIES
  

Nonprofit organizations and volunteer groups often contract with fundraiser companies to help them raise money. 
Whether your organization is responsible to report and pay sales tax depends on how the sales are handled. 

Organization as a “sales agent,” permit not required 
Generally, your organization’s members or representatives are considered agents of a fundraiser company 
when they solicit orders, collect payments, and distribute merchandise for the company. In that situation, your 
organization is not required to obtain a seller’s permit for those activities. The fundraiser company is responsible for 
reporting the sales and paying any tax due, based on the retail selling price of the merchandise. 

Please Note: Special tax exemptions that apply to an organization’s sales generally do not extend to sales the 
organization makes as the agent of a fundraiser company. The fundraiser company is responsible for the tax due on 
those sales. 

Organization as a retailer, must obtain seller’s permit 
When working with a fundraiser company, your organization is considered to be a retailer when it buys and sells 
items for its own account. You must obtain a seller’s permit and pay any tax due if your organization does all of the 
following: 

• Executes a contract with the supplier clearly stating that your organization will purchase and resell 

merchandise. 


• Solicits orders from the public in its own name. 

• Collects the sales price from customers in its own name. 

• Is responsible for and pays the supplier for the merchandise or receives merchandise the supplier indicates it is 
donating. 

Exceptions 
Your organization is generally not responsible to obtain a seller’s permit and report tax if the following apply: 

• The organization is a qualifying PTA, Friends of the Library group, nonprofit parent cooperative nursery school, 
or qualified youth organization (under certain circumstances), as described in Cultural Organizations: Museums, 
Government Art Programs, Library Support Organizations, and Zoological Societies, and Schools, Parent-
Teacher Associations, Children’s Organizations, Youth Organizations, and Children’s Clothing. 

• The profits from the sales are used exclusively in furtherance of the organization. 

We consider the fundraiser company or supplier to be the retailer of the products you sell. In this case, the c ompany 
or supplier is responsible for the tax, but they may charge you for tax reimbursement. Such companies often 
include multilevel marketing companies that solicit sales through a network of representatives, such as Avon and 
Tupperware. 

For more information 
If you’re not sure who is responsible for reporting and paying tax on sales you arrange with a fundraiser company, 
please call our Customer Service Center for assistance at 1-800-400-7115. 
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Promotional items sold to members 
Until January 1, 2015, a qualifying nonprofit organization is a consumer of certain promotional items sold to its 
members, if the following requirements are met: 

• The promotional item bears a logo or other identifying mark of the organization and is a promotional item 
or other item commonly associated with use by a member to demonstrate the member’s association with, or 
membership in, the organization. 

• The cost to the member of the organization for the acquisition of the promotional item is not more than the 
cost to the nonprofit organization to obtain and transfer to the member the promotional item, including any 
applicable sales or use tax paid by the nonprofit organization. 

• Reasonable steps must be taken by the organization to ensure that no member is allowed to acquire more than 
30 identical promotional items or to resell the items to another person. 

• The promotional items are not distributed for purposes of organized political campaigning or issue advocacy. 
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GENERAL OBLIGATIONS OF SELLERS AND PURCHASERS
 

Registration Requirements 
As noted in the introduction to this publication, nonprofit organizations generally need seller’s permits if they make sales 
in California. This section describes general permit requirements and the two types of permits available. 

Obtaining a seller’s permit 
In general 
As noted in Introduction: Sales and Use Tax Basics for Various Types of Nonprofit Organizations, you generally 
need a seller’s permit if you make sales of merchandise or goods in California. It is your responsibility to apply for 
a permit, report your sales, file returns, and pay any tax due. Whether you need a regular or temporary permit 
depends on the frequency of your sales activities (see “Temporary permits . . . ,” below). 

There is no fee for a seller’s permit. However, we may require a security deposit to cover any unpaid taxes your 
organization might owe if it stops operating. The amount of the security, if any, will be determined when you apply 
for the seller’s permit, based on your anticipated sales. 

Certain types of organizations are not ordinarily required to hold a seller’s permit. For more information, please see 
the organization-specific information included in this publication. 

Temporary permits vs. regular permits 
If your nonprofit organization holds less than three fundraising events with taxable sales each year, you may apply 
for a temporary seller’s permit for each event. 

If your organization conducts three or more fundraising sales events each year, or if your taxable sales activities 
occur continuously, you should apply for a regular seller’s permit. 

Even when you are eligible to obtain a temporary permit, you may find it easier to hold a regular permit. It keeps 
you from having to remember to apply for a temporary permit before each event. You may also find it easier to have 
a regular permit if you hold annual fundraising events. 

Applying for a permit 
You can apply online for a permit or license using eRegistration (eReg) available on our website at 
www.boe.ca.gov. eReg is also available in our field offices. Please contact our Customer Service Center for assistance 
at 1-800-400-7115. 

If you have held a fundraising sales event before you apply for a permit, you should register with us immediately. 
Our eReg system will enable you to apply for a permit, file the required return the next business day after the permit 
is issued, and generally pay any tax due before any penalty and interest are due. 
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COLLECTING AND PAYING  TAX
  

This section provides general information on charging your customers amounts for tax, using resale certificates, paying 
tax on purchases, filing sales and use tax returns, and keeping records. 

Taxable sales 
Taxable amounts 
In general, the amount you receive in exchange for merchandise is taxable. This is true whether a person pays you 
by cash or another method, or offers you something in barter or trade. In general, the taxable amount is the price 
you set and receive for the item. However, in the case of auctions and silent auctions, the full amount you receive is 
taxable, regardless of the item’s value. 

Examples: You sell books after your church services for a price of $10 each, plus tax. You will owe tax based on 
the $10 price ($10 x tax rate = tax amount due). 

A member of your church comes by your table and gives you $50. She takes one $10 book and tells you to 
keep the entire $50. You will owe tax only on the $10 price of the book. The other $40 is a nontaxable dona
tion and you do not owe sales tax on it. 

You sell a copy of the same book in a silent auction for $50. You will owe tax on the entire $50 amount. 

Collecting tax from your customers 
You must pay the correct amount of sales tax due on your sales. You are not required to collect tax from your 
customers, but the law does allow you to reimburse yourself for the tax from your customer equal to the tax you will 
owe on each sale. Usually, sellers add this sales tax amount to the price of merchandise when they make the sale. 
If you choose to follow this practice, your receipts should clearly show the price of the item and the amount of tax 
you applied. 

However, to simplify your sales procedures, you may decide not to add tax to the price of each individual item as 
you sell it. Instead, you can include the tax in the sales price, provided you display a sign stating: “All prices of tax
able items include sales tax computed to the nearest mill.” 

When you include tax in the price of items you sell, you must remember to subtract the tax amount out on your 
sales tax return to avoid paying too much tax. There is a line for this on the return. 

Example: You sell boxes of decorative note cards at a fair booth. To save your volunteers from having to calcu
late the sales tax due and make change with coins, you charge an even $5 for the cards and let your customers 
know that tax is included in the price by posting the sign described above. 

Purchases for resale 
In general 
If you are a registered seller, you can make purchases for resale without paying an amount for tax to your supplier, 
as described below. Otherwise, your suppliers will collect sales tax on your purchases unless the transaction 
qualifies for a specific exemption or exclusion. In some cases, described under Taxable purchases, you may owe use 
tax on your purchases. 

Organizations that are consumers 
If your organization is considered a consumer, you cannot legally issue a resale certificate to make tax-free 
purchases. Your suppliers may collect tax reimbursement from you. See Taxable purchases, if you are purchasing 
items from an out-of-state vendor. 

You can calculate the tax that is included in the selling price by use of the following formula. Sales price = total price 
divided by 1+ tax rate: for example, $5.00 / 1.0825 = $4.62. Tax included = $5.00 – 4.62 = $.38. 
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Please note: A tax rate of 8.25 percent was used for illustration purposes, be sure to use the tax rate applicable to 
your sale and include any district taxes that apply. Please see publication 71, California City and County Sales and Use 
Tax Rates, for current tax rates. 

Making purchases for resale 
As a registered seller with a permit, you may make tax-free purchases of merchandise for your resale inventory by 
issuing a resale certificate to your supplier. You must intend to sell the item, either as-is or as a physical part of a 
product you make and sell. If you plan to use the item for any purpose other than demonstration or display while 
you hold it for sale, you should not buy it with a resale certificate. 

In addition, you should not use a resale certificate to buy an item if you are not sure whether you’ll use the item 
before you sell it. Your seller may require you to pay sales tax. If you end up selling the item before you use it, you 
can take a deduction on your sales and use tax return (for example, tax-paid purchase resold prior to use). 

Example: Your nonprofit organization sells books to your members and the general public. Since your sales 
aren’t covered by any special exemption, they’re taxable. You can use a resale certificate to buy books you will 
sell. However, if every year you order 25 special books to give to volunteers who work in your bookstore and 
other organization volunteers, you should not use a resale certificate to buy those 25 books since you will give 
them away rather than sell them. 

Using a resale certificate 
To make purchases for resale, you must provide your supplier a resale certificate. The resale certificate may be in any 
form, such as a note, letter, or memorandum. Regardless of form, it must contain all of the following information: 

• Your organization’s name and address. 

• Your seller’s permit number. 

• A description of the property you will purchase. 

• A statement that the described property is being purchased for resale (the certificate must contain words that 
state the property will be resold or is for resale). 

• The date of the document. 

• The signature of someone authorized to act for your organization. 

You can find a sample resale certificate on our website at www.boe.ca.gov. 

More information on using a resale certificate can be found in publication 73, Your California Seller’s Permit, and in 
publication 42, Resale Certificate Tips. 

Taxable purchases 
Your organization’s purchases may be subject to sales or use tax, as explained below. Use tax generally applies to 
purchases of items you will use, give away, store, or otherwise consume in California. The use tax rate for a given 
location is the same as the sales tax rate. The use tax does not apply to transactions subject to California sales tax. 

If you purchase an item with a resale certificate, but use it for a purpose other than resale or demonstration and 
display, you will owe use tax on the purchase price. You must report the purchase price of the item under “Purchases 
Subject to Use Tax” on your sales and use tax return. 

Tax also applies to purchases of supplies and equipment your organization will use rather than sell, such as book
keeping supplies, office equipment, display equipment, and so forth. You should not issue a resale certificate to 
purchase those items. 

If you purchase items like those described in the previous paragraph from an out-of-state, mail order, or Internet 
seller who does not collect California tax from you, you must pay use tax on your purchase. Be sure to report the 
purchase price of the items on your sales and use tax return under “Purchases Subject to Use Tax.” 
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For more information on purchases subject to use tax, please see Regulation 1685, Payment of Tax by Purchaser, 
publication 42, Resale Certificate Tips, and publication 110, California Use Tax Basics, or call our Customer Service 
Center at 1-800-400-7115. 

Filing sales and use tax returns 
If you have a temporary permit 
When we issue you a temporary seller’s permit, you will use a sales and use tax return to report the tax due from 
your fundraising event. The return and payment will be due on the last day of the month following the month in 
which you hold the event (for instance, a return for an event held in May would be due by June 30). Please be sure 
to comply with the deadline on the return. You may be charged penalty and interest if you do not file the return and 
payment on time. 

If you have a regular permit 
If we issue you a regular seller’s permit, you will be instructed to file your tax return on a monthly, quarterly, or 
annual reporting basis. (Your filing frequency is determined by your estimated taxable sales.) You must file your 
completed return and any tax you owe to our Sacramento Headquarters Office on or before the due date printed 
on the return. Or, you may file your return at one of our field offices. Generally, the due date is the last day of the 
month following the end of the reporting period. Please be sure to comply with the due date. You may be charged 
penalty and interest if you do not file the return and payment on time. 

The BOE offers efiling through BOE-file. This free electronic filing system enables taxpayers to use the Internet to file 
a California sales and use tax return or prepayment and make payment for amounts due. You can efile whenever it is 
most convenient for you, 24 hours a day—7 days a week. Several efile options are available to fit your needs includ
ing three convenient payment methods. Confirmation that your return was accepted by the BOE is immediate. Most 
sales and use tax accounts are eligible for efiling. For more information, visit the BOE’s website at www.boe.ca.gov. 

Reporting your sales and purchases 
You must report all of your sales on your sales and use tax return, not only your taxable sales. You will be able 
to take deductions on the return for sales that qualify for specific exemptions and exclusions, including those 
described in this publication. 

The instructions that come with your tax return explain how to complete the return and take the deductions that 
may apply in your case. Information on common deductions is also found in the Sales and Use Tax section of our 
website. 

You are also required to report your taxable purchases (purchases made without tax and used, stored or 
consumed—not resold) on your sales and use tax return. 

Recordkeeping 
In general 
Because you are required to report and pay the correct amount of tax on your sales and purchases, be sure to keep 
adequate records. Your records must show: 

• Gross receipts from all sales of physical products, including sales that you think aren’t taxable. 

• All deductions claimed on your sales and use tax returns. 

• The total purchase price of all items you purchased without tax, used, or gave away (supplies, equipment, fixed 
assets, and so forth), or leased to a person, organization, or business. 

You should keep separate records for each fundraising or sales event. They should show the total amount you 
received, clearly distinguishing between taxable and nontaxable sales. 
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Example: Your organization has a booth at a free community fair selling both t-shirts (taxable) and brownies 
(nontaxable, in this instance). You must itemize your sales records to clearly distinguish between proceeds 
from taxable sales of t-shirts and proceeds from nontaxable sales of brownies. 

If you use a simple cash box to track your sales at events, you may find it easier to account for your sales if you 
sell taxable and nontaxable items at separate booths. 

Our representatives may examine your books, papers, records, and other documents to verify the accuracy of 
any sales and use tax return you file. Whether or not you file returns, your records may be reviewed to deter-
mine if you owe tax. If you have not paid the correct amount of tax, you may be required to pay penalties and 
interest in addition to any tax you owe. 

How long should I keep my business records?
You should keep required records for at least four years unless we give you specific, written authorization to destroy 
them sooner. Exception: Records that cover reporting periods before January 1, 2003, may be covered by an 
extended statute of limitations if you did not participate in the 2005 tax amnesty program, or if fraud or intent to 
evade tax is discovered during an audit. You must keep those records for at least ten years. If you are being audited, 
you should retain all records that cover the audit period until the audit is complete, even if that means you keep 
them longer than four years. In addition, if you have a dispute with us about how much tax you owe, you should 
retain the related records until that dispute is resolved. For instance, if you appeal the results of an audit or another 
determination (billing), or you file a claim for refund, you should keep your records while that matter is pending.

For more information, please see Regulation 1698, Records, and publication 116, Sales and Use Tax Records.

Special requirements: operators of flea markets, swap meets, and similar events
If you conduct a flea market or swap meet where sellers rent or lease space under your control, you must obtain 
 certain information from those sellers and provide it to us. Our publication 111, Operators of Swap Meets, Flea 
Markets, and Special Events, describes your responsibilities, the information you must obtain from sellers, and the 
significant penalties that apply if you do not collect that information and provide it to us. 
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DONATIONS TO NONPROFITS AND RELIGIOUS ORGANIZATIONS

NONPROFIT ORGANIZATIONS    

Business Donations of Goods and Services
This section provides basic information for businesses on the sales and use tax consequences of donations made to non-
profit and religious organizations. 

Donations of merchandise and goods
Items withdrawn from business inventory 
In general, your business owes use tax when you remove items from your resale inventory and use them for a 
purpose other than to sell or for demonstration and display. However, you will not owe use tax if you donate those 
items to certain nonprofit or governmental organizations without first making any other use of the items. The 
organization must be operated for educational, scientific, or literary purposes, or is a religious or other organization 
described in Internal Revenue Code section 170(b)(1)(A).

The use tax exemption for donation includes, but is not limited to goods you donate to the following:

• Churches and religious organizations.

• Charitable organizations such as the Red Cross, Salvation Army, nonprofit schools and hospitals, and medical 
assistance and research groups.

• Nonprofit educational organizations and schools.

• Organizations operated for educational, scientific, or literary purposes including nonprofit museums, art 
galler ies, and performing arts groups.

• Organizations operated for the protection of children or animals.

• Fraternal lodges (if the donated item is used for charitable purposes).

• The United States, State of California, and political subdivisions of the state (counties, cities, and certain special 
districts). 

Example: ABC Tires withdraws eight new truck tires valued at $800 from its resale inventory and donates them 
to Home Meals Express, a charitable nonprofit senior meals organization. If ABC Tires had used the tires on 
its own trucks, it would owe use tax based on their $800 value. But since it donated the tires to a qualified non-
profit organization from its resale inventory, before any use by ABC Tires, it does not owe use tax.

Items purchased for donation
Your business’s purchase of items specifically for donation to a nonprofit, government, or religious organization is 
not eligible for any exemption from sales or use tax. You should pay an amount for tax to the seller rather than make 
the purchase with a resale certificate. 

Example: The owner of California Pets Unlimited, Ms. Jones, is asked to donate new or gently used children’s 
toys to her temple. Since Ms. Jones doesn’t sell children’s toys, she buys three stuffed animals from a toy store 
and donates them on behalf of her company. Ms. Jones may not buy the toys for resale since her intent is to 
donate them rather than sell them in her business. Her business is not eligible for any sales or use tax deduc-
tion or exemption related to the purchase and donation.
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For recipients: sales of donated goods
If your organization receives a donation of merchandise from a business, please note that tax usually applies if you 
sell the donated item. But tax would not apply if you qualify as a consumer or if your sale is otherwise tax exempt, 
as explained earlier in this publication.

Example: The Smalltown Friends of the Library receives a donation of 20 new books from Smalltown Books 
and Espresso. The group sells the books in its annual book sale and uses the profits to buy more books for the 
library. Because the organization qualifies as a consumer for sales tax purposes, it does not owe tax on the sale 
of the books (see Friends of the Library organizations).

Donations and sales of gift cards, gift certificates, and services
Your business may donate gift cards, gift certificates, or services to nonprofit and religious organizations. When no 
merchandise changes hands in the donation, the donation has no effect on your sales or use tax liability and the 
donation does not entitle you to any sales or use tax deduction. Similarly, when the recipient organization sells the 
items, the sale is not taxable.

Example: Joe’s Fishing Shop sells fly fishing gear and provides guided fishing trips. The owner donates a fly 
fishing rod, fishing trip, and gift certificate to a California nonprofit fish conservation organization for its 
annual fundraiser. The shop does not owe use tax on the fly fishing rod withdrawn from its inventory. The 
donation of the trip and gift certificate have no effect on the business’s sales and use tax liability. 

The fish conservation organization sells the entire package to a California buyer in an online auction. The organiza-
tion owes sales tax based on the fair market value of the fly rod. Its sale of the fishing trip and gift certificate are not 

3taxable since those items are not physical merchandise.

Loans for educational purposes 
Certain loans by retailers to schools are exempt from use tax, including: 

• Loans of items to a school district for a district educational program. 

• Loans of motor vehicles to be used exclusively in driver training programs by accredited private or parochial 
secondary schools. The driver training program must be approved by the State Department of Education as a 
regularly conducted course of study. 

• Loans of motor vehicles to the State Universities in California CSUS or the University of California for exclusive 
use in an approved driver education program conducted by the university. 

• Loans of motor vehicles used in teaching disabled veterans, including loans to a veterans’ hospital or other 
nonprofit facility for use in teaching disabled veterans how to operate specially equipped vehicles. 

The retailer may not make an earlier use of the loaned property other than retention, demonstration, or display in 
order for these exemptions to apply.

3 Once the gift certificate is redeemed, it will be considered the same as cash; thus the retail selling price of the 
goods must be included in the taxable gross receipts of the seller, in this case that’s Joe’s Fishing Shop.



FOR MORE INFORMATION

For additional information or assistance with how the Sales and Use Tax Law applies to your business operations, please 
take advantage of the resources listed below.

INTERNET
www.boe.ca.gov

You can log onto our website for additional information—such as laws, regulations, forms, 
publications, and policy manuals—that will help you understand how the law applies to 
your business.

You can also verify seller’s permit numbers on the BOE website (look for “Verify a Permit/
License”) or call our toll-free automated verification service at 1-888-225-5263.

Multilingual versions of publications are available on our website at www.boe.ca.gov.

Another good resource—especially for starting businesses—is the California Tax Service 
Center at www.taxes.ca.gov.

FAXBACK SERVICE
Our faxback service, which allows you to order selected publications, forms, and regula-
tions, is available 24 hours a day. Call 1-800-400-7115 and choose the fax option. We’ll fax 
your selection to you within 24 hours.

TAX INFORMATION BULLETIN
The quarterly Tax Information Bulletin (TIB) includes articles on the application of law to 
specific types of transactions, announcements about new and revised publications, and 
other articles of interest. You can find current and archived TIBs on our website at  
www.boe.ca.gov/news/tibcont.htm. Sign up for our BOE updates email list and receive 
notification when the latest issue of the TIB has been posted to our website.

FREE CLASSES AND SEMINARS
Most of our statewide field offices offer free basic sales and use tax classes with some 
classes offered in other languages. Check the Sales and Use Tax Section on our website at 
www.boe.ca.gov for a listing of classes and locations. You can also call your local field office 
for class information. We also offer online seminars including the Basic Sales and Use Tax 
tutorial and how to file your tax return that you can access on our website at any time. 
Some online seminars are also offered in other languages.

WRITTEN TAX ADVICE
For your protection, it is best to get tax advice in writing. You may be relieved of tax, 
penalty, or interest charges that are due on a transaction if we determine that we gave 
you incorrect written advice regarding the transaction and that you reasonably relied on 
that advice in failing to pay the proper amount of tax. For this relief to apply, a request 
for advice must be in writing, identify the taxpayer to whom the advice applies, and fully 
describe the facts and circumstances of the transaction.

Please visit our website at: www.boe.ca.gov/info/email.html to email your request. Email 
encryption allows us to provide a safe and secure way of transmitting confidential 
inf ormation electronically. Instructions for registering and receiving encrypted emails is 
posted to our website. You may also send your request in a letter to: Audit and Information 
Sec tion, MIC:44, State Board of Equalization, P.O. Box 942879, Sacramento, CA 94279-0044.

TAXPAYERS’ RIGHTS ADVOCATE
If you would like to know more about your rights as a taxpayer or if you have not been 
able to resolve a problem through normal channels (for example, by speaking to a 
supervisor), please see publication 70, Understanding Your Rights as a California Taxpayer, 
or contact the Taxpayers’ Rights Advocate Office for help at 1-916-324-2798 (or toll-free, 
1-888-324-2798). Their fax number is 1-916-323-3319.

If you prefer, you can write to: Taxpayers’ Rights Advocate, MIC:70; State Board of 
E qualization; P.O. Box 942879; Sacramento, CA 94279-0070.

CUSTOMER SERVICE CENTER
1-800-400-7115

TTY:711
Customer service representatives are a vailable 
weekdays from 8:00 a.m. to 5:00 p.m. (Pacific 
time), except state holidays. In addition 
to English, assistanc e is available in other 
languages.

FIELD OFFICES
City Area Number

Code

Bakersfield 1-661 395-2880

Culver City 1-310 342-1000

El Centro 1-760 352-3431

Fairfield 1-707 427-4800

Fresno 1-559 440-5330

Irvine 1-949 440-3473

Norwalk 1-562 466-1694

Oakland 1-510 622-4100

Rancho Mirage 1-760 770-4828

Redding 1-530 224-4729

Riverside 1-951 680-6400

Sacramento 1-916 227-6700

Salinas 1-831 443-3003

San Diego 1-858 385-4700

San Francisco 1-415 356-6600

San Jose 1-408 277-1231

Santa Rosa 1-707 576-2100

Van Nuys 1-818 904-2300

Ventura 1-805 677-2700

West Covina 1-626 480-7200

Out-of-State Field Offices

Chicago, IL 1-312 201-5300

Houston, TX 1-281 531-3450

New York, NY 1-212 697-4680

Sacramento, CA 1-916 227-6600

https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
www.boe.ca.gov/languages/menu.htm
www.boe.ca.gov
www.taxes.ca.gov
www.boe.ca.gov/news/tibcont.htm
www.boe.ca.gov
www.boe.ca.gov/sutax/tpsched.htm
www.boe.ca.gov/info/VirtualSeminars/seminars_online.htm
www.boe.ca.gov/info/email.html
www.boe.ca.gov/pdf/pub70.pdf
www.boe.ca.gov/tra/tra.htm
www.boe.ca.gov/info/phone.htm


Regulations, forms, and publications
Lists vary by publication
Selected regulations, forms, and publications that may interest you are listed below. A complete listing of sales and 
use tax regulations, forms, and publications appears on the BOE website. Multilingual versions of our publications 
and other multilingual outreach materials are also available at www.boe.ca.gov/languages/menu.htm. 

Publications
 17  Appeals Procedures Sales and Use Taxes and Special Taxes 
 22  Dining and Beverage Industry
 42 Resale Certificate Tips
 44  District Taxes (Sales and Use Taxes)
 48  Property Tax Exemptions for Religious Organizations
 51  Board of Equalization Resource Guide to Free Tax Products and Services for Small Businesses
 61  Sales and Use Taxes: Exemptions and Exclusions
 70  Understanding Your Rights as a California Taxpayer
 73  Your California Seller’s Permit
 74 Closing Out Your Seller’s Permit
 75  Interest, Penalties and Fees
 76  Audits
 100 Shipping and Delivery Charges
 101 Sales Delivered Outside California
 105  District Taxes and Delivered Sales
 106  Combination Packages and Gift-Wrapping
 109  Internet Sales
 110  California Use Tax Basics
 111  Operators of Swap Meets, Flea Markets, or Special Events
 114  Consignment Sales
 116  Sales and Use Tax Records
 118 Vending Machine Food Sales
 214 Doing Business Just Got Easier with eReg

Regulations
 1503  Hospitals and Other Medical Service Facilities, Institutions and Homes for the Care of Persons 
 1570  Charitable Organizations 
 1574  Vending Machine Operators 
 1586  Works of Art and Museum Pieces for Public Display 
 1590  Newspapers and Periodicals 
 1597  Property Transferred or Sold by Certain Nonprofit Organizations 
 1603  Taxable Sales of Food Products 
 1668 Sales for Resale
 1669  Demonstration, Display and Use of Property Held for Resale—General 
 1669.5  Demonstration, Display and Use of Property Held for Resale—Vehicles 
 1670  Gifts, Marketing Aids, Premiums and Prizes 
 1685 Payment of Tax by Purchasers 
 1698  Records 
 1699 Permits
 1700  Reimbursement for Sales Tax 
 1701 Tax-Paid Purchases and Resold
 1821  Foreword 

Publicaciones disponibles en su idioma
以您的母語出版的出版物

Các Ấn Phẩm Có Sẵn Trong Ngôn Ngữ Của Quý Vị
귀하의 언어로 된 간행물이 있습니다

www.boe.ca.gov/lawguides/business/current/btlg/vol1/sutr/sales-and-use-tax-regulations.html
www.boe.ca.gov/sutax/staxformsn.htm
www.boe.ca.gov/cgi-bin/pubs.cgi
www.boe.ca.gov
www.boe.ca.gov/languages/menu.htm


California Codes 
Revenue and Taxation Code 
Section 214 
 
 
214. 
 
 (D) For the purposes of determining whether the property is used 
for the actual operation of the exempt activity, consideration shall 
not be given to the use of the property for meetings conducted by any 
other organization if the meetings are incidental to the other 
organization's primary activities, are not fundraising meetings or 
activities as defined in subparagraph (B), are held no more than once 
per week, and the other organization and its use of the property 
meet all other requirements of paragraphs (1) to (5), inclusive, of 
this subdivision. The owner or the other organization also shall file 
with the assessor a copy of a valid, unrevoked letter or ruling from 
the Internal Revenue Service or the Franchise Tax Board stating that 
the other organization, or the national organization of which it is 
a local chapter or affiliate, qualifies as an exempt organization 
under Section 501(c)(3) or 501(c)(4) of the Internal Revenue Code or 
Section 23701d, 23701f, or 23701w. 
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tax-exempt status of organizations that reportSocial Welfare Organizations . . . . 51 What’s New
new services or significant changes, or changes501(c)(5) - Labor, Agricultural,
to organizational documents. See Report signifi-and Horticultural

Automatic revocation for not filing annual cant new or changed program services andOrganizations . . . . . . . . . . . . . . 52
return or notice.  For annual tax periods be- changes to organizational, later.501(c)(6) - Business Leagues, ginning after 2006, the law requires most

etc. . . . . . . . . . . . . . . . . . . . . . 53 tax-exempt organizations, other than churches, Publication 78–Update on Revocation List
501(c)(7) - Social and Recreation to file an annual Form 990, 990-EZ, or 990-PF of Exempt Organizations. The IRS has is-

Clubs . . . . . . . . . . . . . . . . . . . . 54 with the Internal Revenue Service (IRS), or to sued a Revocation List of Exempt Organizations
501(c)(8) and 501(c)(10) - submit an annual electronic notice, Form 990-N due to the fact that they have not filed tax returns

Fraternal Beneficiary (e-Postcard), to the IRS. If an organization fails for three consecutive years. See electronic only
Societies and Domestic to file an annual return or submit an annual version of Publication 78, for details. See also
Fraternal Societies . . . . . . . . . . . 55 notice as required for 3 consecutive years, it will Rev. Proc. 2011-33, 2011-25 I.R.B. 887.

501(c)(4), 501(c)(9), and automatically lose its tax-exempt status.
501(c)(17) - Employees’ Consumer Operated and Oriented Plan pro-A list of revoked organizations can be found
Associations . . . . . . . . . . . . . . . 55 gram (CO-OP program) released. Noticeon IRS.gov. For more information, see Auto-

501(c)(12) - Local Benevolent 2011-23, 2011-23 I.R.B. 588, provides guidancematic Revocation, later.
Life Insurance Associations, on requirements for tax-exempt section Final regulations under sections 170, 507,
Mutual Irrigation and 501(c)(29) qualified nonprofit health insurance509, 6033, and 6043 affect tax-exempt organi-
Telephone Companies, and issuers. See Notice 2011-23 for more informa-zations required to file an annual return under
Like Organizations . . . . . . . . . . . 57 tion, Notice 2011-23, 2011-23 I.R.B. 588.section 6033 of the Code. The regulations pro-

501(c)(13) - Cemetery vide guidance relating to the elimination of the
Accountable Care Organizations (ACO).Companies . . . . . . . . . . . . . . . . 59 advance ruling process for new organizations
The ACA establishes a Medicare Shared Sav-501(c)(14) - Credit Unions and and change in public support computation, pro-
ings Program (MSSP) which encourages ACOsOther Mutual Financial cedures for organizations seeking classification
to facilitate cooperation among providers to im-Organizations . . . . . . . . . . . . . . 60 as public charities, and guidance regarding the
prove the quality of care provided to Medicare501(c)(19) - Veterans’ reporting of other information required on the
beneficiaries and reduce unnecessary costs.Organizations . . . . . . . . . . . . . . 60 annual return. See T.D. 9549, IRB No. 2011-46,
See IRS.gov and then select the ACA page. See501(c)(20) - Group Legal November 14, 2011, for details.
also Notice 2011-20, 2011-16 I.R.B. 652, forServices Plan Organizations . . . . . 61
more information on ACOs.Redesigned Form 990 and Instructions.501(c)(21) - Black Lung Benefit

The Form 990 has been redesigned for 2008Trusts . . . . . . . . . . . . . . . . . . . . 61 Future developments. The IRS has createdand later years. The new form consists of a501(c)(2) - Title-Holding a page on IRS.gov for information about Publi-12-page, 12-part core form that is required to beCorporations for Single cation 557, at www.irs.gov/pub557. Informationcompleted by all organizations that file FormParent Corporations . . . . . . . . . . 62 about any future developments affecting Publi-990. It also consists of 16 schedules to be com-501(c)(25) - Title-Holding cation 557 (such as legislation enacted after wepleted by those organizations that satisfy theCorporations or Trusts for release it) will be posted on that page.applicable requirements for each schedule. ItMultiple Parent Corporations . . . . 62
includes a fully redesigned Schedule H, Hospi-501(c)(26) - Qualified
tals, due to the recent passage of The PatientState-Sponsored High-Risk
Protection and Affordable Care Act (ACA), en-Health Coverage Remindersacted March 23, 2010, Pub. L. No. 111-148.Organizations . . . . . . . . . . . . . . 63

501(c)(27) - State-Sponsored Elimination of the advance public charity The Patient Protection and Affordable Care
Workers’ Compensation status.  New regulations eliminate the ad- Act (ACA).  The ACA added several new
Reinsurance Organizations . . . . . 63 vance ruling process for a section 501(c)(3) or- laws. This includes a new excise tax on indoor

Chapter 5. Excise Taxes . . . . . . . . . 64 ganization. Under the new regulations, a new tanning services, a small business health care
Prohibited Tax Shelter section 501(c)(3) organization will be classified tax credit, additional requirements for

Transactions . . . . . . . . . . . . . . . 64 as a publicly supported organization and not a tax-exempt hospitals, and the section
Excess Benefit Transactions . . . . . . . 64 private foundation if it can show when it applies 501(c)(29) CO-OP program. For more informa-
Excess Business Holdings . . . . . . . . . 68 for tax-exempt status that it reasonably can be tion, go to IRS.gov and select Affordable Care
Taxable Distributions of expected to be publicly supported. The new Act Tax Provisions.

Sponsoring Organizations . . . . . . 68 rules no longer require the organization to file
Taxes on Prohibited Benefits Form 8734 after completing its first 5 tax years. Electronic filing requirement for large orga-

Distributed From Donor The new rules apply to organizations with ad- nizations. For tax years ending on or after
Advised Funds . . . . . . . . . . . . . . 69 vance rulings expiring on or after June 9, 2008. December 31, 2006, only organizations that file
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250 returns during the calendar year and that Code). It explains the procedures you must fol- text nor listed in the Organization Reference
have total assets of $10 million or more are low to obtain an appropriate ruling or determina- Chart.
required to file Form 990 electronically. For tion letter recognizing your organization’s Similarly, farmers’ cooperative associations
more information, go to e-file for Charities and exemption, as well as certain other information that qualify for exemption under section 521,
Non-Profits. that applies generally to all exempt organiza-

qualified state tuition programs described in sec-
tions. To qualify for exemption under the Code,

tion 529, and pension, profit-sharing, and stockSection 501(c)(15) gross receipts.  The defi- your organization must be organized for one or
bonus plans described in section 401(a) are notnition of gross receipts for purposes of determin- more of the purposes specifically designated in

ing whether small insurance companies qualify discussed in this publication. If you think yourthe Code. Organizations that are exempt under
as tax-exempt under section 501(c)(15) has organization falls within one of these categories,section 501(a) include those organizations de-
changed. See Notice 2006-42, 2006-19 I.R.B. contact the IRS for any additional informationscribed in section 501(c). Section 501(c) organi-
878, Notice 2006-42. you need. For telephone assistance, callzations are covered in this publication.

Chapter 1, Application, Approval, and Ap- 1-877-829-5500.Prohibited tax shelter transactions. New
peal Procedures, provides general information Check the Table of Contents at the begin-excise taxes are imposed under section 4965 on
about the procedures for obtaining recognition ning of this publication to determine whethercertain tax-exempt organizations entering into
of tax-exempt status.

prohibited tax shelter transactions. IRS Issues your organization is described in this publica-
Chapter 2, Filing Requirements and Re-

Final Regulations Regarding Excise Taxes on tion. If it is, read the chapter (or section) thatquired Disclosures, contains information about
Prohibited Tax Shelter Transactions and Re- applies to your type of organization for the spe-annual filing requirements and other matters
lated Disclosure Requirement. cific information you must give when applying forthat may affect your organization’s tax-exempt

recognition of exemption.status.Pension Protection Act of 2006 tax changes.
Chapter 3, Section 501(c)(3) Organizations,

• The Pension Protection Act of 2006 made contains detailed information on various matters Organization Reference Chart. This chart
numerous changes to the tax law provi- affecting section 501(c)(3) organizations, includ- enables you to locate at a glance the section ofsions affecting tax-exempt organizations. ing a section on the determination of private the Code under which your organization mightUnless otherwise noted, most of the foundation status.

qualify for exemption. It also shows the requiredchanges became effective on August 17, Chapter 4, Other Section 501(c) Organiza-
application form and, if your organization meets2006. For key provisions, go to The Pen- tions, includes separate sections for specific
the exemption requirements, the annual returnsion Protection Act of 2006. types of organizations described in section
to be filed (if any), and whether or not a contribu-501(c).

Section 501(c)(3) organizations must make tion to your organization will be deductible by aChapter 5, Excise Taxes, provides informa-
their Form 990-T open for public inspection for a donor. It also describes each type of qualifyingtion on when excise taxes may be imposed.
period of 3 years from the date the Form 990-T organization and the general nature of its activi-

Organizations not discussed in this publica-is required to be filed (determined with regard to ties.tion. Certain organizations that may qualify forany extension of time for filing) or is actually
You may use this chart to determine theexemption are not discussed in this publication,filed, whichever is later.

Code section that you think applies to your or-although they are included in the Organization
There is an increase in excise taxes relating Reference Chart. These organizations (and the ganization. Any correspondence with the IRS (in

to public charities, social welfare organizations, Code sections that apply to them) are as follows. requesting forms or otherwise) will be expedited
and private foundations. if you indicate in your correspondence the ap-

Corporations organized under Acts propriate Code section. Check the IRS website,There are additional standards for credit of Congress . . . . . . . . . . . . . . . . 501(c)(1) IRS.gov, for the latest updates. Tax Informationcounseling organizations. Teachers’ retirement fund
for Charities & Other Non-Profits, www.irs.gov/associations . . . . . . . . . . . . . . . . 501(c)(11)

The definition of convention or association of charities/index.html.Mutual insurance companies . . . . . 501(c)(15)
churches has been modified.

Corporations organized to finance
crop operations . . . . . . . . . . . . . . 501(c)(16) Comments and suggestions. We welcomeEntities that are not required to file Form 990
Employee funded pension trustsor 990-EZ must file new Form 990-N, Electronic your comments about this publication and your
(created before June 25, 1959) . . . 501(c)(18)Notice (e-Postcard) for Tax-Exempt Organiza- suggestions for future editions.
Withdrawal liability payment fund . . 501(c)(22)tions Not Required to File Form 990 or 990-EZ. You can e-mail us while visiting our websiteVeterans’ organizations (created

at IRS.gov.before 1880) . . . . . . . . . . . . . . . . 501(c)(23)The requirements of disclosure to state offi-
National Railroad Retirementcials relating to exempt organizations has been You can write to us at the following address:
Investment Trust . . . . . . . . . . . . . 501(c)(28)modified.

Internal Revenue ServiceCO-OP health insurance issuers . . . 501(c)(29)
There are excise taxes imposed on excess TEGE and Specialty Forms andReligious and apostolic associations 501(d)

benefit transactions involving donor advised Cooperative hospital service Publications Branch
funds and sponsoring organizations. organizations . . . . . . . . . . . . . . . 501(e) SE:W:CAR:MP:T:T

Cooperative service organizations of 1111 Constitution Ave. NW, IR-6526There are new excise taxes on prohibited tax operating educational organizations 501(f) Washington, DC 20224shelter transactions.
Section 501(c)(24) organizations (section

4049 ERISA trusts) are neither discussed in the
We respond to many letters by telephone.

Therefore, it would be helpful if you would in-
clude your daytime phone number, including theIntroduction
area code, in your correspondence.

This publication discusses the rules and proce-
If you wish telephone assistance, please calldures for organizations that seek recognition of

1-877-829-5500. This toll-free telephone serviceexemption from federal income tax under sec-
is available Monday through Friday.tion 501(a) of the Internal Revenue Code (the

Chapter Page 3
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Form 1023. File Form 1023 if you are seeking 501(c)(11), (14), (16), (18), (21), (22), (23), (26),
(27), or (28), submit a letter application withrecognition of exemption under section:
Form 8718. See Required Inclusions for the• 501(c)(3) Corporations, organized and op-1. information to include with the letter application.

erated exclusively for religious, charitable,
scientific, testing for public safety, literary, Form 1028. Use Form 1028 if your organiza-
or educational purposes, or to foster na- tion is a farmers’ cooperative seeking recogni-Application, tional or international amateur sports, or tion of exemption under section 521. You must
prevention of cruelty for children or ani- also submit Form 8718.
mals,Approval, and Form 8871.  Use Form 8871 if you are a politi-

• 501(e) Cooperative hospital service organ- cal party or campaign committee for a candidate
ization, for federal, state or local office seeking to beAppeal

treated as tax-exempt under section 527. See • 501(f) Cooperative service organization of
Political Organization Income Tax Return, later.operating educational organizations,Procedures

• 501(k) Certain organizations providing Some organizations do not have to use specific
child care, application forms. The application your organi-

zation must use is specified in the chapter in this• 501(n) Charitable risk pools, andIntroduction publication dealing with your kind of organiza-
• 501(q) Credit counseling organizations. tion. It is also shown in the Organization Refer-If your organization is one of the organizations

ence Chart.described in this publication and is seeking rec-
ognition of tax-exempt status from the IRS, you Form 1024.  File Form 1024 if you are seeking

Power of attorney. If your organization ex-should follow the procedures described in this recognition of exemption under section:
pects to be represented by an agent or attorney,chapter and the instructions that accompany the • 501(c)(2) Title holding corporations, whether in person or by correspondence, youappropriate application forms.
must file a power of attorney with your exemp-• 501(c)(4) Civic leagues, social welfare or-For information on section 501(c)(3) organi-
tion application specifically authorizing theganizations,zations, go to Section 501(c)(3) Organizations 
agent or attorney to represent your organization.chapter 3. If your organization is seeking ex- • 501(c)(5) Labor, agricultural, or horticul- Form 2848, Power of Attorney and Declarationemption under one of the other paragraphs of

tural organizations, of Representative, can be used for this purpose.section 501(c), see chapter 4.
• 501(c)(6) Business leagues, chambers of Non-exemption for terrorist organizations.

commerce, etc.,Topics An organization that is identified or designated
This chapter discusses: as a terrorist organization within the meaning of• 501(c)(7) Social clubs,

section 501(p)(2) is not eligible to apply for rec-
• 501(c)(8) Fraternal beneficiary societies,• Application procedures that generally ap- ognition of exemption.

orders, or associations,ply to all organizations discussed in this
User fee. The law requires the payment of apublication, including the application • 501(c)(9) Voluntary employees’ benefi-
user fee for determination letter requests suchforms; ciary associations,
as your application for recognition of tax-exempt• Rulings and determination letters (approv- • 501(c)(10) Domestic fraternal societies, status. If you are not required to use Form 1023,

als/disapprovals); orders, etc., you should use Form 8718 to figure the amount
of your fee and to pay it. If you are using Form• Appeal procedures available if an adverse • 501(c)(12) Benevolent life insurance as-
1023, user fee information is included in Part XI.determination letter is proposed; and sociations, mutual ditch or irrigation com-
Your payment must accompany your request.

panies, mutual or cooperative telephone• Group exemption letters.
The IRS will not process a request unless the

companies,
fee has been paid.

• 501(c)(13) Cemetery companies,
For the current user fee amount and
processing time for applications go to• 501(c)(15) Mutual insurance companies or
IRS.gov and select “Charities andassociations,

TIP
Application

Non-Profits” from the buttons near the top. Then• 501(c)(17) Trusts providing for the pay-
select the underlined link “Current UserProcedures ment of supplemental unemployment com- Fees-Exempt Organizations” for the latest user

pensation benefits, fees or Where is My Exemption Application forOral requests for recognition of exemption will
more information. You can also cal l• 501(c)(19) A post, organization, auxiliarynot be considered by the IRS. Your application
1-877-829-5500.unit, etc. of past or present members offor tax-exempt status must be in writing using

the appropriate forms as discussed below. the Armed Forces of the United States,
and Required Inclusions

Forms Required • 501(c)(25) Title holding corporation or
trusts. Employer identification number (EIN).

If your organization is seeking recognition of
Every exempt organization must have an EIN,

exemption from federal income tax, it must use a
whether or not it has any employees. An EIN is

Form 8718, User Fee for Exempt Organizationspecific application prescribed by the IRS in
required before an exemption application is sub-

Rev. Proc. 2011-9, section 3. Rev. Proc. 2011-9, Determination Letter Request, must also be sent
mitted. An EIN can be applied for:

section 3. If your organization is a central organi- along with Form 1024.
zation with exempt status, see Group Exemption • Online—Click on the Employer ID Num-

Letter application. If your organization isLetter, later. All applications must be signed by bers (EINs) link at www.IRS.gov/busi-
an authorized individual. seeking recognition of exemption under section nesses/small. The EIN is issued
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immediately once the application informa- an attachment to your application form and iden- and send a letter requesting the missing infor-
tion is validated. tify the part and line item number to which it mation if most of the information has been re-

applies. ceived.• By telephone at 1-800-829-4933 from 7:00
If the IRS returns the application or requestsa.m. to 10:00 p.m. in the organization’s Original documents. Do not submit origi-

additional information from you, that applicationlocal time zone. nal documents because they become part of the
will be considered filed on the date the substan-IRS file and cannot be returned.• By mailing or faxing Form SS-4, Applica- tially completed application is postmarked, or if

tion for Employer Identification Number. no postmark, received at the IRS.Description of activities. Your application
Generally, the user fee will not be refunded ifmust include a full description of the proposed

an incomplete application is filed.activities of your organization, including each ofUse only one method for each entity so
the fundraising activities of a section 501(c)(3) Additional information may be requested ifyou do not receive more than one EIN
organization and a narrative description of antic- necessary to clarify the nature of your organiza-for an entity.CAUTION

!
ipated receipts and contemplated expenditures. tion.

If you previously applied for an EIN and have When describing the activities in which your
not yet received it, or you are unsure whether Application made under wrong paragraph oforganization expects to engage, you must in-
you have an EIN, please call our toll-free cus- section 501(c). Occasionally, an organizationclude the standards, criteria, procedures, or
t o m e r  a c c o u n t  s e r v i c e s  n u m b e r , appears to qualify for exemption under a para-other means that your organization adopted or
1-877-829-5500, for assistance. graph of section 501(c) that is different from theplanned for carrying out those activities.

one for which the organization applied. If theTo determine the information you need toOrganizing documents. Your application application was made on Form 1024, which ap-provide, you should study the part of this publi-should include a copy of the organizing or ena- plies to more than one paragraph of sectioncation that applies to your organization. Thebling document that is signed by a principal 501(c), the organization can be recognized asappropriate chapter will describe the purposesofficer or is accompanied by a written declara- exempt under any paragraph to which the formand activities that your organization must pur-tion signed by an authorized individual certifying applies if the organization has agreed to have itssue, engage in, and include in your application inthat the document is a complete and accurate application considered under that paragraph. Itorder to achieve exempt status.copy of the original or meets the requirements of must also supply any additional information re-Often, your organization’s articles of organi-a conformed copy. quired for the application under the new para-zation (or other organizing instruments) containIf your organizing or enabling document are graph.descriptions of your organization’s purposesarticles of incorporation, include evidence that it
and activities. Different application form needed. If a dif-was filed and approved by a state official. (For

ferent application form is required for your or-Your application should describe completelyexample, a stamped “Filed” copy dated by the
ganization, the IRS will so advise yourand in detail your past, present, and plannedSecretary of State is prima facie evidence that it
organization and will provide the appropriateactivities.was filed and approved by a state official.) A
application form for your convenience in reapp-copy of the articles of incorporation can also be

Financial data. You must include in your ap- lying under that paragraph, if you wish to do so.submitted with a written declaration signed by
plication financial statements showing your re- Although supporting information previously fur-an authorized individual indicating the copy is
ceipts and expenditures and a balance sheet for nished need not be duplicated, you must providecomplete and was filed and approved by the
the current year and the 3 preceding years (or any necessary additional information requiredstate, including the date filed.
for the number of years your organization was in for the application. If your reply is not received

Bylaws. Bylaws alone are not organizing existence, if less than 4 years). For each ac- within a limited time, your application will be
documents. However, if your organization has counting period, you must describe the sources processed only for the paragraph under which
adopted bylaws, include a current copy. The of your receipts and the nature of your expendi- you originally applied.
bylaws need not be signed if submitted as an tures. When a specific application form is needed
attachment. If you have not yet begun operations, or have for the paragraph under which your organization

If your organization’s name has been offi- operated for less than 1 year, a proposed budget qualifies, that form is required before a letter
cially changed by an amendment to your or- for 2 full accounting periods and a current state- recognizing exemption can be issued. This in-
ganizing instruments, you should also attach a ment of assets and liabilities will be acceptable. cludes cases in which a determination letter is
conformed copy of that amendment to your ap- modified to recognize an organization’s exempt
plication. Exempt status established in application. If status under a paragraph other than the para-

your application and its supporting documents graph under which it originally established ex-Bylaws may be considered an organiz-
show that your organization meets the require- emption.ing document only if they are properly
ments for tax-exempt status under the Codestructured (includes name, purpose,

TIP

section you applied, the IRS will issue a IRS responses. Organizations that submit asignatures, and intent to form an organization).
favorable determination letter or ruling. complete application will receive an acknowl-

Conformed copy. A conformed copy is a edgment from the IRS. Others will receive a
copy that agrees with the original and all amend- letter requesting more information or returningMiscellaneous Procedures
ments to it. If the original document required a an incomplete application. Applicants also will
signature, the copy should either be signed by a To help in processing your application, be sure be notified if the application is forwarded to EO
principal officer or, if not signed, be accompa- to attach all schedules, statements, and other Technical Office for consideration. These letters
nied by a written declaration signed by an au- documents required by the application form. If will be sent out as soon as possible after receipt
thorized officer of the organization. With either you do not attach them, you may have to resub- of the organization’s application.
option, the officer must certify that the document mit your application or you may otherwise en-

Withdrawal of application. An applicationis a complete and accurate copy of the original. counter a delay in processing your application.
may be withdrawn at any time before the issu-A certificate of incorporation should be approved

Incomplete application. If an application is ance of a ruling or determination letter upon theand dated by an appropriate state official.
not complete and does not contain all the re- written request of a principal officer or author-

Attachments.  When submitting attachments, quired attachments found under  Required Inclu- ized representative of your organization. How-
every attachment should show your organiza- sions, the IRS may return it to you for ever, the withdrawal will not prevent the
tion’s name and EIN. It should also state that it is completion. The IRS may keep the application information contained in the application from

Chapter 1 Application, Approval, and Appeal Procedures Page 5
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being used by the IRS in any subsequent exami- unrelated business income, etc.) should be sent When an organization does not supply the
nation of your organization’s returns. The infor- information previously mentioned under Appli-to:
mation forwarded with an application will not be cation Procedures, or fails to furnish a suffi-Internal Revenue Service 
returned to your organization and, generally, ciently detailed description of its proposedAttention: EO Technical
when an application is withdrawn, the user fee activities to permit a conclusion that it will clearlyP.O. Box 27720
paid will not be refunded. be exempt, a proposed adverse determinationMcPherson Station

letter or ruling may be issued.Washington, DC 20038Requests for withholding of information
from the public. The law requires many ex-

Adverse determination. A proposed adverseempt organizations and private foundations to These requests, similar to applications for ruling or determination letter will be issued to anmake their application forms and annual infor- recognition of exemption previously discussed, organization that has not provided sufficientlymation returns available for public inspection. must be accompanied by the appropriate user detailed information to establish that it qualifiesThe law also requires the IRS to make available
fee. for exemption or if the information provided es-for public inspection, in accordance with section
Referral to EO Technical. EO Determina- tablishes that it does not qualify for exemption.6104 and the related regulations, your approved
tions will refer to EO Technical any exempt or- An organization can appeal a proposed adverseapplication for recognition of exemption (includ-
ganization issue concerning qualification for ruling or determination letter. See Appeal Proce-ing any papers submitted in support of the appli-
exemption or foundation status for which there is dures, later.cation) and the ruling or determination letter
no published precedent or for which there is(discussed later, under Rulings and Determina-
reason to believe that nonuniformity exists. EOtion Letters.) Effective Date of Exemption
Determinations can request technical advice onAny information submitted in the application

A ruling or determination letter recognizing ex-any technical or procedural question that cannotor in support of it that relates to any trade secret,
emption is usually effective as of the date ofpatent, process, style of work, or apparatus, be resolved on the basis of law, regulations, or a
formation of an organization if, during the pe-upon request, can be withheld from public in- clearly applicable revenue ruling or other pub-
riod before the date of the ruling or determina-spection if the IRS determines that the disclo- lished precedent. An organization can request

sure of such information would adversely affect tion letter, its purposes and activities were thosethat an issue be referred to EO Technical for
the organization. Your request must: required by the law. (See Application for Recog-technical advice if it feels that a lack of uniformity

nition of Exemption in chapter 3 for the specialexists as to the disposition of the issue or if an
1. Identify the material to be withheld (the rule for organizations applying for recognition ofissue is so unusual or complex as to warrant

document, page, paragraph, and line) by exemption under section 501(c)(3).) Upon ob-consideration by EO Technical. If a determina-
clearly marking it “Not Subject To Public taining recognition of exemption, the organiza-tion letter is issued based on technical adviceInspection.” tion can file a claim for a refund of income taxesfrom EO Technical regarding qualification for

paid for the period for which its exempt status is2. Include the reasons for your organization’s exemption or foundation status, no further ad-
recognized.position that the information is of the type ministrative appeal is available on the issue that

that can be withheld from public inspec- If an organization is required to alter its activi-was the subject of technical advice.
tion. ties or substantially amend its charter to qualify,

the ruling or determination letter recognizing ex-Reminder. The law requires payment of a3. Be filed with the office where your organi-
emption will be effective as of the date speci-user fee for determination letter requests. Go tozation files the documents in which the
fied in the letter. If a nonsubstantiveIRS.gov/Charities and select Current Usermaterial to be withheld is contained.
amendment is made, such as correction of aFees-Exempt Organizations to find the required
clerical error in the enabling instrument or thepayment. Payment must accompany each re-Where to file. Send your application for ex-
addition of a dissolution clause, exemption willquest.empt status and Form 8718, (if required) to:
ordinarily be recognized as of the date of forma-

Internal Revenue Service tion if the activities of the organization before the
PO Box 12192 ruling or determination are consistent with the
Covington, KY 41012-0192 exemption requirements.Rulings and

A ruling or determination letter recognizing
Your application will be considered by EO exemption cannot be relied on if there is a mate-Determination Letters

Determinations, who will either issue a favorable rial change, inconsistent with exemption, in the
determination letter to your organization, issue character, the purpose, or the method of opera-

Elimination of the advance public charityan adverse determination letter denying the ex- tion of the organization. Also, a ruling or determi-
status. New regulations eliminate the ad-empt status claimed in the application, or refer nation letter cannot be relied on if it is based on
vance ruling process for a section 501(c)(3) or-the case to the Exempt Organizations Technical any inaccurate material factual representations.
ganization. Under the new regulations, a newOffice (EO Technical).
section 501(c)(3) organization will be classifiedForm 8940, Request for Miscellaneous Revocation or Modificationas a publicly supported organization and not aDetermination. You can request miscellaneous

of Exemptiondeterminations under sections 507, 509(a), private foundation if it can show when it applies
4970, 4942, 4945, and 6033 with Form 8940. for tax-exempt status that it reasonably can be

A ruling or determination letter recognizing ex-Nonexempt charitable trusts also file Form 8940 expected to be publicly supported. The new
emption may be revoked or modified by:for an initial determination of section 509(a)(3) rules no longer require the organization to file

status or change to their type. See Form 8940 Form 8734 after completing its first 5 tax years. 1. A notice to the organization to which the
and instructions for more information. See Elimination of the Advance Ruling Process . ruling or determination letter originally was

An organization must describe fully the activ- issued,Requests other than applications.
ities in which it expects to engage. This includesRequests other than applications for

2. Enactment of legislation or ratification of astandards, procedures, or other means adoptedrecognition of exemption or Form 8940
tax treaty,or planned by the organization for carrying out(for example, requests for rulings involving

its activities, expected sources of funds, and the 3. A decision of the United States Supremefeeder organizations, application of excise taxes
nature of its contemplated expenses. Court,to activities of private foundations, taxation of
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4. Issuance of temporary or final regulations, Representation. A principal officer or trustee If the organization’s representative submits the
or appeal, a substitute declaration must be in-can represent an organization at any level of

cluded, stating:appeal within the IRS. Also, an attorney, certi-5. Issuance of a revenue ruling, a revenue
fied public accountant, or individual enrolled toprocedure, or other statement published in 1. That the representative prepared the ap-practice before the IRS can represent the organ-the Internal Revenue Bulletin or Cumula- peal and accompanying documents, andization.tive Bulletin.

2. Whether the representative knows person-If the organization’s representative attends a
ally that the statements of fact contained inconference without a principal officer or trustee,When revocation takes effect. If the organi-
the appeal and accompanying documentsthe representative must file a proper power ofzation omitted or misstated a material fact, oper-
are true and correct.attorney or a tax information authorizationated in a manner materially different from that

before receiving or inspecting confidential infor-originally represented, or, with regard to organi- Be sure the appeal contains all of the infor-
zations to which section 503 applies, engaged in mation. Form 2848 or Form 8821, Tax Informa- mation requested. Incomplete appeals will be
a prohibited transaction (such as diverting tion Authorization, as appropriate (or any other returned for completion.
corpus or income from its exempt purpose), the properly written power of attorney or authoriza- If a conference is requested, it will be held at
revocation or modification may be retroactive. tion), can be used for this purpose. These forms the Appeals Office, unless the organization re-

can be obtained from the IRS. For more informa- quests that the meeting be held at a field officeMaterial change in organization. If there is a tion, see Publication 947, Practice Before the convenient to both parties.material change, inconsistent with exemption, in
IRS and Power of Attorney.

The Appeals Office, after considering thethe character, purpose, or method of operation
organization’s appeal as well as informationof the organization, revocation or modification

Appeals Officewill ordinarily take effect as of the date of that presented in any conference held, will notify the
material change. organization of its decision and issue an appro-Consideration

priate determination letter. An adverse decisionRelief from retroactivity. If a ruling or de- EO Determinations will consider the statement can be appealed to the courts (discussed later).termination letter was issued in error or the IRS protesting and appealing (hereinafter appealing) The Appeals Office must request technicalchanged its position after issuing a letter or rul-
the adverse determination and decide if the in- advice from EO Technical on any exempt organ-ing, and if section 7805(b) relief is granted, retro-
formation affects its determination. If the appeal ization issue concerning qualification for exemp-activity of the revocation or modification
does not provide a basis to reconsider its ad- tion or foundation status for which there is noordinarily will be limited to a date not earlier than
verse determination, it will forward the appeal published precedent or for which there is reasonthat on which the original ruling or determination
and case file to the Appeals Office. For more to believe that nonuniformity exists. If an organi-letter was modified or revoked. For more infor-
information about the role of the Appeals Office,mation on requesting section 7805(b) relief, see zation believes that its case involves such an
see Publication 892, Exempt Organization Ap-Revenue Procedure 2011-4, sec. 13 (or later issue, it should ask the Appeals Office to request
peal Procedures for Unagreed Issues. The ap-update). technical advice from EO Technical.
peal should include the following information. Any determination letter issued on the basisFoundations. The determination of the ef-

of technical advice from EO Technical cannot befective date is the same for the revocation or 1. The organization’s name, address, day-
appealed to the Appeals Office for those issuesmodification of foundation status or operating time telephone number, and employer
that were the subject of the technical advicefoundation status unless the effective date is identification number.
from EO Technical.expressly covered by statute or regulations.

2. A statement that the organization wants to
protest the determination.Written notice. If an EO area manager con- EO Technical Consideration

cludes, as a result of examining an information 3. A copy of the letter showing the determina-
return or considering information from any other If an application is referred to EO Technical fortion you disagree with, or the date and
source, that a ruling or determination letter issuance of a ruling and an adverse ruling issymbols on the determination letter.
should be revoked or modified, the organization issued, the organization will be informed of the
will be advised in writing of the proposed action 4. A statement of facts supporting the organi- basis for the conclusion, its right to file a protest
and the reasons for it. zation’s position in any contested factual within 30 days, and its right to have a conference

The organization will also be advised of its issue. at Headquarters.
right to protest the proposed action by request-

5. A statement outlining the law or other au-ing Appeals Office consideration. The appeal Administrative Remediesthority the organization is relying on.procedures are discussed next.

6. A statement as to whether a conference at In the case of an application under section
the Appeals Office is desired. 501(c)(3), all of the following actions, called ad-

ministrative remedies, must be completed byThe statement of facts in item 4 must beAppeal Procedures your organization before an unfavorable rulingdeclared true under penalties of perjury. This
or determination letter from the IRS can be ap-may be done by adding to the protest the follow-If your organization applies for tax-exempt sta-
pealed to the courts.ing signed declaration:tus and EO Determination decides your organi-

zation does not qualify, your organization will be 1. The filing of a substantially completed ap-“Under penalties of perjury, I declareadvised of its rights to protest the determination plication Form 1023 or group exemptionthat I have examined the statement of
by requesting Appeals Office consideration. request under section 501(c)(3) (describedfacts presented in this protest and in
This process does not apply to determinations earlier in this chapter) or the filing of aany accompanying schedules and
issued by EO Technical. Your organization must request for a determination of foundationstatements and, to the best of my
submit a statement of its views fully explaining knowledge and belief, it is true, correct, status (see Private Foundations and Public
its reasoning. The statement must be submitted and complete.” Charities in chapter 3).
within 30 days from the date of the adverse

2. In the case of a late-filed application, re-determination letter and must state whether it Signature.
questing relief under Regulations sectionwishes Appeals Office consideration.

Chapter 1 Application, Approval, and Appeal Procedures Page 7
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301.9100 regarding applications for exten- In certain situations, your organization can A subordinate organization  is a chapter,
sions of time for making an election or ap- local, post, or unit of a central organization. Afile suit for a declaratory judgment in the U.S.
plication for relief from tax (see Application central organization may be a subordinate itself,District Court for the District of Columbia, the
for Recognition of Exemption in chapter 3). such as a state organization that hasU.S. Court of Federal Claims, or the U.S. Tax

subordinate units and is itself affiliated with aCourt. This remedy is available if your organiza-3. The timely submission of all additional in-
national (central) organization.tion received an adverse notice of final determi-formation requested to perfect an exemp-

A subordinate organization may or may notnation, or if the IRS failed to make a timelytion application or request for
be incorporated, but it must have an organizingdetermination on your initial or continuing qualifi-determination of private foundation status.
document. A subordinate that is organized andcation or classification as an exempt organiza-

4. Exhaustion of all administrative appeals operated in a foreign country cannot be includedtion. However, your exempt status claim must
available within the IRS, including protest in a group exemption letter. A subordinate de-be as:
of an adverse ruling issued by EO Techni- scribed in section 501(c)(3) cannot be included

• An organization qualifying under sectioncal in an exemption application. in a group exemption letter if it is a private
501(c)(3), foundation described in section 509(a).

The actions just described will not be consid-
If your organization is a subordinate one con-• An organization to which a deduction for aered completed until the IRS has had a reasona-

trolled by a central organization (for example, acontribution is allowed under sectionble time to act upon the appeal or protest, as the
church, 4-H Clubs, Disabled American Veter-

case may be. 170(c)(2),
ans, or a fraternal organization), you should

An organization will not be considered to • An organization that is a private founda- check with the central organization to see if it
have exhausted its administrative remedies has been issued a group exemption letter thattion under section 509(a),
before the earlier of: covers your organization. If it has, you do not• A private operating foundation under sec-

have to file a separate application unless your1. The completion of the steps just listed and tion 4942(j)(3), or
organization no longer wants to be included inthe sending by certified or registered mail
the group exemption letter.• A cooperative organization that is exemptof a notice of final determination, or

If the group exemption letter does not coverfrom tax under section 521.
2. The expiration of the 270-day period in your organization, ask your central organization

which the IRS has not issued a notice of about being included in the next annual group
Adverse notice of final determination. Thefinal determination and the organization ruling update that it submits to the IRS.
adverse notice of final determination referred tohas taken, in a timely manner, all reasona-
above is a ruling or determination letter sent byble steps to secure a ruling or determina- Central Organizationcertified or registered mail holding that your or-tion.

Application Procedureganization:

• Is not described in section 501(c)(3) or270-day period. The 270-day period will be If your organization is a central organization with
section 170(c)(2),considered by the IRS to begin on the date a affiliated subordinates under its control, it can

substantially completed Form 1023 or group ex- apply for a group exemption letter for its subordi-• Is a private foundation as defined in sec-
emption request is sent to the IRS. See Applica- nates, provided it has obtained recognition of itstion 4942(j)(3), or
tion Procedures, earlier, for information needed own exemption before or concurrently with the
to complete Form 1023. • Is a public charity described in a part of group exemption. You should make the applica-

section 509(a) or section 170(b)(1)(A)If the application does not contain all of the tion for such subordinates by letter instead of
other than the part under which your or-required items, it will not be further processed submitting either Form 1023 or 1024. This pro-
ganization requested classification.and may be returned to the applicant for comple- cedure relieves each of the subordinates cov-

tion. The 270-day period, in this event, will not ered by a group exemption letter from filing its
be considered as starting until the date the appli- own application. A central organization obtainsFavorable court rulings - IRS procedure. If
cation is remailed to the IRS with the requested its own recognition of exemption by sending itsa suit results in a final determination that your
information, or, if a postmark is not evident, on application to the IRS address shown on Form

organization is exempt from tax, the IRS will
the date the IRS receives a substantially com- 8718 or Form 1023.

issue a favorable ruling or determination letter,
pleted application. If the central organization has previously ob-

provided your organization has filed an applica-
tained recognition of its own exemption, it must

tion for exemption and submitted a statement
indicate its employer identification number andAppeal to Courts that the underlying facts and applicable law are the date of the letter recognizing its exemption. It

the same as in the period considered by the need not forward documents already submitted.If the IRS issues an unfavorable determination
court. However, if it has not already done so, the cen-letter or ruling to your organization and you have

tral organization must submit a copy of anyexhausted all the administrative remedies just
amendment to its governing instruments or in-discussed, your organization can seek judicial
ternal regulations as well as any informationremedies.

Group Exemption about changes in its character, purposes, orFor example, if your organization has paid
method of operation.the tax resulting from the adverse determination Letterand met all other statutory prerequisites, it can Employer identification number. The cen-

file suit for a refund in a U.S. District Court or the tral organization must have an EIN before itA group exemption letter is a ruling or determi-U.S. Court of Federal Claims. Or, if your organi- submits a completed exemption application.nation letter issued to a central organizationzation elected not to pay the tax deficiency re- Each subordinate must have its own EIN, even ifrecognizing on a group basis the exemptionsulting from the adverse determination and met it has no employees. The central organizationunder section 501(c) of subordinate organiza-all other statutory prerequisites, it can file suit for must send with the group exemption applicationtions on whose behalf the central organizationa redetermination of the tax deficiencies in the an EIN for each subordinate organization.has applied for recognition of exemption.United States Tax Court. For more information
A central organization is an organization thaton these types of suits, get Publication 556, Information required for subordinate organi-

has one or more subordinates under its generalExamination of Returns, Appeal Rights, and zations. In addition to the information required
Claims for Refund. supervision or control. to obtain recognition of its own exemption, the

Page 8 Chapter 1 Application, Approval, and Appeal Procedures
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central organization must submit information for has issued an outstanding ruling or deter- 4. The annual filing of an information return
mination letter relating to exemption. (Form 990, for example) by the central or-those subordinates to be included in the group

ganization if required.exemption letter. The information should be for-
7. If the application for a group exemption

warded in a letter signed by a principal officer of letter involves section 501(c)(3) and is sub- The continued effectiveness of a group exemp-
the central organization setting forth or including ject to the provisions of the Code requiring tion letter as to a particular subordinate is based
as attachments the following. that it give timely notice that it is not a on these four conditions, as well as on the con-

private foundation (see Private Founda- tinued conformity by the subordinate to the re-1. Information verifying that the subordinates:
tions in chapter 3), an affirmation to the quirements for inclusion in a group exemption
effect that, to the best of the officer’s letter, the authorization for inclusion, and thea. Are affiliated with the central organiza-
knowledge and belief, no subordinate to be annual filing of any required information returntion at the close of its annual account-
included in the group exemption letter is a for the subordinate.ing period;
private foundation as defined in section

b. Are subject to its general supervision or 509(a).
control; Information Required Annually

8. For each subordinate that is a school
c. Are all eligible to qualify for exemption claiming exemption under section To maintain a group exemption letter, the centralunder the same paragraph of section 501(c)(3), the information required by Rev- organization must submit annually, at least 90501(c), though not necessarily the para- enue Ruling 71-447, 1971-2 C.B. 230 and days before the close of its annual accounting

graph under which the central organiza- Revenue Procedure 75-50, 1975-2 C.B. period, all of the following information. 
tion is exempt; 587 (these requirements are fully de-

1. Information about all changes in the pur-scribed in chapter 3, under Privated. Are not private foundations if the appli-
poses, character, or method of operationSchools; see also Schedule B, Formcation for a group exemption letter in-
of the subordinates included in the group1023).volves section 501(c)(3);
exemption letter.

9. For any school affiliated with a church, thee. Are all on the same accounting period
2. A separate list (that includes the names,information to show that the provisions ofas the central organization if they are to

mailing addresses, actual addresses if dif-Revenue Ruling 75-231, 1975-1 C.B. 158,be included in group returns; and
ferent, and EINs of the affected subordi-have been met.

f. Are organizations that have been nates) for each of the three following
10. A list of the names, mailing addresses, ac-formed within the 15-month period pre- categories.

tual addresses if different, and EINs ofceding the date of submission of the
subordinates to be included in the group a. Subordinates that have changed theirgroup exemption application if they are
exemption letter. A current directory of names or addresses during the year.claiming section 501(c)(3) status and
subordinates may be furnished instead ofare subject to the requirements of sec- b. Subordinates no longer to be includedthe list if it includes the required informa-tion 508(a) and wish to be recognized in the group exemption letter becausetion and if the subordinates not to be in-as exempt from their dates of creation they no longer exist or have disaffiliatedcluded in the group exemption letter are(a group exemption letter may be is- from or withdrawn their authorization toidentified.sued covering subordinates, one or the central organization.

more of which have not been organized
c. Subordinates to be added to the groupwithin the 15-month period preceding New 501(c)(3) organizations that want to be

exemption letter because they arethe date of submission, if all subordi- included. A new organization, described in
newly organized or affiliated or becausenates are willing to be recognized as section 501(c)(3), that wants to be included in a
they have recently authorized the cen-exempt only from the date of applica- group exemption letter must submit its authori-
tral organization to include them.tion). zation (as explained in item number 5, earlier,

under Information required for subordinate orga- An annotated directory of subordinates will
2. A detailed description of the purposes and nizations) to the central organization before the not be accepted for this purpose. If there

activities of the subordinates, including the end of the 15th month after it was formed in were none of the above changes, the central
sources of receipts and the nature of ex- order to satisfy the requirement of section organization must submit a statement to that
penditures. 508(a). The central organization must also in- effect.

clude this subordinate in its next annual submis-
3. A sample copy of a uniform governing in- 3. The information required to be submittedsion of information, as discussed later, under

strument (such as a charter or articles of by a central organization on behalf of sub-Information Required Annually.
association) adopted by the subordinates, ordinates to be included in the group ex-
or, in its absence, copies of representative emption letter is required for subordinatesKeeping the Groupinstruments. to be added to the letter. (This information

Exemption Letter in Force is listed in items 1 through 9, under Infor-4. An affirmation to the effect that, to the best
mation required for subordinate organiza-of the officer’s knowledge, the purposes Continued effectiveness of a group exemption tions, earlier. However, if the informationand activities of the subordinates are as letter is based on the following conditions. upon which the group exemption letter wasstated in (2) and (3), above.
based applies in all material respects to1. The continued existence of the central or-5. A statement that each subordinate to be these subordinates, a statement to this ef-ganization.included in the group exemption letter has fect may be submitted instead of the infor-

given written authorization to that effect, 2. The continued qualification of the central mation required by items 1 through 4 of
signed by an authorized officer of the organization for exemption under section that list.)
subordinate, to the central organization 501(c).
(see also New 501(c)(3) organizations that

3. The submission by the central organization
want to be included, later in this section).

of the information required annually (de-
6. A list of subordinates to be included in the scribed under Information Required Annu-

group exemption letter to which the IRS ally).

Chapter 1 Application, Approval, and Appeal Procedures Page 9
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The organization should send this in- ❏ 990-EZ Short Form Return of
formation to: Organization Exempt From Income

Tax2.Ogden Service Center 
❏ Schedule A (Form 990 or 990-EZ)

Mail Stop 6271
Public Charity Status and Public

Ogden, UT 84404-4749
SupportFilingSubmitting the required information an- ❏ Schedule B (Form 990, 990-EZ, or

nually does not relieve the central or- 990-PF) Schedule of Contributors
ganization or any of its subordinates ofCAUTION

! Requirements
❏ Schedule C (Form 990 or 990-EZ)the duty to submit any other information that

Political Campaign and Lobbyingmay be required by an EO area manager to
Activitiesdetermine whether the conditions for continued and Required

exemption are being met. ❏ Schedule D (Form 990) Supplemental
Financial StatementsDisclosures

Events Causing ❏ Schedule E (Form 990 or 990-EZ)
Loss of Group Exemption Schools

Introduction ❏ Schedule F (Form 990) Statement ofA group exemption letter no longer has effect,
Activities Outside the United Statesfor either a particular subordinate or the group Most exempt organizations (including private

as a whole, when: foundations) must file various returns and re- ❏ Schedule G (Form 990 or 990-EZ)
ports at some time during (or following the close Supplemental Information

1. The central organization notifies the IRS of) their accounting period. Regarding Fundraising or Gaming
that it is going out of existence,

Activities
2. The central organization notifies the IRS, Topics

❏ Schedule H (Form 990) Hospitals
by its annual submission or otherwise, that This chapter discusses:

❏ Schedule I (Form 990) Grants and Otherany of its subordinates will no longer fulfill
Assistance to Organizations,the conditions for continued effectiveness, • Annual information returns

explained earlier, or Governments, and Individuals in the• Unrelated business income tax return
United States

3. The IRS notifies the central organization or • Employment tax returns
the affected subordinate that the group ex- ❏ Schedule J (Form 990) Compensation
emption letter will no longer have effect for • Political organization income tax return Information
some or all of the group because the con- • Reporting requirements for a political or- ❏ Schedule K (Form 990) Supplemental
ditions for continued effectiveness of a

ganization Information on Tax-Exempt Bonds
group exemption letter have not been ful-

• Donee information returnfilled. ❏ Schedule L (Form 990 or 990-EZ)
Transactions With Interested• Information provided to donorsWhen notice is given under any of these three
Persons

conditions, the IRS will no longer recognize the • Report of cash received
exempt status of the affected subordinates until ❏ Schedule M (Form 990) Noncash

• Public inspection of exemption applica-they file separate applications on their own be- Contributions
tions, annual returns, and political organi-half or the central organization files complete

❏ Schedule N (Form 990 or 990-EZ)zations reporting formssupporting information for their reinclusion in the
Liquidation, Termination,

group exemption at the time of its annual sub- • Required disclosures Dissolution, or Significant
mission. However, when the notice is given by

Disposition of Assets• Miscellaneous rulesthe IRS and the withdrawal of recognition is
based on the failure of the organization to com- ❏ Schedule O (Form 990) Supplemental
ply with the requirements for recognition of Information to Form 990Useful Itemstax-exempt status under the particular subsec-

❏ Schedule R (Form 990) RelatedYou may want to see:tion of section 501(c), the revocation will ordinar-
Organizations and Unrelatedily take effect as of the date of that failure. The
PartnershipsPublicationnotice, however, will be given only after the

appeal procedures described earlier in this ❏ 990-PF Return of Private Foundation or❏ 15 Circular E, Employer’s Tax Guide
chapter are completed. Section 4947(a)(1) Nonexempt

❏ 15-A Employer’s Supplemental Tax Charitable Trust Treated as a
Guide Private Foundation

❏ 15-B Employer’s Tax Guide to Fringe ❏ 990-BL Information and Initial Excise Tax
Benefits Return for Black Lung Benefit

Trusts and Certain Related Persons❏ 598 Tax on Unrelated Business Income
of Exempt Organizations ❏ 990-T Exempt Organization Business

Income Tax Return
Form (and Instructions)

❏ 990-W Estimated Tax on Unrelated
❏ 941 Employer’s Quarterly Federal Tax Business Taxable Income for

Return Tax-Exempt Organizations

❏ 990 Return of Organization Exempt ❏ 1120-POL U.S. Income Tax Return for
From Income Tax Certain Political Organizations

Page 10 Chapter 2 Filing Requirements and Required Disclosures
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❏ 4720 Return of Certain Excise Taxes 3. A church-affiliated organization that is ex- 2. The exclusively religious activities of a re-
ligious order; orUnder Chapters 41 and 42 of the clusively engaged in managing funds or

Internal Revenue Code maintaining retirement programs, 3. An organization, the gross receipts of
which are normally not more than $5,000,❏ 5768 Election/Revocation of Election by 4. A school below college level affiliated with
that supports a section 509(a)(3) religiousan Eligible Section 501(c)(3) a church or operated by a religious order,
order.Organization To Make Expenditures

5. Church-affiliated mission societies if moreTo Influence Legislation If the organization is described in item (3)than half of their activities are conducted
above, then it must submit Form 990-N❏ 6069 Return of Excise Tax on Excess in, or are directed at persons in, foreign
(e-Postcard) unless it voluntarily files Form 990Contributions to Black Lung Benefit countries,
or 990-EZ.Trust Under Section 4953 and

6. An exclusively religious activity of any re-Computation of Section 192 On its annual information return, at Part I,
ligious order,Deduction Schedule A (Form 990 or 990-EZ) a supporting

organization must:7. A state institution, the income of which is❏ 7004 Application for Automatic Extension
excluded from gross income under sectionof Time to File Certain Business • List the section 509(a)(3) organizations
115,Income Tax, Information, and Other with respect to which it provides support,

Returns 8. A corporation described in section • Indicate whether it is a Type I, Type II, or
501(c)(1) that is organized under an Act of❏ 8274 Certification by Churches and Type III supporting organization, and

Qualified Church-Controlled Congress, an instrumentality of the United
• Certify that the organization is not con-Organizations Electing Exemption States, and is exempt from Federal income

trolled directly or indirectly by disqualifiedfrom Employer Social Security and taxes,
persons (other than by foundation manag-Medicare Taxes

9. A stock bonus, pension, or profit-sharing ers and other than one or more publicly
❏ 8282 Donee Information Return trust that qualifies under section 401 (re- supported organizations).

quired to file Form 5500, Annual Return/❏ 8300 Report of Cash Payments Over
Report of Employee Benefit Plan),$10,000 Received in a Trade or Annual Electronic Filing

Business 10. A religious or apostolic organization de- Requirement for Small Tax-Exempt
scribed in section 501(d) (required to file Organizations❏ 8453-X Political Organization Declaration
Form 1065, U.S. Return of Partnership In-for Electronic Filing of Notice of

Small tax-exempt organizations with annualcome),Section 527 Status
gross receipts normally $50,000 or less must

11. A governmental unit or an affiliate of a gov-❏ 8822B Change of Address-Business submit Form 990-N, Electronic Notice
ernmental unit that meets the requirements (e-Postcard) for Tax-Exempt Organizations Not

❏ 8868 Application for Extension of Time to of Rev. Proc. 95-48, 1995-2 C.B. 418, Required to File Form 990 or 990-EZ, with the
File an Exempt Organization Return

www.irs.gov/pub/irs-tege/rp1995-48.pdf, IRS each year, if they choose not to file a Form
❏ 8870 Information Return for Transfers 990 or 990-EZ. Form 990-N requires the follow-12. A private foundation described in section

Associated with Certain Personal ing information:
501(c)(3) and exempt under section 501(a)

Benefits Contracts • The organization’s legal name, and mail-(required to file Form 990-PF, Return of
❏ 8871 Political Organization Notice of ing address;Private Foundation),

Section 527 Status • Any name under which it operates and13. A political organization that is a state or
❏ 8872 Political Organization Report of does business;local committee of a political party, a politi-

Contributions and Expenditures cal committee of a state or local candidate, • Its Internet website address (if any);
a caucus or association of state or local❏ 8886-T Disclosure by Tax-Exempt Entity • Its taxpayer identification number;officials, or required to report under theRegarding Prohibited Tax Shelter
Federal Election Campaign Act of 1971 as • The name and address of a principal of-Transaction
a political committee, ficer;

❏ 8899 Notice of Income from Donated
14. An exempt organization (other than a pri- • Organization’s annual tax period;Intellectual Property

vate foundation) that normally has annual • Verification that the organization’s annual
gross receipts of $50,000 or less), orSee chapter 6 for information about getting

gross receipts are normally $50,000 or
these publications and forms.

15. A foreign organization, or an organization less; and
located in a U.S. possession, that normally • Notification if the organization has termi-
has annual gross receipts from sources nated.
within the United States of $50,000 or less.Annual Information

Form 990-N is due by the 15th day of the fifth
month after the close of the tax year. For taxReturns Supporting Organization
years beginning after December 31, 2006, any

Annual Information Return organization that fails to meet its annual report-Every organization exempt from federal income
ing requirement for 3 consecutive years will au-tax under section 501(a) must file an Annual For tax years ending after August 17, 2006, all tomatically lose its tax-exempt status. To regainExempt Organization Return except: section 509(a)(3) supporting organizations are its exempt status an organization will have to

required to file Form 990 or 990-EZ with the IRS1. A church, an interchurch organization of reapply for recognition as a tax-exempt organi-
regardless of the organization’s gross receipts,local units of a church, a convention or zation.
unless it qualifies as one of the following:association of churches,

Exceptions. This filing requirement does
2. An integrated auxiliary of a church, 1. An integrated auxiliary of a church; not apply to:
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• Churches, their integrated auxiliaries, and for Form 990 for the conditions under which this Form 990-PF. An organization is required to
procedure may be used. file Form 990-PF electronically if it files at leastconventions or associations of churches;

250 returns during the calendar year.
In any year that an organization is• Organizations that are included in a group
properly included as a subordinate or-return;
ganization on a group return, it should

TIP
Due Date• Private foundations required to file Form not file its own Form 990.

990-PF; and
Forms 990, 990-EZ, or 990-PF must be filed by

Schedule A (Form 990 or 990-EZ). Organiza-• Section 509(a)(3) supporting organizations the 15th day of the fifth month after the end of
tions, other than private foundations, that arerequired to file Form 990 or Form 990-EZ. your organization’s accounting period. Thus, for
described in section 501(c)(3) and that are oth-

a calendar year taxpayer, Forms 990, 990-EZ,
erwise required to file Form 990 or 990-EZ must

or 990-PF is due May 15 of the following year.Forms 990 and 990-EZ also complete Schedule A of that form.
Extension of time to file. Use Form 8868 to

Schedule B (Form 990, Form 990-EZ, orExempt organizations, other than private foun- request an automatic 3-month extension of time
990-PF). Organizations that file Form 990 ordations, must file their annual information re- to file Forms 990, 990-EZ, or 990-PF and also to
990-EZ use this schedule to provide requiredturns on Form 990 or 990-EZ, unless excepted apply for an additional (not automatic) 3-month
information regarding their contributors.from filing or allowed to submit Form 990-N, extension if needed.

described earlier. Schedule O (Form 990). Organizations that Do not apply for both the automatic 3-month
file Form 990 must use this schedule to provideGenerally, political organizations with gross extension and the additional 3-month extension
required additional information or if additional at the same time. For more information, seereceipts of $25,000 ($100,000 for a qualified
space is needed. Form 8868 and its instructions.state or local political organization (QSLPO)) or

Other schedules may be required to be filed When filing Form 8868 for an automaticmore for the tax year are required to file Form
with Form 990 or 990-EZ. See the instructions 3-month extension, neither a signature, nor an990 or 990-EZ unless specifically excepted from
for Form 990 or the instructions for Form 990-EZ explanation is required. However, when filingfiling the annual return. The following political
for more information. Form 8868 for an additional 3-month extension,organizations are not required to file Form 990

both a signature and an explanation are re-or Form 990-EZ. Report significant new or changed program
quired.services and changes to organizational doc-• A state or local committee of a political

uments.  An organization should report new Application for exemption pending. An or-party.
significant program services or significant ganization that claims to be exempt under sec-

• A political committee of a state or local changes in how it conducts program services, tion 501(a) but has not established its exempt
candidate. and significant changes to its organizational status by the due date for filing an information

documents, on its Form 990 rather than in a return should complete and file Form 990 or• A caucus or association of state or local
letter to EO Determinations. EO Determinations 990-EZ (or Form 990-PF if it considers itself aofficials.
no longer issues letters confirming the private foundation). If the organization’s applica-

• A political organization that is required to tax-exempt status of organizations that report tion is pending with the IRS, it must so indicate
report as a political committee under the new services or significant changes, or changes on Forms 990, 990-EZ, or 990-PF (whichever

to organizational documents. See Miscellane-Federal Election Campaign Act. applies) by checking the application pending
ous Rules, Organization Changes and Exempt block at the top of page 1 of the return. For more• A 501(c) organization that has expendi-
Status, later. information on the filing requirements, see thetures for influencing or attempting to influ-

Instructions for Forms 990, 990-EZ, andence the selection, nomination, election,
990-PF.

or appointment of any individual for a fed- Form 990-PF
eral, state, or local public office. State reporting requirements. Copies of

Forms 990, 990-EZ, or 990-PF may be used toAll private foundations exempt under section
satisfy state reporting requirements. See the501(c)(3) must file Form 990-PF. These organi-Form 990-EZ. This is a shortened version of
instructions for those forms.zations are discussed in chapter 3.Form 990. It is designed for use by small exempt

organizations and nonexempt charitable trusts. Form 8870. Organizations that filed a Form
990, 990-EZ, or 990-PF, and paid premiums orBeginning in tax year 2010, an organization Electronic Filing
received transfers on certain life insurance, an-can file either Form 990 or 990-EZ if it meets the
nuity, and endowment contracts (personal ben-following: You may be required to file Form 990, Form
efit contracts), must file Form 8870. For more990-EZ, or Form 990-PF, and related forms,

1. Its gross receipts during the year are less information, see Form 8870 and the instructionsschedules, and attachments electronically.
than $200,000. for that form.If an organization is required to file a return

electronically but does not, the organization is2. Its total assets (line 25, column (B) of Form
considered to have not filed its return. See Reg-990-EZ) at the end of the year are less Automatic Revocationulations section 301.6033-4 for more informa-than $500,000.
tion.

If the organization fails to file a Form 990,If your organization does not meet either of The IRS may waive the requirement to file
990-EZ, or 990-PF, or fails to submit a Formthese conditions, you cannot file Form 990-EZ. electronically in cases of undue hardship. For
990-N, as required, for 3 consecutive years, itInstead you must file Form 990. information on filing a waiver, see Notice
will automatically lose its tax-exempt status. Au-

2010-13, 2010-4 I.R.B. 327, available at www.Group return. A group return on Form 990 tomatic revocations have begun for organiza-
irs.gov/ir/2010-04_IRSB/ar14.html.may be filed by a central, parent, or like organi- tions not filing for the third consecutive year. The

zation for two or more local organizations, none Form 990. An organization is required to file list of organizations whose tax-exempt status
of which is a private foundation. This return is in Form 990 electronically if it files at least 250 has been revoked is available on IRS.gov. It
addition to the central organization’s separate returns during the calendar year and has total includes each organization’s name, Employer
annual return if it must file a return. It cannot be assets of $10 million or more at the end of the Identification Number (EIN) and last known ad-
included in the group return. See the instructions tax year. dress. It also includes the effective date of the
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automatic revocation and the date it was posted supplied by the organization. Failure to comply The travel tours made available to ABC’s mem-
to the list. The IRS updates the list monthly to bers do not contribute importantly to the accom-with this demand will result in a penalty imposed
include additional organizations that lose their plishment of ABC’s educational purpose.upon the manager of the organization, or upon
tax-exempt status. Organizations that lose their Rather, ABC’s program is designed to generateany other person responsible for filing a correct
tax-exempt status must file income tax returns revenues for ABC by regularly offering its mem-return. The penalty is $10 a day for each day
and pay income taxes. Check the IRS website, bers travel services. Therefore, ABC’s tour pro-that a return is not filed after the period given for
www.IRS.gov/eo, for updates. gram is an unrelated trade or business.filing. The maximum penalty imposed on all per-

For additional information on unrelated busi-sons with respect to any one return is $5,000.
ness income, see Publication 598 and the In-

Exception for reasonable cause. No pen-Tax Effect of Loss of Tax-Exempt structions for Form 990-T.
alty will be imposed if reasonable cause forStatus
failure to file timely can be shown.

Most tax-exempt organizations, other than
churches, must file an annual return or notice Employment
with the IRS. If your organization does not file as
required for three consecutive years, the law Unrelated Business Tax Returns
provides that it automatically loses its
tax-exempt status. Loss of exempt status means Income Tax Return Every employer, including an organization ex-
your organization must file income tax returns empt from federal income tax, who pays wages
and pay income tax, and its contributors can not Even though your organization is recognized as to employees is responsible for withholding, de-
deduct their donations. tax exempt, it still may be liable for tax on its positing, paying, and reporting federal income

 An organization whose exemption was auto- unrelated business income. Unrelated business tax, social security and Medicare (FICA) taxes,
matically revoked must apply for tax exemption and federal unemployment tax (FUTA), unlessincome is income from a trade or business,
in order to be exempt again (even if it was not that employer is specifically excepted by lawregularly carried on, that is not substantially re-
originally required to apply). In some situations, from those requirements, or if the taxes clearlylated to the charitable, educational, or other pur-
an organization may be able to obtain exemp- do not apply.pose that is the basis for the organization’s
tion retroactive to the date of revocation. See For more information, obtain a copy of Publi-exemption. If your organization has $1,000 or
IRS.gov for more information. cation 15, which summarizes the responsibilitiesmore of unrelated business income, you must

If your organization’s tax-exempt status is of an employer, Publication 15-A, Publicationfile Form 990-T in addition to your required an-
automatically revoked, you may be required to 15-B, and Form 941.nual information return.
file one of the following federal income tax re-

Small Business Health Care Tax Credit. IfEstimated tax. Quarterly estimated taxturns and pay any applicable income taxes:
your small tax-exempt organization providespayments are due if your organization expects

• Form 1120, U.S. Corporation Income Tax health care coverage for your workers you mayto owe $500 or more in tax including unrelated
Return, due by the 15th day of the 3rd qualify for the small business health care taxbusiness income. Use Form 990-W to figure
month after the end of your organization’s credit. Go to IRS.gov and select Affordable Careyour organization’s estimated tax payments.
tax year, or Act Tax Provisions  for more details. See Small

Business Health Care Tax Credit  at www.irs.Travel tour programs. Travel tour activities• Form 1041, U.S. Income Tax Return for
gov/newsroom/article/0,,id=223666,00.html.that are a trade or business are an unrelatedEstates and Trusts, due by the 15th day of

trade or business if the activities are not sub-the 4th month after the end of your organi- Trust fund recovery penalty. If any person
zation’s tax year. stantially related to the purpose to which tax required to collect, truthfully account for, and

exemption was granted to the organization. pay over any of these taxes willfully fails to
For more information about automatic revoca- satisfy any of these requirements or willfully triesWhether travel tour activities conducted by

tion, go to IRS.gov and select Charities & in any way to evade or defeat any of them, thatan organization are substantially related to the
Non-Profits. person will be subject to a penalty. The penaltyorganization’s tax exempt purpose is deter-

is equal to the tax evaded, not collected, or notmined by looking at all the relevant facts and
accounted for and paid over. The term personcircumstances, including, but not limited to, how

Penalties includes:a travel tour is developed, promoted, and oper-
ated. • An officer or employee of a corporation, or

Penalties for failure to file. Generally, an ex-
• A member or employee of a partnership.empt organization that fails to file a required Example. ABC, a university alumni associa-

return must pay a penalty of $20 a day for each tion, is tax exempt as an educational organiza-
Exception. The penalty is not imposed onday the failure continues. The same penalty will tion under section 501(c)(3). As part of its

any unpaid volunteer director or member of aapply if the organization does not give all the activities, ABC operates a travel tour program.
board of trustees of an exempt organization ifinformation required on the return or does not The program is open to all current members of
the unpaid volunteer serves solely in an honor-give the correct information. ABC and their guests. ABC works with travel
ary capacity, does not participate in theagents to schedule approximately ten tours an-Maximum penalty. The maximum penalty day-to-day or financial operations of the organi-nually to various destinations around the world.for any one return is the smaller of $10,000 or zation, and does not have actual knowledge ofMembers of ABC pay $1,000 to XYZ Travel5% of the organization’s gross receipts for the the failure on which the penalty is imposed.Agency to participate in a tour. XYZ pays ABC ayear. This exception does not apply if it results inper person fee for each participant. Although the
no one being liable for the penalty.Organization with gross receipts over $1 literature advertising the tours encourages ABC

million. For an organization that has gross members to continue their lifelong learning by FICA and FUTA tax exceptions. Payments
receipts of over $1 million for the year, the pen- joining the tours, and a faculty member of ABC’s for services performed by a minister of a church
alty is $100 a day up to a maximum of $50,000. related university frequently joins the tour as a in the exercise of the ministry, or a member of a

guest of the alumni association, none of theManagers. If the organization is subject to religious order performing duties required by the
tours include any scheduled instruction or curric-this penalty, the IRS may specify a date by order, are generally not subject to FICA or FUTA
ulum related to the destinations being visited.which the return or correct information must be taxes.
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Exempt organization not a political organiza-FUTA tax exception. Payments for serv- Schedule SE (Form 1040), Self-Employment
Tax, should be attached to the employee’s in- tion. An organization exempt under sectionices performed by an employee of a religious,
come tax return.charitable, educational, or other organization 501(c) that spends any amount for an exempt

described in section 501(c)(3) that are generally function must file Form 1120-POL for any year
subject to FICA taxes if the payments are $100 which it has political taxable income. These or-
or more for the year, are not subject to FUTA ganizations must include in gross income the
taxes. Political Organization lesser of:

FICA tax exemption election. Churches 1. The total amount of its exempt functionIncome Tax Return
and qualified church-controlled organizations

expenditures, or
can elect exemption from employer FICA taxes

Generally, a political organization is treated as
2. The organization’s net investment income.by filing Form 8274.

an organization exempt from tax. Certain politi-
To elect the exemption, Form 8274 must be cal organizations, however, must file an annual

Separate fund. A section 501(c) organiza-filed before the first date on which a quarterly income tax return, Form 1120-POL, for any year
tion can set up a separate segregated fund thatemployment tax return would otherwise be due they have political organization taxable income
will be treated as an independent political organ-from the electing organization. The organization in excess of the $100 specific deduction allowed
ization. The earnings and expenditures made bycan make the election only if it is opposed for under section 527.
the separate fund will not be attributed to thereligious reasons to the payment of FICA taxes.

A political organization that has section 501(c) organization.The election applies to payments for serv-
$25,000 ($100,000 for a qualified stateices of current and future employees other than Section 501(c)(3) organizations areor local political organization) or more

TIP
services performed in an unrelated trade or precluded from, and may suffer loss ofin gross receipts for the tax year must file Formbusiness. exemption for, engaging in any politicalCAUTION

!
990 or Form 990-EZ (and Schedule B of the

campaign on behalf of, or in opposition to, anyRevoking the election. The election can be form), unless excepted. See Forms 990 and
candidate for public office.revoked by the IRS if the organization fails to file 990-EZ, earlier.

Form W-2, Wage and Tax Statement, for 2 years Due date. Form 1120-POL is due by the 15thPolitical organization. A political organiza-
and fails to furnish certain information upon re- day of the 3rd month after the end of the taxtion is a party, committee, association, fund, or
quest by the IRS. Such revocation will apply year. Thus, for a calendar year taxpayer, Formother organization (whether or not incorporated)
retroactively to the beginning of the 2-year pe- 1120-POL is due on March 15 of the followingorganized and operated primarily for the pur-
riod. year. If any due date falls on a Saturday, Sun-pose of directly or indirectly accepting contribu-

tions or making expenditures, or both, for an day, or legal holiday, the organization can fileDefinitions. For purposes of this election,
exempt function.the term church means a church, a convention the return on the next business day.

or association of churches, or an elementary or Exempt function. An exempt function Form 1120-POL is not required of an
secondary school that is controlled, operated, or means influencing or attempting to influence the exempt organization that makes ex-
principally supported by a church or by a con- selection, nomination, election, or appointment penditures for political purposes if its

TIP
vention or association of churches. of any individual to any federal, state, local pub- gross income does not exceed its directly con-

The term qualified church-controlled organi- lic office or office in a political organization, or nected deductions by more than $100 for the tax
zation means any church-controlled section the election of the Presidential or Vice Presiden- year.
501(c)(3) tax-exempt organization, other than tial electors, whether or not such individual or
an organization that both: electors are selected, nominated, elected, or

Extension of time to file.  Use Form 7004 toappointed. It also includes certain office ex-1. Offers goods, services, or facilities for sale, request an automatic 6-month extension of timepenses of a holder of public office or an office inother than on an incidental basis, to the
to file Form 1120-POL. The extension will bea political organization.general public at other than a nominal
granted if you complete Form 7004 properly,

charge that is substantially less than the Certain political organizations are re-
make a proper estimate of the tax (if applicable),cost of providing such goods, services, or quired to notify the IRS that they are
file Form 1120-POL by the due date, and payfacilities, and section 527 organizations. These orga-CAUTION

!
any tax due.

nizations must use Form 8871. Some of these2. Normally receives more than 25% of its
section 527 organizations must use Form 8872 Failure to file. A political organization thatsupport from the sum of governmental
to file periodic reports with the IRS disclosing fails to file Form 1120-POL is subject to a pen-sources and receipts from admissions,
their contributions and expenditures. For a dis- alty equal to 5% of the tax due for each monthsales of merchandise, performance of
cussion on these forms, see Reporting Require- (or partial month) the return is late up to a maxi-services, or furnishing of facilities, in activi-
ments for a Political Organization, later. mum of 25% of the tax due, unless the organiza-ties that are not unrelated trades or busi-

tion shows the failure was due to reasonablenesses. Political organization taxable income.
cause.Political organization taxable income is the ex-

Effect on employees. If a church or quali- For more information about filing Formcess of:
fied church-controlled organization has made an 1120-POL, refer to the instructions accompany-
election, payment for services performed for that 1. Gross income for the tax year (excluding ing the form.
church or organization, other than in an unre- exempt function income) minus

Failure to pay on time. An organizationlated trade or business, will not be subject to
2. Deductions directly connected with the that does not pay the tax when due generallyFICA taxes. However, the employee, unless oth-

earning of gross income. may have to pay a penalty of 1/2 of 1% of theerw ise  exempt ,  w i l l  be  sub jec t  to
unpaid tax for each month or part of a month theself-employment tax on the income. The tax To figure taxable income, allow for a $100 spe-
tax is not paid, up to a maximum of 25% of theapplies to income of $108.28 or more for the tax cific deduction, but do not allow for the net oper-
unpaid tax. The penalty will not be imposed if theyear from that church or organization, and no ating loss deduction, the dividends-received
organization can show that the failure to pay ondeductions for trade or business expenses are deduction, and other special deductions for cor-

allowed against this self-employment income. time was due to reasonable cause.porations.
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• By mailing or faxing Form SS-4. for failure to file Form 8871 if the failure was due
to reasonable cause and not willful neglect.Reporting If you previously applied for an EIN and have

not yet received it, or you are unsure whether Additional information. For more informationRequirements for a
you have an EIN, please call our toll-free cus- on Form 8871, see the form and its instructions.
t o m e r  a c c o u n t  s e r v i c e s  n u m b e r , For a discussion on the public inspection re-Political Organization
1-877-829-5500, for assistance. quirements for the form, see Public Inspection of

Exemption Applications, Annual Returns, andCertain political organizations are required to
Political Organization Reporting Forms, later.Due dates. The initial Form 8871 must be filednotify the IRS that the organization is to be

within 24 hours of the date on which the organi-treated as a section 527 political organization.
zation was established. If there is a material Form 8872The organization is also required to periodically
change, an amended Form 8871 must be filedreport certain contributions received and expen-
within 30 days of the material change. When the Every tax-exempt section 527 political organiza-ditures made by the organization. To notify the
organization terminates its existence, it must file tion that accepts a contribution or makes anIRS of section 527 treatment, an organization
a final Form 8871 within 30 days of termination. expenditure, for an exempt function during themust file Form 8871. To report contributions and

If the due date falls on a Saturday, Sunday, calendar year, must file Form 8872 except:expenditures, certain tax-exempt political orga-
or legal holiday, the organization can file on thenizations must file Form 8872. • A political organization that is not required
next business day.

to file Form 8871 (discussed earlier).
Form 8871 How to file. An organization must file Form • A political organization that is subject to

8871 electronically via the IRS Internet website
tax on its income because it did not file orA political organization must electronically file at www.IRS.gov/polorgs (Keyword: political
amend Form 8871.Form 8871 to notify the IRS that it is to be treated orgs).

as a section 527 organization. However, an or- • A qualified state or local political organiza-
ganization is not required to file Form 8871 if: tion (QSLPO), discussed below.Form 8453-X. After electronically submitting

Form 8871, the political organization must print,• It reasonably expects its annual gross re- All other tax-exempt section 527 organizations
sign, and mail Form 8453-X to the IRS. Uponceipts to always be less than $25,000. that accept contributions or make expenditures
receipt of the Form 8453-X, the IRS will send the for an exempt function are required to file Form• It is a political committee required to report organization a username and password that 8872.under the Federal Election Campaign Act must be used to file an amended or final Form

of 1971 (FECA) (2 U.S.C. 431(4)). Qualified state or local political organiza-8871 or to electronically file Form 8872.
tion. A state or local political organization may• It is a state or local candidate committee.
be a QSLPO if:

• It is a state or local committee of a political Penalties
1. All of its political activities relate solely toparty.

state or local public office (or office in aFailure to file. An organization that is re-• It is a section 501(c) organization that has state or local political organization).quired to file Form 8871, but fails to do so on amade an “exempt function expenditure.”
timely basis, will not be treated as a tax-exempt 2. It is subject to a state law that requires it to

All other political organizations are required to section 527 organization for any period before report (and it does report) to a state
file Form 8871. the date Form 8871 is filed. Also, the taxable agency information about contributions

income of the organization for that period will and expenditures that is similar to the in-An organization must provide on Form 8871:
include its exempt function income (including formation that the organization would oth-
contributions received, membership dues, and1. Its name and address (including any busi- erwise be required to report to the IRS.
political fundraising receipts) minus any deduc-ness address, if different) and its electronic

3. The state agency and the organizationtions directly connected with the production ofmailing address;
make the reports publicly available.that income.

2. Its purpose; Failure to file an amended Form 8871 will 4. No federal candidate or office holder:
cause the organization not to be treated as a3. The names and addresses of its officers,

a. Controls or materially participates in thetax-exempt section 527 organization. If an or-highly compensated employees, contact
direction of the organization,ganization is treated as not being a tax-exemptperson, custodian of records, and mem-

section 527 organization, the taxable income ofbers of its board of directors; b. Solicits contributions for the organiza-
the organization will be determined by consider- tion, or4. The name and address of, and relationship
ing any exempt function income and deductions

to, any related entities (within the meaning c. Directs the disbursements of the organi-during the period beginning on the date of the
of section 168(h)(4)); and zation.material change and ending on the date that the

amended Form 8871 is filed.5. Whether it intends to claim an exemption
 The tax is computed by multiplying the or-from filing Form 8872, Form 990, or Form

Information required on Form 8872. If anganization’s taxable income by the highest cor-990-EZ.
organization pays an individual $500 or more forporate tax rate.
the calendar year, the organization is required toEmployer identification number. If your

Fraudulent returns. Any individual or cor-
disclose the individual’s name, address, occu-organization needs an EIN, you can apply for

poration that willfully delivers or discloses to the
pation, employer, amount of the expense, theone:

IRS any list, return, account, statement or other
date the expense was paid, and the purpose of• Online—Click on the Employer ID Num- document known to be fraudulent or false as to
the expense on Form 8872.

bers (EINs) link at www.IRS.gov/busi- any material matter will be fined not more than
If an organization receives contributions of

nesses/small. $10,000 ($50,000 in the case of a corporation)
$200 or more from one contributor for the calen-

or imprisoned for not more than 1 year or both.• By telephone at 1-800-829-4933 from 7:00 dar year, the organization must disclose the
a.m. to 10:00 p.m. in the organization’s Waiver of penalties. The IRS may waive donor’s name, address, occupation, employer,
local time zone. any additional tax assessed on an organization and the date the contributions were made.
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For additional information that is required, • Nonpublicly traded stock of $10,000 orPenalty
see Form 8872. less,

A penalty will be imposed if the organization is
• A vehicle (including a car, boat, or air-required to file Form 8872 and it:

Due dates. The due dates for filing Form 8872 plane), if your deduction for the vehicle is
vary depending on whether the form is due for a • Fails to file the form by the due date, or limited to the gross proceeds from its sale,
reporting period that occurs during a calendar • Files the form but fails to report all of the • Intellectual property,year in which a regularly scheduled election is

information required or reports incorrectheld, or any other calendar year (a nonelection • Certain securities considered to have mar-
information.year). ket quotations readily available (see Regu-

If the due date falls on a Saturday, Sunday, lations section 1.170A-13(c)(7)(xi)(B)),
The penalty is 35% of the total amount ofor legal holiday, the organization can file on the

• Inventory and other property donated by acontributions and expenditures to which a failurenext business day.
corporation that are qualified contributionsrelates.
for the care of the ill, the needy, or infants,

Fraudulent returns. Any individual or cor-Election year filing.  In election years, Form within the meaning of section 170(e)(3)(A),
poration that willfully delivers or discloses any8872 must be filed on either a quarterly or a or
list, return, account, statement, or other docu-monthly basis. Both a pre-election report and a

• Any donation of stock in trade, inventory,ment known to be fraudulent or false as to anypost-election report are also required to be filed
or property held primarily for sale to cus-in an election year. An election year is any year material matter will be fined not more than
tomers in the ordinary course of your tradein which a regularly scheduled general election $10,000 ($50,000 in the case of a corporation),
or business.for federal office is held (an even-numbered or imprisoned for not more than 1 year, or both.

year).
Waiver of penalties. The IRS may waive The donee organization is not a qualified ap-

any additional tax assessed on an organization praiser for the purpose of valuing the donated
Nonelection year filing.  In nonelection for failure to file Form 8872 if the failure was due property. For more information, get Publication
years, the form must be filed on a semiannual or to reasonable cause and not willful neglect. 561, Determining the Value of Donated Prop-
monthly basis. A complete listing of these filing erty.
periods are in the Form 8872 Instructions. A

Form 8283. For noncash donations overnonelection year is any odd-numbered year.
$5,000, the donor must attach Form 8283 to theDonee Information tax return to support the charitable deduction.How to file. Form 8872 can be filed either
The donee must sign Part IV of Section B, Formelectronically or by mail. However, organiza- Return 8283 unless publicly traded securities aretions that have, or expect to have, contributions
donated. The person who signs for the doneeor expenditures of $50,000 or more for the year
must be an official authorized to sign the do-Dispositions of donated property. If an or-must file electronically.
nee’s tax or information returns, or a personganization receives charitable deduction prop-

To file by mail, send Form 8872 to the: specifically authorized to sign by that official.erty and within three years sells, exchanges, or
The signature does not represent concurrenceotherwise disposes of the property, the organi-
in the appraised value of the contributed prop-zation must file Form 8282, Donee Information

Department of the Treasury erty. A signed acknowledgment represents re-Return. However, an organization is not re-
Internal Revenue Service Center ceipt of the property described on Form 8283 on

quired to file Form 8282 if:Ogden, UT 84201-0027 the date specified on the form. The signature
• The property is valued at $500 or less, or also indicates knowledge of the information re-

Electronic filing. File electronically via the porting requirements on dispositions, as previ-• The property is consumed or distributedIRS internet website at www.IRS.gov/polorgs. ously discussed. A copy of Form 8283 must be
for charitable purposes.You will need a user ID and password to elec- given to the donee.

tronically file Form 8872. Organizations that
Form 8282 must be filed with the IRS withinhave completed the electronic filing of Form

125 days after the disposition. Additionally, a8871 and submitted a completed and signed
copy of Form 8282 must be given to the donor. IfForm 8453-X will receive a username and pass-
the organization fails to file the required informa-word in the mail. Information Provided

Organizations that have completed the elec- tion return, penalties may apply.
to Donorstronic filing of Form 8871, but have not received

Charitable deduction property. This is
their user ID and password can request one by

any property (other than money or publicly In some situations, a donor must obtain certainwriting to the following address:
traded securities) for which the donee organiza- information from a donee organization to obtain

Internal Revenue Service tion signed an appraisal summary or Form 8283, a deduction for a charitable contribution. In other
Attn: Request for 8872 Password Noncash Charitable Contributions. situations, the donee organization is required to
Mail Stop 6273

provide information to the donor.Publicly traded securities. These are se-Ogden, UT 84201
curities for which market quotations are readily A charitable organization must give a donor
available on an established securities market as a disclosure statement for a quid pro quo contri-

Lost username and password. If you have of the date of the contribution. bution over $75. (See Disclosure statement. be-
forgotten or misplaced the username and pass-

low.) This is a payment a donor makes to a
word issued to your organization after you filed Appraisal summary. If the value of the charity partly as a contribution and partly for
your initial Form 8871, send a letter requesting a donated property exceeds $5,000, the donor goods or services. See Quid pro quo contribu-
new username and password to the address must get a qualified appraisal for contributions of tion below for an example.
under Electronic filing. You can also fax your

property, see the Exceptions. below.
request to (801) 620-3249. It may take 3-6  Failure to make the required disclosure may

Exceptions. A written appraisal is notweeks for your new username and password to result in a penalty to the organization. A donor
needed if the property is:arrive, as they will be mailed to the organization. cannot deduct a charitable contribution of $250
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or more unless the donor has a written acknowl- 2. There is no donative element involved in a lacks the unique art displayed in the museum
particular transaction with a charity (for ex- room. If the hotel ballroom rents for $2,500, aedgment from the charitable organization.
ample, there is generally no donative ele- good faith estimate of the FMV of the right toIn certain circumstances, an organization
ment involved in a visitor’s purchase from hold the event in the museum is $2,500.may be able to meet both of these requirements
a museum gift shop).with the same written document.

Example 3. For a payment of $1,000, a
3. There is only an intangible religious benefit

charity provides an evening tour of a museum
provided to the donor. The intangible relig-Disclosure of conducted by a well-known artist. The artist
ious benefit must be provided to the donorQuid Pro Quo Contributions does not provide tours on a commercial basis.
by an organization organized exclusively

Tours of the museum normally are free to the
for religious purposes, and must be of aA charitable organization must provide a written public. A good faith estimate of the FMV of the
type that generally is not sold in a commer-disclosure statement to donors of a quid pro quo evening museum tour is $0 even though it is
cial transaction outside the donative con-contribution over $75. conducted by the artist.
text. For example, a donor who, for a
payment, is granted admission to a relig- Penalty for failure to disclose. A penalty isQuid pro quo contribution. A contribution
ious ceremony for which there is no admis- imposed on a charity that does not make themade by a donor in exchange for goods or
sion charge is provided an intangible required disclosure of a quid pro quo contribu-services is known as a quid pro quo contribution.
religious benefit. A donor is not provided tion of more than $75. The penalty is $10 perYour charitable organization must provide the
intangible religious benefits for payments contribution, not to exceed $5,000 per fundrais-donor a written statement informing the donor of
made for tuition for education leading to a ing event or mailing. The charity can avoid thethe fair market value of the items or services it
recognized degree, travel services, or con- penalty if it can show that the failure was due toprovided in exchange for the contribution. Gen-
sumer goods. reasonable cause.

erally, a written statement is required for each
4. The donor makes a payment of $75 or lesspayment, whenever the contribution portion is

Acknowledgment ofper year and receives only annual mem-over $75.
bership benefits that consist of: Charitable Contributions of

 Example. If a donor gives your charity $100 $250 or Morea. Any rights or privileges (other than theand receives a concert ticket valued at $40, the
right to purchase tickets for college ath-donor has made a quid pro quo contribution. In A donor can deduct a charitable contribution of
letic events) that the taxpayer can exer-this example, the charitable part of the payment $250 or more only if the donor has a written
cise often during the membershipis $60. Even though the deductible part of the acknowledgment from the charitable organiza-
period, such as free or discounted ad-payment is not more than $75, a written state- tion. The donor must get the acknowledgment
missions or parking or preferred access by the earlier of:ment must be filed because the total payment is
to goods or services, or

more than $75. If your organization fails to dis-
1. The date the donor files the original returnb. Admission to events that are open onlyclose quid pro quo contributions, the organiza-

for the year the contribution is made, orto members and the cost per person oftion may be subject to a penalty.
which is within the limits for low-cost 2. The due date, including extensions, for fil-
articles described in Revenue Proce- ing the return.
dure 90-12 (as adjusted for inflation),Disclosure statement. The required written

The donor is responsible for requesting and ob-Rev. Proc. 90-12.disclosure statement must:
taining the written acknowledgment from the do-
nee. A charitable organization that receives a1. Inform the donor that the amount of the

Good faith estimate of fair market value payment made as a contribution is treated as thecontribution that is deductible for federal
(FMV). An organization can use any reasona- donee organization for this purpose even if theincome tax purposes is limited to the ex-
ble method to estimate the FMV of goods or organization (according to the donor’s instruc-cess of any money (and the value of any
services it provided to a donor, as long as it tions or otherwise) distributes the amount re-property other than money) contributed by
applies the method in good faith. ceived to one or more charities.the donor over the fair market value of

The organization can estimate the FMV of
goods or services provided by the charity, Quid pro quo contribution. If the donee pro-goods or services that generally are not com-
and vides goods or services to the donor in ex-mercially available by using the FMV of similar

change for the contribution (a quid pro quoor comparable goods or services. Goods or2. Provide the donor with a good faith esti-
contribution), the acknowledgment must includeservices may be similar or comparable even ifmate of the fair market value of the goods
a good faith estimate of the value of the goods orthey do not have the unique qualities of theor services that the donor received.
services. See Disclosure of Quid Pro Quo Con-goods or services being valued.

The charity must furnish the statement in con- tributions, earlier.
nection with either the solicitation or the receipt Example 1. A charity provides a 1-hour ten-

Form of acknowledgment. Although there isof the quid pro quo contribution. If the disclosure nis lesson with a tennis professional for the first
no prescribed format for the written acknowledg-statement is furnished in connection with a par- $500 payment it receives. The tennis profes-
ment, it must provide enough information to sub-ticular solicitation, it is not necessary for the sional provides 1-hour lessons on a commercial
stantiate the amount of the contribution. Fororganization to provide another statement when basis for $100. A good faith estimate of the
more information, see IRS Publication 1771,it actually receives the contribution. lesson’s FMV is $100.
Charitable Contributions –  Substantiation and

No disclosure statement is required if any of
Disclosure Requirements.

Example 2. For a payment of $50,000, athe following are true.
museum allows a donor to hold a private event Cash contributions. To deduct a contribu-

1. The goods or services given to a donor in a room of the museum. A good faith estimate tion of cash, a check, or other monetary gift
have insubstantial value as described in of the FMV of the right to hold the event in the (regardless of the amount), a donor must main-
Revenue Procedure 90-12, 1990-1 C.B. museum can be made by using the cost of tain a bank record or a written communication
471, Rev. Proc. 90-12, and Revenue Pro- renting a hotel ballroom with a capacity, ameni- from the donee organization showing the do-
cedure 92-49, 1992-1 C.B. 507 (as ad- ties, and atmosphere comparable to the mu- nee’s name, date, and amount of the contribu-
justed for inflation), Rev. Proc. 92-49. seum room, even though the hotel ballroom tion. In the case of a lump-sum contribution
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(rather than a contribution by payroll deduction) the vehicle. Material improvements do not in-Acknowledgment
clude cleaning, minor repairs, routine mainte-made through the Combined Federal Campaign
nance, painting, removal of dents or scratches,or a similar program such as a United Way For a contribution of a qualified vehicle
cleaning or repair of upholstery, and installationCampaign, the written communication must in- with a claimed value of $500 or less, do
of theft deterrent devices.not file Form 1098-C. However, youclude the name of the donee organization that is CAUTION

!
can use it as the contemporaneous written ac-the ultimate recipient of the charitable contribu-

Penalties. If your charitable organization re-knowledgment under section 170(f)(8) by pro-tion.
ceives contributions of used motor vehicles,viding the donor with Copy C only. See the

Contributions by payroll deduction. An boats, and airplanes valued over $500 it may beInstructions for Form 1098-C.
organization may substantiate an employee’s subject to a penalty if it knowingly:Generally, the organization should complete
contribution by deduction from its payroll by:

Form 1098-C as the written acknowledgment to • Fails to furnish an acknowledgement in a
the donor and the IRS. The contents of the• A pay stub, Form W-2, or other document timely manner, showing the required infor-
acknowledgment depend upon whether the or- mation, orshowing a contribution to a donee organi-
ganization:zation, together with • Furnishes a false or fraudulent acknowl-

• Sells a qualified vehicle without any signifi- edgement of the contribution.• A pledge card or other document from the
cant intervening use or material improve-donee organization that shows its name.
ment,

Other penalties may apply. See Part O
For contributions of $250 or more, the docu- • Intends to make a significant intervening in the 2011 General Instructions for

ment must state that the donee organization use of or material improvement to a quali- Certain Information Returns.CAUTION
!

provides no goods or services for any payroll fied vehicle prior to sale, or
An acknowledgment containing a certifica-contributions. The amount withheld from each

tion will be presumed to be false or fraudulent if• Sells a qualified vehicle to a needy individ-
payment of wages to a taxpayer is treated as a

the qualified vehicle is sold to a buyer other thanual at a price significantly below fair mar-
separate contribution. a needy individual without a significant interven-ket value, or a gratuitous transfer to a

ing use or material improvement within 6 monthsneedy individual in direct furtherance of a
Acknowledgment of Vehicle of the date of the contribution.charitable purpose of the organization of

If a charity sells a donated vehicle at auction,relieving the poor and distressed or theContribution
the IRS will not accept as substantiation anunderprivileged who are in need of a

If an exempt organization receives a contribu- acknowledgment from the charity stating thatmeans of transportation.
the vehicle is to be transferred to a needy indi-tion of a qualified vehicle with a claimed value of
vidual for significantly below fair market value.For more information on the acknowledg-more than $500, the donee organization is re-
Vehicles sold at auction are not sold at pricesment, see Notice 2005-44, 2005-25 I.R.B. 1287,quired to provide a contemporaneous written
significantly below fair market value, and theat www.irs.gov/irb/2005-25_IRB/2005-25_IRB/acknowledgment to the donor. The donee or-
IRS will not treat vehicles sold at auction asar09.html.ganization can use a completed Form 1098-C,
qualifying for this exception.

Contributions of Motor Vehicles, Boats, and Air-
The penalty for a false or fraudulent acknowl-Material improvements or significant inter-planes, for the contemporaneous written ac-

edgment where the donee certifies that the vehi-vening use. To constitute significant interven-
knowledgment. See section 3.03 of Notice cle will not be transferred for money, othering use, the organization must actually use the
2005-44 for guidance on the information that property, or services before completion of mate-vehicle to substantially further the organization’s
must be included in a contemporaneous written rial improvements or significant intervening useregularly conducted activities, and the use must
acknowledgment and the deadline for furnishing or the donee certifies that the vehicle is to bebe significant, not incidental. Factors in deter-
the acknowledgment to the donor. transferred to a needy individual for significantlymining whether a use is a significant intervening

below fair market value in furtherance of theuse depend on the nature, extent, frequency,Any donee organization that provides a con-
donee’s charitable purpose is the larger ofand duration. For this purpose, use includestemporaneous written acknowledgment to a do-
$5,000 or the claimed value of the vehicle multi-providing transportation on a regular basis for anor is required to report to the IRS the
plied by 39.6%.significant period of time or significant use di-information contained in the acknowledgment.

The penalty for an acknowledgment relatingrectly related to training in vehicle repair. UseThe report is due by February 28 (March 31 if
to a qualified vehicle being sold in an arm’sdoes not include the use of a vehicle to providefiling electronically) of the year following the year length transaction to an unrelated party is thetraining in business skills, such as marketing orin which the donee organization provides the larger of the gross proceeds from the sale or thesales. Examples of significant use include:

acknowledgment to the donor. The organization sales price stated in the acknowledgment multi-
• Driving a vehicle every day for 1 year tomust file the report on Copy A of Form 1098-C. plied by 39.6%.

deliver meals to needy individuals, if deliv-An organization that files Form 1098-C on
ering meals is an activity regularly con-paper should send it with Form 1096, Annual Qualified Intellectual
ducted by the organization.

Summary and Transmittal of U.S. Information Property
• Driving a vehicle for 10,000 miles over aReturns. See the Instructions for Form 1096 for

1-year period to deliver meals to needy A taxpayer who contributes qualified intellectualthe correct filing location.
individuals, if delivering meals is an activ- property to a charity may be entitled to a charita-An organization that is required to file 250 or
ity regularly conducted by the organiza- ble deduction, in addition to any initial deduction

more Forms 1098-C during the calendar year
tion. allowed in the year of contribution. The addi-

must file the forms electronically or magneti-
tional deduction is based on a specified percent-

cally. Specifications for filing Form 1098-C elec- Material improvements include major repairs age of the qualified donee income with respect
tronically or magnetically can be found in and additions that improve the condition of the to the qualified intellectual property. To qualify
Publication 1220, Specifications for Filing Forms vehicle in a manner that significantly increases for the additional charitable deduction, the donor
1097, 1098, 1099, 3921, 3922, 5498, 8935, and the value. To be a material improvement, the must provide notice to the donee at the time of
W-2G Electronically at www.IRS.gov/pub/ improvement cannot be funded by an additional the contribution that the donor intends to treat

payment to the organization from the donor ofirs-pdf/p1220.pdf. the contribution as qualified intellectual property
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contribution for purposes of sections 170(m) and Form 990-T. All section 501(c)(3) or-
ganizations that file Form 990-T must6050L. Report of Cash
make the return public, regardless ofCAUTION

!
Every donee organization described in sec-

whether the organization is otherwise subject toReceivedtion 170(c) (except a private foundation as de-
the disclosure requirements of section 6104. For

fined in section 509(a) that is not described in
example, although churches are not required toAn exempt organization that receives, in thesection 170(b)(1)(F)) that receives or accrues file Form 1023 or Form 990 with the IRS, theycourse of its activities, more than $10,000 cash

net income from a charitable gift of qualified must file the Form 990-T with the IRS to reportin one transaction (or two or more related trans-
intellectual property must file Form 8899. unrelated business taxable income. Thus,actions) that is not a charitable contribution must

churches must disclose Form 990-T to the pub-report the transaction to the IRS on Form 8300,
lic.Form 8899. Form 8899, Notice of Income Report of Cash Payments Over $10,000 Re-

ceived in a Trade or Business.From Donated Intellectual Property, is used by a State colleges and universities have been
recognized by the IRS as exempt under sectiondonee to report net income from qualified intel-
501(a) as organizations described in sectionlectual property to the donor of the property and
501(c)(3) must disclose Form 990-T to the pub-to the IRS and is due by the last day of the first
lic. However, state colleges and universities thatPublic Inspectionfull month following the close of the donee’s tax
are subject to tax under section 511(a) solely byyear. This form must be filed for each tax year of of Exemption virtue of section 511(a)(2)(B) and that have notthe donee in which the donated property pro-
been recognized by the IRS as exempt underduces net income, but only if all or part of that tax Applications, Annual section 501(a) as organizations described inyear occurs during the 10-year period beginning
section 501(c)(3) are not required to make their

on the date of the contribution and that tax year Returns, and Political Forms 990-T public.
does not begin after the expiration of the legal
life of the donated property. Organization Reporting Public Inspection of

Forms Exemption Application
Qualified donee income. Qualified donee in-
come is any net income received by or accrued An exempt organization must also make avail-The following rules apply to private foundations
to the donee that is properly allocable to the able for public inspection without charge its ap-as well as other tax-exempt organizations. Pri-
qualified intellectual property for the tax year of plication for tax-exempt status. An applicationvate foundations filing annual returns are sub-
the donee which ends within or with the tax year for tax exemption includes the application formject to the public disclosure requirements under
of the donor. Income is not treated as allocated (such as Forms 1023 or 1024), all documentssection 6104(d).

and statements the IRS requires the organiza-to qualified intellectual property if it is received or Included in this section is a discussion on the
tion to file with the form, any statement or otheraccrued after the earlier of the expiration of the public inspection requirements for political orga-
supporting document submitted by an organiza-nizations filing Forms 8871 and 8872.legal life of the qualified intellectual property, or
tion in support of its application, and any letter orthe 10-year period beginning with the date of the
other document issued by the IRS concerningcontribution. Annual Information Return
the application.

An exempt organization must make available for The application for exemption does not in-
Qualified intellectual property. Qualified in-

public inspection, upon request and without clude:
tellectual property is generally any patent, copy- charge, a copy of its original and amended an- • Any application from an organization thatright, trademark, trade name, trade secret, nual information returns. Each information re-

is not yet recognized as exempt;know-how, software or similar property, or appli- turn must be made available from the date it is
cations or registrations of such property (other required to be filed (determined with regard to • Any material that is required to be withheld
than property contributed to or for the use of a any extensions), or is actually filed, whichever is from public inspection, see Material re-
private foundation as defined in section 509(a) later. An original return does not have to be quired to be withheld from public inspec-

made available if more than 3 years havethat is not described in section 170(b)(1)(F)). tion, next;
passed from the date the return was required toSee Exceptions below. • In the case of a tax-exempt organization
be filed (including any extensions) or was filed,

other than a private foundation, the namesExceptions. The following property is not whichever is later. An amended return does not
and addresses of contributors to the or-considered qualified intellectual property for pur- have to be made available if more than 3 years
ganization; orposes of the additional charitable deduction: have passed from the date it was filed.

An annual information return includes an ex- • Any applications filed before July 15,1. Computer software that is readily available
act copy of the return (Forms 990, 990-EZ, 1987, if the organization did not have a

for purchase by the general public, is sub-
990-BL, 990-PF, 990-T, or 1065), and amended copy of the application on July 15, 1987.

ject to a nonexclusive license, and has not
return if any, and all schedules, attachments,

been substantially modified. and supporting documents filed with the IRS. If there is no prescribed application form, see
Regulations section 301.6104(d)-1(b)(3)(ii) for aAn annual information return does not in-2. A copyright held by a taxpayer:
list of the documents that must be made avail-clude:
able.• Whose personal efforts created the prop- • Schedule A of Form 990-BL,

erty, or Material required to be withheld from pub-• Schedule K-1 of Form 1065, or
lic inspection. Material that is required to be• In whose hands the basis of the property
withheld from public inspection includes:• Form 1120-POL.is determined, for purposes of determining

gain from a sale or exchange, in whole or • Trade secrets, patents, processes, styles
In the case of a tax-exempt organization otherin part by reference to the basis of the of work, or apparatus for which withhold-

than a private foundation, an annual informationproperty in the hands of a taxpayer whose ing was requested and granted;
return does not include the names and ad-

personal efforts created the property.
dresses of contributors to the organization.      • National defense material;
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• Unfavorable rulings or determination let- part or schedule, of its three most recent annual 1. The application submitted to the IRS by
ters issued in response to applications for the central or parent organization to obtaininformation returns and/or exemption applica-
tax exemption; the group exemption letter, andtion to anyone who requests a copy either in

person or in writing at its principal, regional, or• Rulings or determination letters revoking 2. Those documents which were submitted
district office during regular business hours. Ifor modifying a favorable determination let- by the central or parent organization to in-
the individual made the request in person, theter; clude the local or subordinate organization
copy must be provided on the same business in the group exemption letter.• Technical advice memoranda relating to a day the request is made unless there are unu-

disapproved application for tax exemption However, if the central or parent organizationsual circumstances. Unusual circumstances are
or the revocation or modification of a submits to the IRS a list or directory of local ord e f i n e d  i n  R e g u l a t i o n s  s e c t i o n
favorable determination letter; subordinate organizations covered by the group301.6104(d)-1(d)(1)(ii).

exemption letter, the local or subordinate organi-• Any letter or document filed with or issued The organization must honor a written re-
zation is required to provide only the applicationby the IRS relating to whether a proposed quest for a copy of documents or specific parts
for the group exemption ruling and the pages ofor accomplished transaction is a prohib- or schedules of documents that are required to
the list or directory that specifically refer to it.ited transaction under section 503; be disclosed. However, this rule only applies if

The local or subordinate organization must
the request:• Any letter or document filed with or issued permit public inspection or comply with a re-

by the IRS relating to an organization’s • Is addressed to the exempt organization’s quest for copies made in person, within a rea-
status as an organization described in principal, regional, or district office; sonable amount of time (normally not more than
section 509(a) or 4942(j)(3), unless the let-

2 weeks) after receiving a request made in per-• Is sent to that address by mail, electronicter or document relates to the organiza-
son for public inspection or copies and at a

mail (e-mail), facsimile (fax), or a privatetion’s application for tax exemption; and
reasonable time of day. In lieu of allowing an

delivery service approved by the IRS; and• Any other letter or document filed with or inspection, the local or subordinate organization
• Gives the address to where the copy ofissued by the IRS which, although it re- can mail a copy of the applicable documents to

lates to an organization’s tax-exempt sta- the document should be sent. the person requesting inspection within the
tus as an organization described in section same time period. In that case, the organization
501(c) or 501(d), does not relate to that The organization must mail the copy within 30 can charge the requester for copying and actual
organization’s application for tax exemp- days from the date it receives the request. The postage costs only if the requester consents to
tion. organization can request payment in advance the charge. If the local or subordinate organiza-

tion receives a written request for a copy of itsand must then provide the copies within 30 days
application for exemption, it must fulfill the re-from the date it receives payment.Time, place, and manner restrictions. The
quest in the time and manner specified earlier.annual returns and exemption application must Fees for copies. The organization can

The requester has the option of requestingbe made available for inspection, without charge a reasonable fee for providing copies. It
from the central or parent organization, at itscharge, at the organization’s principal, regional, can charge no more for the copies than the per
principal office, inspection or copies of the appli-and district offices during regular business page rate the IRS charges for providing copies.
cation for group exemption and the material sub-hours. The organization can have an employee

The IRS cannot charge more for copies than the
mitted by the central or parent organization topresent during inspection, but must allow the

fees listed in the Freedom of Information Act
include a local or subordinate organization in theindividual to take notes freely and to photocopy

(FOIA) fee schedule. Although the IRS charges
at no charge if the individual provides the photo- group ruling. If the central or parent organization

no fee for the first 100 pages, the organizationcopying equipment. Generally, regional and dis- submits to the IRS a list or directory of local or
can charge a fee for all copies. For noncommer-trict offices are those that have paid employees subordinate organizations covered by the group
cial requesters, the FOIA schedule currentlywho together are normally paid for at least 120 exemption letter, it must make the list or direc-
provides a rate of $.10 per page for black andhours a week. tory available for public inspection, but it is re-
white pages, and $.20 per page for color pages.If the organization does not maintain a per- quired to provide copies only of those pages of
The organization can also charge the actualmanent office, it must make its application for tax the list or directory that refer to particular local or
postage costs it pays to provide the copies.exemption and its annual information returns subordinate organizations specified by the re-

available for inspection at a reasonable location quester. The central or parent organization must
Regional and district offices. Generally, theof its choice. It must permit public inspection fulfill such requests in the time and manner
same rules regarding public inspection and pro-within a reasonable amount of time after receiv- specified earlier.

ing a request for inspection (normally not more viding copies of applications and annual infor- A local or subordinate organization that does
than 2 weeks) and at a reasonable time of day. mation returns that apply to a principal office of not file its own annual information return (be-
At its option, it can mail, within 2 weeks of receiv- an exempt organization also apply to its regional cause it is affiliated with a central or parent
ing the request, a copy of its application for tax and district offices. However, a regional or dis- organization that files a group return) must, on
exemption and annual information returns to the trict office is not required to make its annual request, make available for public inspection, or
requester in lieu of allowing an inspection. The information return available for inspection or to provide copies of, the group returns filed by the
organization can charge the requester for copy- provide copies until 30 days after the date the central or parent organization. However, if the
ing and actual postage costs only if the re- return is required to be filed (including any ex- group return includes separate schedules for
quester consents to the charge. tensions) or is actually filed, whichever is later. each local or subordinate organization included

An organization that has a permanent office,
in the group return, the local or subordinate

but has no office hours or very limited hours Local and subordinate organizations. A lo- organization receiving the request can omit any
during certain times of the year, must make its cal or subordinate organization is an exempt schedules relating only to other organizationsdocuments available during those periods when organization that did not file its own application included in the group return. The local oroffice hours are limited or not available as

for tax exemption because it is covered by a subordinate organization must permit public in-though it were an organization without a perma-
group exemption letter. Generally, a local or spection, or comply with a request for copiesnent office.
subordinate organization of an exempt organi- made in person, within a reasonable amount of
zation must, upon request, make available for time (normally not more than 2 weeks) afterFurnishing copies. An exempt organization
public inspection, or provide copies of: receiving a request made in person for publicalso must provide a copy of all, or any specific
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inspection or copies and at a reasonable time of Form 8872. Form 8872 (including Sched- must include a statement that payments to those
day. ules A and B) are open to public inspection organizations are not deductible as charitable

online at www.irs.gov/polorgs, (IRS keyword: contributions for federal income tax purposes.In lieu of allowing an inspection, the local or
political orgs).subordinate organization can mail a copy of the The statement must be included in the fundrais-

applicable documents to the person requesting ing solicitation and be conspicuous and easilyBoth Forms 8871 and 8872 are available
inspection within the same time period. In this recognizable.online 48 hours after the form has been filed and
case, the organization can charge the requester is considered available if you provide the online
for copying and actual postage costs only if the address to the requester. In addition, your or- Organizations subject to requirements. Anrequester consents to the charge. If the local or ganization must make a copy of these materials organization must follow these disclosure re-subordinate organization receives a written re- available for public inspection during regular

quirements if it is exempt under section 501(c),quest for a copy of its annual information return, business hours at the organization’s principal
other than section 501(c)(1), or under sectionit must fulfill the request by providing a copy of office and at each of its regional or district offices
501(d), unless the organization is eligible to re-the group return in the time and manner speci- having at least three paid employees.
ceive tax deductible charitable contributionsfied earlier. The requester has the option of
under section 170(c). These requirements mustrequesting from the central or parent organiza-
be followed by, among others:tion, at its principal office, inspection or copies of Penalties

group returns filed by the central or parent or-
1. Social welfare organizations (sectionThe penalty for failure to allow public inspectionganization. The central or parent organization

501(c)(4)), of annual returns is $20 for each day the failuremust fulfill such requests in the time and manner
continues. The maximum penalty on all personsspecified earlier. 2. Labor unions (section 501(c)(5)),
for failures involving any one return is $10,000.If an organization fails to comply, it may be

3. Trade associations (section 501(c)(6)),
liable for a penalty. See Penalties, later. The penalty for failure to allow public inspec-

4. Social clubs (section 501(c)(7)),tion of exemption applications is $20 for each
Making applications and annual information day the failure continues. 5. Fraternal organizations (section 501(c)(8)
returns widely available. An exempt organi- The penalty for willful failure to allow public and 501(c)(10)) (however, fraternal organi-
zation does not have to comply with requests for inspection of a return or exemption application is zations described in section 170(c)(4) must
copies of its annual information returns or ex- $5,000 for each return or application. The pen- follow these requirements only for solicita-emption application if it makes them widely alty also applies to a willful failure to provide tions for funds that are to be used for non-available. However, making these documents copies. charitable purposes not described inwidely available does not relieve the organiza-

The penalty for failure to allow public inspec- section 170(c)(4)),tion from making its documents available for
tion of a political organization’s section 527 no-public inspection. 6. Any political organization described in sec-tice (Form 8871) is $20 for each day the failure

The organization can make its application tion 527(e), including political campaigncontinues.
and annual information returns widely available committees and political action commit-

The penalty for failure to allow public inspec-by posting the application and annual informa- tees, and
tion of a section 527 organization’s contributionstion returns on the Internet. For the rules to

7. Any organization not eligible to receiveand expenditures report (Form 8872) is $20 forfollow so that the Internet posting will be consid-
tax-deductible contributions if the organiza-each day the failure continues. The maximumered widely available, see Regulations section
tion or a predecessor organization was, atpenalty on all persons for failures involving any301.6104(d)-2(b).
any time during the 5-year period endingone report is $10,000.If the organization has made its application
on the date of the fundraising solicitation,for tax exemption and/or annual information re-
an organization of the type to which thisturns widely available, it must inform any individ-
disclosure requirement applies.ual requesting a copy where the documents are

available, including the website address on the Required Disclosures
Internet, if applicable. If the request is made in

Fundraising solicitation. This disclosure re-person, the notice must be provided immedi- Certain exempt organizations must disclose to
quirement applies to a fundraising solicitation ifately. If the request is made in writing, the notice the IRS or the public certain information about
all of the following are true.must be provided within 7 days. their activities. Generally, an organization dis-

closes this information by entering it on the ap- 1. The organization soliciting the funds nor-
Harassment campaign. If the tax-exempt or- propriate lines of its annual return. In addition, mally has gross receipts over $100,000
ganization is the subject of a harassment cam- there are disclosure requirements for:

per year.
paign, the organization may not have to fulfill • Solicitation of nondeductible contributions,
requests for information. For more information, 2. The solicitation is part of a coordinated
see Regulations section 301.6104(d)-3. • Sales of information or services that are fundraising campaign that is soliciting

available free from the government, more than 10 persons during the year.

Political Organization • Dues paid to the organization that are not 3. The solicitation is made in written or
deductible because they are used for lob-Reporting Forms printed form, by television or radio, or by
bying or political activities, and telephone.

Forms 8871 and 8872 (discussed earlier under
• Prohibited tax shelter transactions.Reporting Requirements for a Political Organi-

zation) are open to public inspection. Penalties. Failure by an organization to make
the required statement will result in a penalty ofSolicitation of NondeductibleForm 8871.  Form 8871 (including any sup-
$1,000 for each day the failure occurred, up to aporting papers), and any letter or other docu- Contributions
maximum penalty of $10,000 for a calendarment the IRS issues with regard to Form 8871,
year. No penalty will be imposed if it is shownare open to public inspection at the IRS in Wash- Solicitations for contributions or other payments
that the failure was due to reasonable cause. Ifington, DC, and online at www.irs.gov/polorgs, by certain exempt organizations (including lob-
the failure was due to intentional disregard of the(IRS keyword: political orgs). bying groups and political action committees)
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requirements, the penalty may be higher and is disclosure is made (with a maximum penalty forProhibited Tax Shelter
not subject to a maximum amount. any one disclosure of $10,000).Transactions

Sales of Information or Every exempt organization (as defined in sec-
tion 4965(c)) that is a party to a prohibited taxServices Available Free From Miscellaneous Rulesshelter transaction is required to disclose to theGovernment
IRS the following information:

Certain organizations that offer to sell to individ- • Whether such organization is a party to Organizational Changes and
uals (or solicit money for) information or routine the prohibited tax shelter transaction (as Exempt Statusservices that could be readily obtained free (or defined in section 4965(e)); and
for a nominal fee) from the Federal Government

If your exempt organization changes its legal• The identity of any other party to the trans-must include a statement that the information or
structure, such as from a trust to a corporation,action that is known to the exempt organi-service can be so obtained. The statement must
you must file a new exemption application tozation.be made in a conspicuous and easily recog-
establish that the new legal entity qualifies fornized format when the organization makes an
exemption. If your organization becomes inac-offer or solicitation to sell the information or Party to a prohibited tax shelter transaction.
tive for a period of time but does not cease beingservice. Organizations affected are those ex- An exempt organization is a party to a prohibited
an entity under the laws of the state in which itempt under section 501(c) or 501(d) and political tax shelter transaction if the organization:
was formed, its exemption will not be termi-organizations defined in section 527(e).
nated. However, unless you are covered by one1. Facilitates a prohibited tax shelter transac-
of the filing exceptions, you will have to continuePenalty. A penalty is provided for failure to tion by reason of its tax-exempt,

comply with this requirement if the failure is due to file an annual information return during thetax-indifferent, or tax-favored status; or
to intentional disregard of the requirement. The period of inactivity. If your organization has been

2. Is identified in published guidance by type,penalty is the greater of $1,000 for each day the liquidated, dissolved, terminated, or substan-
class, or role as a party to a prohibited taxfailure occurred, or 50% of the total cost of all tially contracted, you should file your annual
shelter transaction.offers and solicitations that were made by the return of information by the 15th day of the 5th

organization the same day that it fails to meet See Prohibited Tax Shelter Transactions month after the change and follow the applicable
the requirement. later for further information. instructions to the form.

If your organization amends its articles of
Disclosure. A single disclosure is made byDues Used for Lobbying organization or its internal regulations (bylaws),
the organization for each prohibited tax shelter then follow the instructions to Form 990, Formor Political Activities
transaction. The disclosure is made on Form 990-EZ, or Form 990-PF for reporting these
8886-T.Certain exempt organizations must notify any- changes. Regardless of whether your organiza-

one paying dues to the organization whether tion files an annual information return, you mayDue date. Generally, for exempt organiza-
any part of the dues is not deductible because it also report these changes to the EO Determina-tions described in 1 above, the disclosure is due
is related to lobbying or political activities. tions office; however, such reporting does noton or before May 15 of the calendar year follow-

An organization must provide the notice if it is relieve your organization from reporting theing the close of the calendar year that the ex-
exempt from tax under section 501(a) and is one changes on its annual information return. Forempt organization entered into the prohibited tax
of the following. information about informing the IRS of a termi-shelter transaction. However, the disclosure for

nation or merger, see Pub. 4779, Facts aboutsubsequently listed transactions (as defined in
1. A social welfare organization described in Terminating or Merging Your Exempt Organiza-section 4965(e)(2)) is due on or before May 15

section 501(c)(4) that is not a veterans’ of the calendar year following the close of the tion.
organization. calendar year that the transaction was identified  An organization should report new signifi-

by the Secretary as a listed transaction.2. An agricultural or horticultural organization cant program services or significant changes in
described in section 501(c)(5). The disclosure for exempt organizations de- how it conducts program services, and signifi-

scribed in 2 above is due on or before the date cant changes to its organizational documents,3. A business league, chamber of commerce,
the first tax return (whether original or amended on its Form 990 rather than in a letter to EOreal estate board, or other organization de-
return) is filed that reflects a reduction or elimi- Determinations. EO Determinations no longerscribed in section 501(c)(6).
nation of the exempt organization’s liability for issues letters confirming the tax-exempt status

However, an organization described in (1), (2), applicable federal employment, excise, or unre- of organizations that report new services or sig-
or (3) does not have to provide the notice if it lated business income taxes that is derived di- nificant changes, or changes to organizational
establishes that substantially all the dues paid to rectly or indirectly from tax consequences or tax documents.
it are not deductible anyway or if certain other strategy described in the published guidance
conditions are met. For more information, see that lists the transaction.
Revenue Procedure 98-19, 1998-19, 1998-1 Change in Accounting Period
C.B. 547 (or later update). Penalty. Exempt organizations that fail to file

The procedures that an organization must follow If the organization does not provide the the required disclosure are subject to a nondis-
to change its accounting period differ for anrequired notice, it may have to pay a tax that is closure penalty of $100 for each day the failure
individual organization and for a central organi-reported on Form 990-T. But the tax does not continues with a maximum penalty for any one
zation that seeks a group change for itsapply to any amount on which the section 527 disclosure of $50,000.

tax has been paid on Form 1120-POL. See subordinate organizations.Also, if the IRS makes a written demand on
Political Organization Income Tax Return, ear- any exempt organization subject to this penalty,
lier. Individual organizations. If an organizationgiving the organization a reasonable date to

is not required to file an annual information re-make the disclosure, and the organization failsFor more information about nondeductible
turn, but files a Form 990-T, it can change itsto make the disclosure by that date, the organi-dues, see Deduction not allowed for dues used
annual accounting period by timely filing thezation is subject to a penalty of $100 for eachfor political or legislative activities.  under Sec-
Form 990-T. If neither an information return norday after the date specified by the IRS untiltion 501(c)(6) organizations, later.
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a Form 990-T is required to be filed, an organi- To qualify, the organization must be a corpo- See chapter 6 for information about getting
zation must notify the IRS by letter that it has publications and forms.ration, community chest, fund, articles of associ-
changed its fiscal period. ation, or foundation. A trust is a fund or

foundation and will qualify. However, an individ-If an organization changed its annual ac-
ual or a partnership will not qualify.counting period at any time within the previous

10 years and within that time it had a filing Contributions to
requirement, the organization must file a Form Examples. Qualifying organizations include: 501(c)(3) Organizations1128, Application to Adopt, Change, or Retain a

• Nonprofit old-age homes,Tax Year, with its timely filed annual information
Contributions to domestic organizations de-return or Form 990-T, as appropriate, whether or • Parent-teacher associations,
scribed in this chapter, except organizationsnot the filing of the information return or Form

• Charitable hospitals or other charitable or- testing for public safety, are deductible as chari-990-T would have otherwise been required for
ganizations, table contributions on the donor’s federal in-that year.

come tax return.• Alumni associations,
Central organizations. A central organization

Fundraising events. If the donor receives• Schools,can obtain approval for a group change in an
something of value in return for the contribution,annual accounting period for its subordinate or- • Chapters of the Red Cross, a common occurrence with fundraising efforts,ganizations on a group basis only by filing Form
part or all of the contribution may not be deducti-• Boys’ or Girls’ Clubs, and1128 with the Service Center where it files its
ble. This may apply to fundraising activities suchannual information return. For more information, • Churches. as charity balls, bazaars, banquets, auctions,see Revenue Procedure 76-10, 1976-1 C.B.
concerts, athletic events, and solicitations for548, as modified by Revenue Procedure 79-3, Child care organizations. The term educa- membership or contributions when merchandise1979-1 C.B. 483, or any later updates.

tional purposes includes providing for care of or benefits are given in return for payment of a
children away from their homes if substantially specified minimum contribution.Due date. Form 1128 must be filed by the 15th
all the care provided is to enable individuals (the If the donor receives or expects to receiveday of the 5th month following the close of the
parents) to be gainfully employed and the serv- goods or services in return for a contribution toshort period.
ices are available to the general public. your organization, the donor cannot deduct any

part of the contribution unless the donor intends
to, and does, make a payment greater than theInstrumentalities. A state or municipal instru-
fair market value of the goods or services. If amentality may qualify under section 501(c)(3) if it
deduction is allowed, the donor can deduct onlyis organized as a separate entity from the gov-
the part of the contribution, if any, that is moreernmental unit that created it and if it otherwise
than the fair market value of the goods or serv-meets the organizational and operational tests3.
ices received. You should determine in advanceof section 501(c)(3). Examples of a qualifying
the fair market value of any goods or services toinstrumentality might include state schools, uni-
be given to contributors and tell them, when youversities, or hospitals. However, if an organiza-
publicize the fundraising event or solicit theirtion is an integral part of the local government orSection
contributions, how much is deductible and howpossesses governmental powers, it does not
much is for the goods or services. See Disclo-qualify for exemption. A state or municipality
sure of Quid Pro Quo Contributions in chapter 2.501(c)(3) itself does not qualify for exemption.

Exemption application not filed. Donors
Topics cannot deduct any charitable contribution to anOrganizations

organization that is required to apply for recogni-This chapter discusses:
tion of exemption but has not done so.

• Contributions to 501(c)(3) organizations,
Separate fund—contributions that are de-Introduction

• Applications for recognition of exemption, ductible. An organization that is exempt from
An organization may qualify for exemption from federal income tax other than as an organization• Articles of Organization,federal income tax if it is organized and operated described in section 501(c)(3) can, if it desires,
exclusively for one or more of the following pur- • Educational organizations and private establish a fund, separate and apart from its
poses. schools, other funds, exclusively for religious, charitable,

scientific, literary, or educational purposes, fos-• Religious. • Organizations providing insurance,
tering national or international amateur sports

• Charitable. • Other section 501(c)(3) organizations, competition, or for the prevention of cruelty to
children or animals.• Scientific. • Private foundations and public charities,

If the fund is organized and operated exclu-
and• Testing for public safety. sively for these purposes, it may qualify for ex-

• Lobbying expenditures. emption as an organization described in section• Literary.
501(c)(3), and contributions made to it will be

• Educational. deductible as provided by section 170. A fund
Useful Items with these characteristics must be organized in• Fostering national or international amateur
You may want to see: such a manner as to prohibit the use of its fundssports competition (but only if none of its

upon dissolution, or otherwise, for the generalactivities involve providing athletic facilities
Forms (and Instructions) purposes of the organization creating it.or equipment; however, see Amateur Ath-

letic Organizations, later in this chapter).
❏ 1023 Application for Recognition of Personal benefit contracts. Generally, no

Exemption Under Section 501(c)(3)• The prevention of cruelty to children or charitable deduction will be allowed for a trans-
animals. of the Internal Revenue Code fer to, or for the use of, a section 501(c)(3) or
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(c)(4) organization if in connection with the to) any candidate for public office, your organi-
transfer: zation will not qualify for tax-exempt statusApplication for

under section 501(c)(3). Such participation or• The organization directly or indirectly
intervention includes the publishing or distribut-Recognition ofpays, or previously paid, a premium on a
ing of statements.

personal benefit contract for the transferor, Exemption Whether your organization is participating oror
intervening, directly or indirectly, in any political

• There is an understanding or expectation This discussion describes certain information to campaign on behalf of (or in opposition to) any
that anyone will directly or indirectly pay a be provided upon application for recognition of candidate for public office depends upon all of
premium on a personal benefit contract for exemption by all organizations created for any of the facts and circumstances of each case. Cer-
the transferor. the purposes described earlier in this chapter. tain voter education activities or public forums

For example, the application must include a con- conducted in a nonpartisan manner may not be
A personal benefit contract with respect to the formed copy of the organization’s articles of in- prohibited political activity under section

transferor is any life insurance, annuity, or en- corporation, as discussed under Articles of 501(c)(3), while other so-called voter education
dowment contract, if any direct or indirect bene- Organization, later in this chapter. See the or- activities may be prohibited.
ficiary under the contract is the transferor, any ganization headings that follow for specific infor-
member of the transferor’s family, or any other mation your organization may need to provide. Effective date of exemption. Most organiza-
person designated by the transferor. tions described in this chapter that were organ-

Form 1023. Your organization must file its ap- ized after October 9, 1969, will not be treated asCertain annuity contracts. If an organiza-
plication for recognition of exemption on Form tax exempt unless they apply for recognition oftion incurs an obligation to pay a charitable gift
1023. See chapter 1 and the instructions accom- exemption by filing Form 1023. These organiza-annuity, and the organization purchases an an-
panying Form 1023 for the procedures to follow tions will not be treated as tax exempt for anynuity contract to fund the obligation, individuals
in applying. Some organizations are not re- period before they file Form 1023, unless theyreceiving payments under the charitable gift an-
quired to file Form 1023. See Organizations Not file the form within 27 months from the end of thenuity will not be treated as indirect beneficiaries
Required To File Form 1023, later. month in which they were organized. If the or-if the organization owns all of the incidents of

ganization files the application within thisAdditional information to help you com-ownership under the contract, is entitled to all
27-month period, the organization’s exemptionplete your application can be found on-payments under the contract, and the timing and
will be recognized retroactively to the date it wasline. Go to Exemption Requirement –amount of the payments are substantially the

TIP

organized. Otherwise, exemption will be recog-Section 501(c)(3) Organizations  and select thesame as the timing and amount of payments to
nized only from the date of receipt. The date oflink at the bottom of the Web page for step byeach person under the obligation ( as such obli-
receipt is the date of the U.S. postmark on thestep help with the application process. See Ex-gation is in effect at the time of the transfer).
cover in which an exemption application isemption Requirements - Section 501(c)(3) Or-

Certain contracts held by a charitable re- mailed or, if no postmark appears on the cover,ganizations at www.irs.gov/charities/charitable/
mainder trust. An individual will not be con- the date the application is stamped as receivedarticle/O,,id=96099,00.html.
sidered an indirect beneficiary under a life by the IRS.Form 1023 and accompanying statementsinsurance, annuity, or endowment contract held

must show that all of the following are true. Private delivery service. If a private deliv-by a charitable remainder annuity trust or a char-
ery service designated by the IRS, rather thanitable remainder unitrust solely by reason of

1. The organization is organized exclusively the U.S. Postal Service, is used to deliver thebeing entitled to the payment if the trust owns all
for, and will be operated exclusively for, application, the date of receipt is the date re-of the incidents of ownership under the contract,
one or more of the purposes (religious, corded or marked by the private delivery serv-and the trust is entitled to all payments under the
charitable, etc.) specified in the introduc- ice. The following private delivery services havecontract.
tion to this chapter. been designated by the IRS.

Excise tax. If the premiums are paid in con-
2. No part of the organization’s net earnings • DHL Express (DHL): DHL “Same Day”nection with a transfer for which a deduction is

will inure to the benefit of private share- Service.not allowable under the deduction denial rule,
holders or individuals. You must establish

without regard to when the transfer to the chari- • Federal Express (FedEx): FedEx Prioritythat your organization will not be organized
table organization was made, an excise tax will Overnight, FedEx Standard Overnight,or operated for the benefit of private inter-
be applied that is equal to the amount of the FedEx 2Day, FedEx International Priority,ests, such as the creator or the creator’s
premiums paid by the organization on any life and FedEx International First.family, shareholders of the organization,
insurance, annuity, or endowment contract. The

other designated individuals, or persons • United Parcel Service (UPS): UPS Nextexcise tax does not apply if all of the direct and
controlled directly or indirectly by such pri- Day Air, UPS Next Day Air Saver, UPSindirect beneficiaries under the contract are or-
vate interests.

2nd Day Air, UPS 2nd Day Air A.M., UPSganizations.
Worldwide Express Plus, and UPS World-3. The organization will not, as a substantial

Excise Taxes. A charitable organization lia-
wide Express.part of its activities, attempt to influence

ble for excise taxes must file Form 4720, Return
legislation (unless it elects to come under

of Certain Excise Taxes Under Chapters 41 and Amendments to organizing documents re-the provisions allowing certain lobbying ex-
42 of the Internal Revenue Code. Generally, the quired. If an organization is required to alterpenditures) or participate to any extent in a
due date for filing Form 4720 occurs on the its activities or to make substantive amend-political campaign for or against any candi-
fifteenth day of the fifth month following the close

ments to its organizing document, the ruling ordate for public office. See Political activity,
of the organization’s tax year.

determination letter recognizing its exempt sta-next, and Lobbying Expenditures, near the
tus will be effective as of the date the changesIndoor tanning services. If your organiza- end of this chapter.
are made. If only a nonsubstantive amendmenttion provides an indoor tanning bed service, the
is made, exempt status will be effective as of theACA imposed a 10% excise tax on services Political activity. If any of the activities
date it was organized, if the application was filedprovided after June 30, 2010. For more informa- (whether or not substantial) of your organization
within the 15-month period, or the date the appli-tion, go to IRS.gov and select Affordable Care consist of participating in, or intervening in, any
cation was filed.Act Tax Provisions. political campaign on behalf of (or in opposition
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Extensions of time for filing. There are two specific facts have changed since the due • These affidavits must include the name,
ways organizations seeking exemption can re- date that makes filing an application ad- current address, and taxpayer identifica-
ceive an extension of time for filing Form 1023. vantageous to an organization. tion number of the individual, and be ac-

companied by a dated declaration, signed
1. Automatic 12-month extension. Organiza- Prejudicing the interest of the Govern- by the individual, which states: “Under

tions will receive an automatic 12-month ment. Prejudice to the interest of the Govern- penalties of perjury, I declare that I have
extension if they file an application for rec- ment results if granting an extension of time to examined this request, including accom-
ognition of exemption with the IRS within file to an organization results in a lower total tax panying documents, and, to the best of my
12 months of the original deadline. To get liability for the years to which the filing applies knowledge and belief, the request con-
this extension, an organization must add than would have been the case if the organiza- tains all the relevant facts relating to the
the following statement at the top of its tion had filed on time. Before granting an exten- request, and such facts are true, correct,
application: “Filed Pursuant to Section sion, the IRS can require the organization and complete.”
301.9100-2.” requesting it to submit a statement from an inde- • The organization must state whether the

pendent auditor certifying that no prejudice will2. Discretionary extensions. An organization returns for the tax year in which the appli-
result if the extension is granted.that fails to file a Form 1023 within the cation should have been filed or any tax

The interests of the Government are ordinar-extended 12-month period will be granted years that would have been affected by
ily prejudiced if the tax year in which the applica-an extension to file if it submits evidence the application had it been timely made
tion should have been filed (or any tax year that(including affidavits) to establish that: are being examined by the IRS, an ap-
would have been affected had the filing been

peals office, or a federal court. The organi-a. It acted reasonably and in good faith, timely) are closed by the statute of limitations
zation must notify the IRS officeand before relief is granted. The IRS can condition a
considering the request for relief if the IRS

grant of relief on the organization providing theb. Granting a discretionary extension will starts an examination of any such return
IRS with a statement from an independent audi-not prejudice the interests of the gov- while the organization’s request for relief is
tor certifying that the interests of the Govern-ernment. pending.
ment are not prejudiced.

• The organization, if requested, has to sub-
Procedure for requesting extension. ToHow to show reasonable action and good mit copies of its tax returns, and copies of

request a discretionary extension, an organiza-faith. An organization acted reasonably and the returns of other affected taxpayers.
tion must submit (to the IRS address shown onshowed good faith if at least one of the following
Form 1023 and Notice 1382) the following.is true. A request for this relief in connection with an

application for exemption does not require pay-• A statement showing the date Form 10231. The organization requests relief before its
ment of an additional user fee. Also, a requestwas required to have been filed and thefailure to file is discovered by the IRS.
for relief under the automatic 12-month exten-date it was actually filed.

2. The organization failed to file because of sion does not require payment of a user fee.• Any documents relevant to the application.intervening events beyond its control.
More information. For more information• An affidavit describing in detail the events3. The organization exercised reasonable dili- about these procedures, see Regulations sec-

that led to the failure to apply and to thegence (taking into account the complexity tions 301.9100-1, 301.9100-2, 301.9100-3, Rev.
discovery of that failure. If the organizationof the return or issue and the organiza- Proc. 2011-4, section 6.04 and Rev. Proc.
relied on a tax professional’s advice, thetion’s experience in these matters) but was 2011-8, section 6.08. See Rev. Proc. 2011-4,
affidavit must describe the engagementnot aware of the filing requirement. and Rev. Proc. 2011-8.
and responsibilities of the professional and

4. The organization reasonably relied upon the extent to which the organization relied
Notification from the IRS. Organizations fil-the written advice of the IRS. on him or her.
ing Form 1023 and satisfying all requirements of

5. The organization reasonably relied upon • This affidavit must be accompanied by a section 501(c)(3) will be notified of their exempt
the advice of a qualified tax professional dated declaration, signed by an individual status in writing.
who failed to file or advise the organization who has personal knowledge of the facts
to file Form 1023. An organization cannot and circumstances, who is authorized to Organizations Not Required
rely on the advice of a tax professional if it act for the organization, which states, To File Form 1023knows or should know that he or she is not “Under penalties of perjury, I declare that I
competent to render advice on filing ex- have examined this request, including ac- Some organizations are not required to file Formemption applications or is not aware of all companying documents, and, to the best

1023. These include:the relevant facts. of my knowledge and belief, the request
• Churches, interchurch organizations of lo-contains all the relevant facts relating to

Not acting reasonably and in good faith. cal units of a church, conventions or as-the request, and such facts are true, cor-
An organization has not acted reasonably and in sociations of churches, or integratedrect, and complete.”
good faith under the following circumstances. auxiliaries of a church, such as a men’s or• Detailed affidavits from individuals having

women’s organization, religious school,
knowledge or information about the events1. It seeks to change a return position for

mission society, or youth group.
that led to the failure to make the applica-which an accuracy-related penalty has

• Any organization (other than a privatetion and to the discovery of that failure.been or could be imposed at the time the
This includes the organization’s return foundation) normally having annual grossrelief is requested.
preparer, and any accountant or attorney, receipts of not more than $5,000 (see

2. It was informed of the requirement to file
knowledgeable in tax matters, who ad- Gross receipts test, later).

and related tax consequences, but chose
vised the taxpayer on the application. The

not to file.
affidavits must describe the engagement These organizations are exempt automati-
and responsibilities of the individual and cally if they meet the requirements of section3. It uses hindsight in requesting relief. The
the advice that he or she provided. 501(c)(3).IRS will not ordinarily grant an extension if
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2008 . . . . . . . . . . . . . . . . . . . . . . $3,600Filing Form 1023 to establish exemption. If relevant court decisions, opinions of the state
2009 . . . . . . . . . . . . . . . . . . . . . . 2,900the organization wants to establish its exemp- attorney general, or other appropriate state au-
2010 . . . . . . . . . . . . . . . . . . . . . . 400tion with the IRS and receive a ruling or determi- thorities.
2011 . . . . . . . . . . . . . . . . . . . . . . 12,600nation letter recognizing its exempt status, it The following are examples illustrating the

should file Form 1023. By establishing its ex- organizational test.The organization’s total gross receipts for
emption, potential contributors are assured by 2008, 2009, and 2010 were $6,900. Therefore, it
the IRS that contributions will be deductible. A Example 1. Articles of organization statedid not have to file Form 1023 and is exempt for
subordinate organization (other than a private that an organization is formed exclusively forthose years. However, for 2009, 2010, and 2011
foundation) covered by a group exemption letter literary and scientific purposes within the mean-the total gross receipts were $15,900. There-
does not have to submit a Form 1023 for itself. ing of section 501(c)(3). These articles appropri-fore, the organization must file Form 1023 within

ately limit the organization’s purposes. The90 days after the end of its 2011 tax year. If itPrivate foundations. See Private Founda-
organization meets the organizational test.does not file within this time period, it will not betions and Public Charities, later in this chapter,

exempt under section 501(c)(3) for the periodfor more information about the additional notice
Example 2. An organization, by the terms ofbeginning with tax year 2011 ending when therequired from an organization in order for it not

its articles, is formed to engage in researchForm 1023 is received by the IRS. The organiza-to be presumed to be a private foundation and
without any further description or limitation. Thetion, however, will not lose its exempt status forfor the additional information required from a
organization will not be properly limited as to itsthe tax years ending before January 1, 2011.private foundation claiming to be an operating
purposes since all research is not scientific. TheThe IRS will consider applying the Commis-foundation.
organization does not meet the organizationalsioner’s discretionary authority to extend the

Gross receipts test. For purposes of the test.time for filing Form 1023. See the procedures for
gross receipts test, an organization normally this extension discussed earlier.

Example 3. An organization’s articles statedoes not have more than $5,000 annually in
that its purpose is to receive contributions andgross receipts if:
pay them over to organizations that are de-

1. During its first tax year the organization scribed in section 501(c)(3) and exempt fromArticles of
received gross receipts of $7,500 or less, taxation under section 501(a). The organization

meets the organizational test.Organization2. During its first 2 years the organization had
a total of $12,000 or less in gross receipts,

Example 4. If a stated purpose in the arti-Your organization must include a conformedand
cles is the conduct of a school of adult educationcopy of its articles of organization with the appli-

3. In the case of an organization that has and its manner of operation is described in de-cation for recognition of exemption. This may be
been in existence for at least 3 years, the tail, such a purpose will be satisfactorily limited.its trust instrument, corporate charter, articles of
total gross receipts received by the organi- association, or any other written instrument by
zation during the immediately preceding 2 Example 5. If the articles state the organiza-which it is created.
years, plus the current year, are $15,000 tion is formed for charitable purposes, without
or less. any further description, such language ordinarilyOrganizational Test

will be sufficient since the term charitable has aAn organization with gross receipts more
generally accepted legal meaning. On the otherThe articles of organization must  limit the organ-than the amounts in the gross receipts test,
hand, if the purposes are stated to be charitable,ization’s purposes to one or more of those de-unless otherwise exempt from filing Form 1023,
philanthropic, and benevolent, the organiza-scribed at the beginning of this chapter and mustmust file a Form 1023 within 90 days after the
tional requirement will not be met since thenot expressly empower it to engage, other thanend of the period in which the amounts are
terms philanthropic and benevolent have noas an insubstantial part of its activities, in activi-exceeded. For example, an organization’s gross
generally accepted legal meaning and, there-ties that do not further one or more of thosereceipts for its first tax year were less than

purposes. These conditions for exemption are fore, the stated purposes may, under the laws of$7,500, but at the end of its second tax year its
referred to as the organizational test. the state, permit activities that are broader thangross receipts for the 2-year period were more

Section 501(c)(3) is the provision of law that those intended by the exemption law.than $12,000. The organization must file Form
grants exemption to the organizations described1023 within 90 days after the end of its second

Example 6. If the articles state an organiza-in this chapter. Therefore, the organizational testtax year.
tion is formed to promote American ideals, or tomay be met if the purposes stated in the articlesIf the organization had existed for at least 3
foster the best interests of the people, or toof organization are limited in some way by refer-tax years and had met the gross receipts test for
further the common welfare and well-being ofence to section 501(c)(3).all prior tax years but fails to meet the require-
the community, without any limitation or provi-The requirement that your organization’sment for the current tax year, its tax-exempt
sion restricting such purposes to accomplish-purposes and powers must be limited by the

status for the prior years will not be lost even if
articles of organization is not satisfied if the limit ment only in a charitable manner, the purposes

Form 1023 is not filed within 90 days after the
is contained only in the bylaws or other rules or will not be sufficiently limited. Such purposes are

close of the current tax year. However, the or-
regulations. Moreover, the organizational test is vague and may be accomplished other than in

ganization will not be treated as a section
not satisfied by statements of your organiza- an exempt manner.

501(c)(3) organization for the period beginning
tion’s officers that you intend to operate only for

with the current tax year and ending with the
Example 7. A stated purpose to operate aexempt purposes. Also, the test is not satisfied

filing of Form 1023.
hospital does not meet the organizational testby the fact that your actual operations are for

Example. An organization is organized and exempt purposes. since it is not necessarily charitable. A hospital
operated exclusively for charitable purposes In interpreting an organization’s articles, the may or may not be exempt depending on the

law of the state where the organization wasand is not a private foundation. It was incorpo- manner in which it is operated.
created is controlling. If an organization con-rated on January 1, 2008, and files returns on a

Example 8. An organization that is ex-tends that the terms of its articles have a differ-calendar-year basis. It did not file a Form 1023.
pressly empowered by its articles to carry onent meaning under state law than their generallyThe organization’s gross receipts during the
social activities will not be sufficiently limited asaccepted meaning, such meaning must be es-years 2008 through 2011 were as follows:
to its power, even if its articles state that it istablished by a clear and convincing reference to
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organized and will be operated exclusively for you must submit complete information as to how Qualifying organizations. The following
charitable purposes. your organization carries on or plans to carry on types of organizations may qualify as educa-

its educational activities, such as by conducting tional:
a school, by panels, discussions, lectures, fo-Dedication and

1. An organization, such as a primary or sec-rums, radio and television programs, or throughDistribution of Assets ondary school, a college, or a professionalvarious cultural media such as museums, sym-
or trade school, that has a regularly sched-phony orchestras, or art exhibits. In each in-Assets of an organization must be permanently
uled curriculum, a regular faculty, and astance, you must explain by whom and wherededicated to an exempt purpose. This means
regularly enrolled student body in attend-that should an organization dissolve, its assets these activities are or will be conducted and the
ance at a place where the educational ac-must be distributed for an exempt purpose de- amount of admission fees, if any. You must
tivities are regularly carried on,scribed in this chapter, or to the Federal Govern- submit a copy of the pertinent contracts, agree-

ment or to a state or local government for a ments, publications, programs, etc. 2. An organization whose activities consist of
public purpose. If the assets could be distributed conducting public discussion groups, fo-If you are organized to conduct a school, you
to members or private individuals or for any

rums, panels, lectures, or other similar pro-must submit full information regarding your tui-
other purpose, the organizational test is not met.

grams,tion charges, number of faculty members, num-
Dedication. To establish that your organi- ber of full-time and part-time students enrolled, 3. An organization that presents a course of

zation’s assets will be permanently dedicated to courses of study and degrees conferred, to- instruction by correspondence or throughan exempt purpose, the articles of organization gether with a copy of your school catalog. See
the use of television or radio,should contain a provision ensuring their distri- also Private Schools, discussed later.

bution for an exempt purpose in the event of 4. A museum, zoo, planetarium, symphony
dissolution. Although reliance can be placed orchestra, or other similar organization,Educational Organizations
upon state law to establish permanent dedica-

5. A nonprofit children’s day-care center, andtion of assets for exempt purposes, your organi- The term educational relates to:
zation’s application probably can be processed 6. A credit counseling organization.
much more rapidly if its articles of organization 1. The instruction or training of individuals for
include a provision ensuring permanent dedica- the purpose of improving or developing College book stores, cafeterias, restau-
tion of assets for exempt purposes. their capabilities, or rants, etc. These and other on-campus orga-

nizations should submit information to show thatDistribution. Revenue Procedure 82-2, 2. The instruction of the public on subjects
they are controlled by and operated for the con-1982-1 C.B. 367, identifies the states and cir- useful to individuals and beneficial to the
venience of the faculty and student body or bycumstances in which the IRS will not require an community.
whom they are controlled and whom they serve.express provision for the distribution of assets

upon dissolution in the articles of organization. Alumni association. An alumni association
The procedure also provides a sample of an Advocacy of a position. Advocacy of a par- should establish that it is organized to promote
acceptable dissolution provision for organiza- ticular position or viewpoint may be educational the welfare of the university with which it is
tions required to have one. if there is a sufficiently full and fair exposition of affiliated, is subject to the control of the univer-

If a named beneficiary is to be the distribu- pertinent facts to permit an individual or the sity as to its policies and destination of funds,
tee, it must be one that would qualify and would public to form an independent opinion or conclu- and is operated as an integral part of the univer-
be exempt within the meaning of section sion. The mere presentation of unsupported sity or is otherwise organized to promote the
501(c)(3) at the time the dissolution takes place. opinion is not educational. welfare of the college or university. If your asso-
Since the named beneficiary at the time of disso-

ciation does not have these characteristics, itMethod not educational. The method usedlution may not be qualified, may not be in exis-
may still be exempt as a social club if it meetsby an organization to develop and present itstence, or may be unwilling or unable to accept
the requirements described in chapter 4, underviews is a factor in determining if an organizationthe assets of the dissolving organization, a pro-
501(c)(7) - Social and Recreation Clubs.qualifies as educational within the meaning ofvision should be made for distribution of the

section 501(c)(3). The following factors may in-assets for one or more of the purposes specified Athletic organization. This type of organi-
dicate that the method is not educational.in this chapter in the event of any such contin- zation must submit evidence that it is engaged in

gency. activities such as directing and controlling inter-1. The presentation of viewpoints unsup-
scholastic athletic competitions, conductingported by facts is a significant part of theSample articles of organization. See sam-
tournaments, and prescribing eligibility rules fororganization’s communications.ple articles of organization in the Appendix in the
contestants. If it is not so engaged, your organi-back of this publication. 2. The facts that purport to support the view- zation may be exempt as a social club described

Sample. See Appendix. Sample Articles of point are distorted. in chapter 4. Raising funds to be used for travel
Organization at the end of this publication for an

and other activities to interview and persuade3. The organization’s presentations makeexample of a draft charter for a corporation and
prospective students with outstanding athleticsubstantial use of inflammatory and dispar-a declaration of a trust.  Appendix. Sample Arti-
ability to attend a particular university does notaging terms and express conclusions morecles of Organization.
show an exempt purpose. If your organization ison the basis of emotion than of objective
not exempt as an educational organization, seeevaluations.
Amateur Athletic Organizations, later in this

4. The approach used is not aimed at devel-
chapter.Educational oping an understanding on the part of the

audience because it does not consider
Private SchoolsOrganizations their background or training.

Every private school filing an application for rec-Exceptional circumstances, however, mayand Private Schools
ognition of tax-exempt status must supply theexist where an organization’s advocacy may be

educational even if one or more of the factors IRS (on Schedule B, Form 1023) with the follow-If your organization wants to obtain recognition
listed above are present.of exemption as an educational organization, ing information. 
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1. The racial composition of the student body, in administering its educational policies, admis- 3. It must have its title printed in at least 12
sion policies, scholarship and loan programs,and of the faculty and administrative staff, point bold face type.
and athletic and other school-administered pro-as of the current academic year. (This in-

4. It must have the remaining text printed in
grams.formation also must be projected, so far as

at least 8 point type.
The IRS considers discrimination on the ba-may be feasible, for the next academic

sis of race to include discrimination on the basis The following is an acceptable example ofyear.)
of color or national or ethnic origin. the notice:

2. The amount of scholarship and loan funds, The existence of a racially discriminatory pol-
if any, awarded to students enrolled and NOTICE OFicy with respect to the employment of faculty and

NONDISCRIMINATORY POLICYthe racial composition of students who administrative staff is indicative of a racially dis-
AS TO STUDENTShave received the awards. criminatory policy as to students. Conversely, The M School admits students of any race,

the absence of racial discrimination in the em- color, national and ethnic origin to all the rights,3. A list of the school’s incorporators, foun-
privileges, programs, and activities generallyployment of faculty and administrative staff isders, board members, and donors of land
accorded or made available to students at theindicative of a racially nondiscriminatory policyor buildings, whether individuals or organi-
school. It does not discriminate on the basis ofas to students.zations. race, color, national and ethnic origin in

A policy of a school that favors racial minority administration of its educational policies,4. A statement indicating whether any of the groups with respect to admissions, facilities and admissions policies, scholarship and loan
organizations described in item (3) above programs, and financial assistance is not dis- programs,  and a th le t ic  and o ther
have an objective of maintaining segre- school-administered programs.crimination on the basis of race when the pur-
gated public or private school education at pose and effect of this policy is to promote
the time the application is filed and, if so, Method two. The school can use the broad-establishing and maintaining the school’s non-
whether any of the individuals described in discriminatory policy. cast media to publicize its racially nondiscrimi-
item (3) are officers or active members of A school that selects students on the basis of natory policy if this use makes the policy known
those organizations at the time the applica- membership in a religious denomination or unit to all segments of the general community the
tion is filed. is not discriminating if membership in the de- school serves. If the school uses this method, it

nomination or unit is open to all on a racially must provide documentation showing that the5. The public school district and county in
nondiscriminatory basis. means by which this policy was communicatedwhich the school is located.

to all segments of the general community was
Policy statement. The school must include a reasonably expected to be effective. In this
statement of its racially nondiscriminatory policyHow to determine racial composition. The case, appropriate documentation would include
in all its brochures and catalogs dealing withracial composition of the student body, faculty, copies of the tapes or scripts used and records
student admissions, programs, and scholar-and administrative staff can be an estimate showing that there was an adequate number of
ships. Also, the school must include a referencebased on the best information readily available announcements. The documentation also would
to its racially nondiscriminatory policy in otherto the school, without requiring student appli- include proof that these announcements were
written advertising that it uses to inform prospec-cants, students, faculty, or administrative staff to made during hours when they were likely to be
tive students of its programs.submit to the school information that the school communicated to all segments of the general

otherwise does not require. Nevertheless, a community, that they were long enough to con-Publicity requirement. The school muststatement of the method by which the racial vey the message clearly, and that they weremake its racially nondiscriminatory policy knowncomposition was determined must be supplied. broadcast on radio or television stations likely toto all segments of the general community servedThe identity of individual students or members of be listened to by substantial numbers of mem-by the school. Selective communication of a
the faculty and administrative staff should not be bers of all racial segments of the general com-racially nondiscriminatory policy that a school
included with this information. munity. Announcements must be made duringprovides solely to leaders of racial groups will

A school that is a state or municipal instru- the period of the school’s solicitation for stu-not be considered an effective means of com-
mentality (see Instrumentalities, near the begin- dents or, in the absence of a solicitation pro-munication to make the policy known to all seg-
ning of this chapter), whether or not it qualifies gram, during the school’s registration period.ments of the community. To satisfy this
for exemption under section 501(c)(3), is not requirement, the school must use one of the Exceptions. The publicity requirements willconsidered to be a private school for purposes of following two methods.

not apply in the following situations.the following discussion.
Method one. The school can publish a no-

 First, if for the preceding 3 years thetice of its racially nondiscriminatory policy in a
enrollment of a parochial or othernewspaper of general circulation that serves allRacially Nondiscriminatory Policy
church-related school consists of studentsracial segments of the community. Such publi-
at least 75% of whom are members of theTo qualify as an organization exempt from fed- cation must be repeated at least once annually
sponsoring religious denomination or unit,eral income tax, a private school must include a during the period of the school’s solicitation for
the school can make known its racially non-statement in its charter, bylaws, or other govern- students or, in the absence of a solicitation pro-
discriminatory policy in whatever newspa-gram, during the school’s registration period.ing instrument, or in a resolution of its governing
pers or circulars the religious denominationWhen more than one community is served by abody, that it has a racially nondiscriminatory
or unit uses in the communities from whichschool, the school can publish the notice inpolicy as to students and that it does not discrim-
the students are drawn. These newspapersthose newspapers that are reasonably likely toinate against applicants and students on the

be read by all racial segments in the communi- and circulars can be distributed by a partic-basis of race, color, or national or ethnic origin.
ties that the school serves. ular religious denomination or unit or by anAlso, the school must circulate information that

If this method is used, the notice must meet association that represents a number of re-clearly states the school’s admission policies. A
the following printing requirements. ligious organizations of the same denomi-racially nondiscriminatory policy toward stu-

nation. If, however, the school advertises indents means that the school admits the students
1. It must appear in a section of the newspa- newspapers of general circulation in theof any race to all the rights, privileges, programs,

per likely to be read by prospective stu- community or communities from which itsand activities generally accorded or made avail-
dents and their families.

students are drawn and the second excep-able to students at that school and that the
school does not discriminate on the basis of race tion (discussed next) does not apply to the2. It must occupy at least 3 column inches.
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school, then it must comply with either of Facilities and programs. A school must be same information, without advance approval of
able to show that all of its programs and facilities the IRS.the publicity requirements explained earlier.
are operated in a racially nondiscriminatory  The IRS does not require that a school release Second, if a school customarily draws a
manner. any personally identifiable records or personal

substantial percentage of its students na-
information except in accordance with the re-

tionwide, worldwide, from a large geo- Scholarship and loan programs. As a gen- quirements of the Family Educational Rights
graphic section or sections of the United eral rule, all scholarship or other comparable and Privacy Act of 1974. Similarly, the IRS does
States, or from local communities, and if the benefits obtainable at the school must be of- not require a school to keep records prohibited
school follows a racially nondiscriminatory fered on a racially nondiscriminatory basis. This under state or federal law.
policy as to its students, the school may must be known throughout the general commu-
satisfy the publicity requirement by comply- nity being served by the school and should be Exceptions. The school does not have to
ing with the instructions explained earlier referred to in its publicity. Financial assistance independently maintain these records for IRS
under Policy statement. programs, as well as scholarships and loans use if both of the following are true.

made under financial assistance programs, that
1. Substantially the same information hasThe school can demonstrate that it follows a favor members of one or more racial minority

been included in a report or reports filedgroups and that do not significantly detract fromracially nondiscriminatory policy either by show-
with an agency or agencies of federal,or are designed to promote a school’s raciallying that it currently enrolls students of racial
state, or local governments, and this infor-nondiscriminatory policy will not adversely affectminority groups in meaningful numbers or, ex-
mation is current within 1 year.the school’s exempt status.cept for local community schools, when minority

students are not enrolled in meaningful num- 2. The school maintains copies of these re-
Certification. An individual authorized to takebers, that its promotional activities and recruiting ports from which this information is readily
official action on behalf of a school that claims toefforts in each geographic area were reasonably obtainable.
be racially nondiscriminatory as to studentsdesigned to inform students of all racial seg-

If these reports do not include all of the informa-must certify annually, under penalties of perjury,
ments in the general communities within the

tion required, as discussed earlier, records pro-on Schedule E (Form 990 or 990-EZ) or Form
area of the availability of the school. The ques-

viding such remaining information must be5578, Annual Certification of Racial Nondiscrim-
tion as to whether a school demonstrates such a maintained by the school for IRS use.ination for a Private School Exempt From Fed-
policy satisfactorily will be determined on the

eral Income Tax, whichever applies, that to the Failure to maintain records. Failure tobasis of the facts and circumstances of each best of his or her knowledge and belief the maintain or to produce the required records andcase. school has satisfied all requirements that apply, information, upon proper request, will create aThe IRS recognizes that the failure by a as previously explained. presumption that the organization has failed toschool drawing its students from local communi- Failure to comply with the guidelines ordinar- comply with these guidelines.ties to enroll racial minority group students may ily will result in the proposed revocation of the
not necessarily indicate the absence of a racially exempt status of a school.
nondiscriminatory policy when there are rela-

Recordkeeping requirements. Withtively few or no such students in these communi-
certain exceptions, given later, each Organizationsties. Actual enrollment is, however, a meaningful
exempt private school must maintainRECORDS

indication of a racially nondiscriminatory policy
the following records for a minimum period of 3 Providing Insurancein a community in which a public school or
years, beginning with the year after the year of

schools became subject to a desegregation or-
compilation or acquisition. An organization described in sections 501(c)(3)

der of a federal court or are otherwise expressly
or 501(c)(4) may be exempt from tax only if no1. Records indicating the racial compositionobligated to implement a desegregation plan
substantial part of its activities consists of pro-of the student body, faculty, and adminis-under the terms of any written contract or other
viding commercial-type insurance.trative staff for each academic year.commitment to which any federal agency was a

However, this rule does not apply to
party. 2. Records sufficient to document that schol- state-sponsored organizations described in sec-

The IRS encourages schools to satisfy the arship and other financial assistance is tions 501(c)(26) or 501(c)(27), which are dis-
publicity requirement by using either of the awarded on a racially nondiscriminatory cussed in chapter 4, or to charitable risk pools,
methods described earlier, even though a basis. discussed next.
school considers itself to be within one of the

3. Copies of all materials used by or on be-
Exceptions. The IRS believes that these public- Charitable Risk Poolshalf of the school to solicit contributions.
ity requirements are the most effective methods

4. Copies of all brochures, catalogs, and ad-to make known a school’s racially nondiscrimi- A charitable risk pool is treated as organized and
vertising dealing with student admissions,natory policy. In this regard, it is each school’s operated exclusively for charitable purposes if it:
programs, and scholarships. (Schools ad-responsibility to determine whether either of the
vertising nationally or in a large geographic 1. Is organized and operated only to pool in-exceptions applies. Such responsibility will pre-
segment or segments of the United States surable risks of its members (not includingpare the school, if it is audited by the IRS, to
need only maintain a record sufficient to risks related to medical malpractice) and todemonstrate that the failure to publish its racially
indicate when and in what publications provide information to its members aboutnondiscriminatory policy in accordance with ei-
their advertisements were placed.) loss control and risk management,ther one of the publicity requirements was justi-

fied by one of the exceptions. Also, a school The racial composition of the student body, 2. Consists only of members that are section
must be prepared to demonstrate that it has faculty, and administrative staff can be deter- 501(c)(3) organizations exempt from tax
publicly disavowed or repudiated any state- mined in the same manner as that described at under section 501(a),
ments purported to have been made on its be- the beginning of this section. However, a school

3. Is organized under state law authorizinghalf (after November 6, 1975) that are contrary cannot discontinue maintaining a system of rec-
this type of risk pooling,to its publicity of a racially nondiscriminatory ords that reflect the racial composition of its

policy as to students, to the extent that the students, faculty, and administrative staff used 4. Is exempt from state income tax (or will be
school or its principal official was aware of these on November 6, 1975, unless it substitutes a after qualifying as a section 501(c)(3) or-
statements. different system that compiles substantially the ganization),
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Charitable organization supporting educa-5. Has obtained at least $1,000,000 in startup 3. How charges are determined, such as on a
tion. Submit information showing how your or- profit basis, to recover costs, or at lesscapital from nonmember charitable organi-
ganization supports education — for example, than cost,zations,
contributes to an existing educational institution,

4. By whom administered and controlled,6. Is controlled by a board of directors
endows a professorial chair, contributes toward

elected by its members, and 5. Whether any of the professional staff (thatpaying teachers’ salaries, or contributes to an
is, those who perform or will perform the7. Is organized under documents requiring educational institution to enable it to carry on
clinical services) also serve or will serve inresearch.that:
an administrative capacity, and

Scholarships. If the organization awards ora. Each member be a section 501(c)(3)
6. How compensation paid the professionalplans to award scholarships, complete Sched-organization exempt from tax under

staff is or will be determined.ule H of Form 1023. Also, submit the following:section 501(a),

1. Criteria used for selecting recipients, in-b. Each member that receives a final de- Home for the aged. If you are organized to
cluding the rules of eligibility.termination that it no longer qualifies operate a home for the aged, complete and

under section 501(c)(3) notify the pool attach Schedule F of Form 1023 and required2. How and by whom the recipients are or will
immediately, and attachments.be selected.

c. Each insurance policy issued by the Community nursing bureau. If you provide a3. If awards are or will be made directly to
pool provide that it will not cover events nursing register or community nursing bureau,individuals, whether information is required
occurring after a final determination de- provide information showing that your organiza-assuring that the student remains in
scribed in (b). tion will be operated as a community project andschool.

will receive its primary support from public con-
4. If awards are or will be made to recipients tributions to maintain a nonprofit register of qual-

of a particular class, for example, children ified nursing personnel, including graduate
of employees of a particular employer— nurses, unregistered nursing school graduates,

licensed attendants and practical nurses for theOther Section 501(c)(3) a. Whether any preference is or will be benefit of hospitals, health agencies, doctors,
accorded an applicant by reason of the and individuals.Organizations parent’s position, length of employment,

Organization providing loans. If you make,or salary,
In addition to the information required for all or will make, loans for charitable and educa-

b. Whether as a condition of the award theorganizations, as described earlier, you should tional purposes, submit the following informa-
recipient must upon graduation acceptinclude any other information described in this tion. 
employment with the company, andsection.

1. An explanation of the circumstances underc. Whether the award will be continued
which such loans are, or will be, made.Charitable Organizations even if the parent’s employment ends.

2. Criteria for selection, including the rules of
If your organization is applying for recognition of 5. A copy of the scholarship application form eligibility.
exemption as a charitable organization, it must and any brochures or literature describing

3. How and by whom the recipients are or willshow that it is organized and operated for pur- the scholarship program.
be selected.poses that are beneficial to the public interest.

Some examples of this type of organization are 4. Manner of repayment of the loan.Hospital. If you are organized to operate athose organized for:
charitable hospital, complete and attach Section 5. Security required, if any.

• Relief of the poor, the distressed, or the I of Schedule C, Form 1023.
6. Interest charged, if any, and when pay-underprivileged, If your hospital was transferred to you from able.

proprietary ownership, complete and attach• Advancement of religion,
7. Copies in duplicate of the loan applicationSchedule G of Form 1023. You must attach a list• Advancement of education or science, and any brochures or literature describingshowing: 

the loan program.• Erection or maintenance of public build-
1. The names of the active and courtesy staffings, monuments, or works,

members of the proprietary hospital, as Public-interest law firms. If your organiza-• Lessening the burdens of government, well as the names of your medical staff tion was formed to litigate in the public interest
members after the transfer to nonprofit (as opposed to providing legal services to the• Lessening of neighborhood tensions,
ownership, and poor), such as in the area of protection of the• Elimination of prejudice and discrimina- environment, you should submit the following2. The names of any doctors who continuedtion, information. to lease office space in the hospital after

• Defense of human and civil rights secured its transfer to nonprofit ownership and the 1. How the litigation can reasonably be saidby law, and amount of rent paid. Submit also an ap- to be representative of a broad public inter-
praisal showing the fair rental value of the• Combating community deterioration and est rather than a private one.
rented space.juvenile delinquency.

2. Whether the organization will accept fees
The rest of this section contains a description of for its services.

Clinic. If you are organized to operate a clinic,the information to be provided by certain specific
3. A description of the cases litigated or to beattach a statement including:organizations. This information is in addition to

litigated and how they benefit the publicthe required inclusions described in chapter 1,
1. A description of the facilities and services, generally.

and other statements requested on Form 1023.
2. To whom the services are offered, such asEach of the following organizations must submit 4. Whether the policies and program of the

the public at large or a specific group,the information described. organization are the responsibility of a
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board or committee representative of the them, the IRS will not question the religious tax exemption, no part of its net earnings can
public interest, which is neither controlled nature of those beliefs. inure to any individual.
by employees or persons who litigate on Although an individual is entitled to a charita-
behalf of the organization nor by any or- Churches. Although a church, its integrated ble deduction for contributions to a church, the
ganization that is not itself an organization auxiliaries, or a convention or association of assignment or similar transfer of compensation
described in this chapter. churches is not required to file Form 1023 to be for personal services to a church generally does

exempt from federal income tax or to receive tax not relieve a taxpayer of federal income tax5. Whether the organization is operated,
deductible contributions, the organization may liability on the compensation, regardless of thethrough sharing of office space or other-
find it advantageous to obtain recognition of motivation behind the transfer.wise, in a way to create identification or
exemption. In this event, you should submit in-confusion with a particular private law firm.
formation showing that your organization is a Scientific Organizations6. Whether there is an arrangement to pro- church, synagogue, association or convention

vide, directly or indirectly, a deduction for of churches, religious order, or religious organi- You must show that your organization’s re-
the cost of litigation that is for the private zation that is an integral part of a church, and search will be carried on in the public interest.
benefit of the donor. that it is engaged in carrying out the function of a Scientific research will be considered to be in the

church. public interest if the results of the research (in-
Acceptance of attorneys’ fees. A nonprofit In determining whether an admittedly relig- cluding any patents, copyrights, processes, or

public-interest law firm can accept attorneys’ ious organization is also a church, the IRS does formulas) are made available to the public on a
fees in public-interest cases if the fees are paid not accept every assertion that the organization nondiscriminatory basis; if the research is per-
directly by its clients and the fees are not more is a church. Because beliefs and practices vary formed for the United States or a state, county,
than the actual costs incurred in the case. Upon so widely, there is no single definition of the or municipal government; or if the research is
undertaking a representation, the organization word church for tax purposes. The IRS consid- carried on for one of the following purposes. 
cannot withdraw from the case because the liti- ers the facts and circumstances of each organi-
gant is unable to pay the fee. 1. Aiding in the scientific education of collegezation applying for church status.

or university students.Firms can accept fees awarded or approved Convention or association of churches.
by a court or an administrative agency and paid Any organization that is otherwise a convention 2. Obtaining scientific information that is pub-
by an opposing party if the firms do not use the or association of churches will not fail to qualify lished in a treatise, thesis, trade publica-
likelihood or probability of fee awards as a con- as a church merely because the membership of tion, or in any other form that is available
sideration in the selection of cases. All fee the organization includes individuals as well as to the interested public.
awards must be paid to the organization and not churches or because the individuals have voting

3. Discovering a cure for a disease.to its individual staff attorneys. Instead, a pub- rights in the organization.
lic-interest law firm can reasonably compensate 4. Aiding a community or geographical area

Integrated auxiliaries. An organization isits staff attorneys, but only on a straight salary by attracting new industry to the commu-
an integrated auxiliary of a church if all the fol-basis. Private attorneys, whose services are re- nity or area, or by encouraging the devel-
lowing are true.tained by the firm to assist it in particular cases, opment or retention of an industry in the

can be compensated by the firm, but only on a community or area.1. The organization is described both in sec-fixed fee or salary basis.
tions 501(c)(3) and 509(a)(1), 509(a)(2), or Scientific research, for exemption purposes,The total amount of all attorneys’ fees (court 509(a)(3). does not include activities of a type ordinarilyawarded and those received from clients) must

incidental to commercial or industrial operations2. It is affiliated with a church or a conventionnot be more than 50% of the total cost of opera-
such as the ordinary inspection or testing ofor association of churches.tions of the organization’s legal functions, calcu-
materials or products, or the designing or con-lated over a 5-year period. 3. It is internally supported. An organization is structing of equipment, buildings, etc.

If, in order to carry out its program, an organi- internally supported unless both of the fol-
If you engage or plan to engage in research,zation violates applicable canons of ethics, dis- lowing are true.

submit all of the following.rupts the judicial system, or engages in any
a. It offers admissions, goods, services, orillegal action, the organization will jeopardize its 1. An explanation of the nature of the re-

facilities for sale, other than on an inci-exemption. search.
dental basis, to the general public (ex-
cept goods, services, or facilities sold at 2. A brief description of research projectsReligious Organizations
a nominal charge or for a small part of completed or presently being engaged in.
the cost).To determine whether an organization meets 3. How and by whom research projects are

the religious purposes test of section 501(c)(3), b. It normally gets more than 50% of its determined and selected.
the IRS maintains two basic guidelines. support from a combination of govern-

4. Whether you have contracted or spon-
mental sources, public solicitation of

1. That the particular religious beliefs of the sored research, or contemplated doing so,
contributions, and receipts from the sale

organization are truly and sincerely held. and, if so, names of past sponsors or
of admissions, goods, performance of

grantors, terms of grants or contracts, to-
services, or furnishing of facilities in ac-2. That the practices and rituals associated

gether with copies of any executed con-
tivities that are not unrelated trades orwith the organization’s religious belief or

tracts or grants.
businesses.creed are not illegal or contrary to clearly

defined public policy. 5. Disposition made or to be made of the
results of your research, including whether

Special rule. Men’s and women’s organiza-Therefore, your group (or organization) may not
preference has been or will be given to any

tions, seminaries, mission societies, and youthqualify for treatment as an exempt religious or-
organization or individual either as to re-

groups that satisfy (1) and (2) shown earlier areganization for tax purposes if its actions, as
sults or time of release.

integrated auxiliaries of a church even if they arecontrasted with its beliefs, are contrary to well
not internally supported.established and clearly defined public policy. If 6. Who will retain ownership or control of any

there is a clear showing that the beliefs (or In order for an organization (including a patents, copyrights, processes, or formulas
doctrines) are sincerely held by those professing church and religious organization) to qualify for resulting from your research.
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7. A copy of publications or other media looks to the date the corporation came into exis-
showing reports of your research activities. tence under the law of the state in which it is
Only reports of your research activities or incorporated. For example, where state law pro-
those conducted on your behalf, as distin- vides that existence of a corporation begins onPrivate Foundations
guished from those of your creators or the date its articles are filed by a certain state
members conducted in their individual ca- official in the appropriate state office, the corpo-and Public Charities
pacities, should be submitted. ration is considered organized on that date.

It is important that you determine if your organi- Later nonsubstantive amendments to the ena-
zation is a private foundation. Most organiza- bling instrument will not change the date of or-

Literary Organizations tions exempt from income tax (as organizations ganization, for purposes of the fi l ing
described in section 501(c)(3)) are presumed to requirement.

If your organization is established to operate a
be private foundations unless they notify the IRS

book store or engage in publishing activities of Application filed late. An organization that
within a specified period of time that they meet

any nature (printing, publication, or distribution states it is a private foundation when it files its
the requirements of section 509(a) to be

of your own material or that printed or published application for recognition of exemption after the
treated as other than a private foundation.

by others and distributed by you), explain fully 27-month period will be treated as a section
This notice requirement applies to most section

the nature of the operations, including whether 501(c)(3) organization and as a private founda-501(c)(3) organizations regardless of when they
sales are or will be made to the general public, tion only from the date it files its application,were formed.
the type of literature involved, and how these rather than the date that it was created or first
activities are related to your stated purposes. became described in section 501(c)(3). The or-

Private Foundations ganization may obtain retroactive exemption,
however, if it establishes that it qualifies for reliefAmateur Athletic Every organization that qualifies for tax exemp-
from the 27-month deadline.Organizations tion as an organization described in section

An organization that states it is a publicly501(c)(3) is a private foundation unless it falls
supported charity when it files its application forThere are two types of amateur athletic organi- into one of the categories specifically excluded
recognition of exemption after the 27-month pe-zations that can qualify for tax-exempt status. from the definition of that term (referred to in
riod cannot be treated as a section 501(c)(3)The first type is an organization that fosters sections 509(a)(1), 509(a)(2), 509(a)(3), or
organization before the date it files the applica-national or international amateur sports compe- 509(a)(4)). In effect, the definition divides these
tion, except as discussed above. Financial sup-tition but only if none of its activities involve organizations into two classes, namely private
port received before that date cannot be used forproviding athletic facilities or equipment. The foundations and public charities. Public charities
purposes of determining whether the organiza-second type is a Qualified amateur sports or- are discussed later.
tion is publicly supported. However, an organi-ganization (discussed below). The difference is Organizations that fall into the excluded cat-
zation that can reasonably be expected to meetthat a qualified amateur sports organization can egories are generally those that either have

provide athletic facilities and equipment. the support requirements (discussed later underbroad public support or actively function in a
Donations to either type of amateur athletic Public Charities) when it applies for tax-exemptsupporting relationship to those organizations.

organization are deductible as charitable contri- status will be classified as a publicly supportedOrganizations that test for public safety also are
butions on the donor’s federal income tax return. charity and not a private foundation.excluded.
However, no deduction is allowed if there is a
direct personal benefit to the donor or any other Excise taxes on private foundations. ThereApplication to IRS. Even if an organization
person other than the organization. is an excise tax on the net investment income offalls within one of the categories excluded from

most domestic private foundations. See Chapterthe definition of private foundation, it will be
Qualified amateur sports organization. An presumed to be a private foundation, with some 5 for more information on excise taxes.
organization will be a qualified amateur sports exceptions, unless it files a timely Form 1023
organization if it is organized and operated: with the IRS showing it is not a private founda- Governing instrument. A private foundation

tion. This application requirement applies to an cannot be tax exempt nor will contributions to it1. Exclusively to foster national or interna-
organization regardless of when it was organ- be deductible as charitable contributions unlesstional amateur sports competition, and
ized. The only exceptions to this requirement its governing instrument contains special provi-

2. Primarily to conduct national or interna- are those organizations that are excepted from sions in addition to those that apply to all organi-
tional competition in sports or to support the requirement of filing Form 1023 as dis- zations described in section 501(c)(3).
and develop amateur athletes for that com- cussed, earlier, under Organizations Not Re-

Sample governing instruments. The fol-petition. quired To File Form 1023.
lowing samples of governing instrument provi-

The organization’s membership can be local or When to file application. If an organization sions illustrate the special charter requirements
regional in nature. has to file the application, it must do so within 27 that apply to private foundations. Draft A is a

months from the end of the month in which it was sample of provisions in articles of incorporation,
organized. Draft B, a trust indenture.Prevention of Cruelty

If your organization is newly applying for rec-to Children or Animals
ognition of exemption as an organization de-
scribed in this chapter (a section 501(c)(3) Draft AExamples of activities that may qualify this type
organization) and you wish to establish that yourof organization for exempt status are:
organization is a public charity rather than a General
private foundation, you must complete the appli-1. Preventing children from working in haz-

1. The corporation will distribute its incomecable lines of Part X of Form 1023 (however, seeardous trades or occupations,
for each tax year at a time and in a mannerNotice 1382 about changes to Part X). See Ap-

2. Promoting high standards of care for labo-
as not to become subject to the tax onplication for Recognition of Exemption, earlier in

ratory animals, and
undistributed income imposed by sectionthis chapter, for more information.
4942 of the Internal Revenue Code, or the3. Providing funds to pet owners to have their In determining the date on which a corpora-
corresponding section of any future federalpets spayed or neutered to prevent over- tion is organized for purposes of applying for
tax code.breeding. recognition of section 501(c)(3) status, the IRS
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2. The corporation will not engage in any act Church. The characteristics of a church arePublic Charities
discussed earlier in this chapter under Religiousof self-dealing as defined in section
Organizations.A private foundation is any organization de-4941(d) of the Internal Revenue Code, or

scribed in Section 501(c)(3), unless it falls intothe corresponding section of any future
Educational organizations. An educationalone of the categories specifically excluded fromfederal tax code.
organization is one whose primary function is tothe definition of that term in section 509(a),

3. The corporation will not retain any excess present formal instruction that normally main-which lists four basic categories of exclusions.
tains a regular faculty and curriculum and thatbusiness holdings as defined in section These categories are discussed under the Sec-
normally has a regularly enrolled body of pupils4943(c) of the Internal Revenue Code, or tion 509(a)(1), 509(a)(2), 509(a)(3), and
or students in attendance at the place where itthe corresponding section of any future 509(a)(4) Organizations headings that follow
regularly carries on its educational activities.federal tax code. this introduction. See Section 509(a)(1) Organi-
The term includes institutions such as primary,

zations, etc.4. The corporation will not make any invest- secondary, preparatory, or high schools, and
If your organization falls into one of thesements in a manner as to subject it to tax colleges and universities. It includes federal,

categories, it is not a private foundation and youunder section 4944 of the Internal Reve- state, and other publicly supported schools that
should state this in Part X of your application fornue Code, or the corresponding section of otherwise come within the definition. It does not
recognition of exemption (Form 1023). include organizations engaged in both educa-any future federal tax code.

If your organization does not fall into one of tional and noneducational activities, unless the
5. The corporation will not make any taxable these categories, it is a private foundation and is latter are merely incidental to the educational

expenditures as defined in section 4945(d) subject to the applicable rules and restrictions activities. A recognized university that inciden-
of the Internal Revenue Code, or the corre- until it terminates its private foundation status. tally operates a museum or sponsors concerts is
sponding section of any future federal tax Some private foundations also qualify as private an educational organization. However, the oper-
code. operating foundations; these are discussed near ation of a school by a museum does not neces-

the end of this chapter. sarily qualify the museum as an educational
organization.Generally speaking, a large class of organi-

An exempt organization that operates azations excluded under section 509(a)(1) and allDraft B
tutoring service for students on a one-to-oneorganizations excluded under section 509(a)(2)
basis in their homes, maintains a small center toAny other provisions of this instrument notwith- depend upon a support test. This test is used to
test students to determine their need for tutor-standing, the trustees shall distribute its income assure a minimum percentage of broad-based
ing, and employs tutors on a part-time basis isfor each tax year at a time and in a manner as public support in the organization’s total support
not an educational organization for these pur-pattern. Thus, in the following discussions, whennot to become subject to the tax on undistributed
poses. Nor is an exempt organization that con-the one-third support test (see Qualifying asincome imposed by section 4942 of the Internal
ducts an internship program by placing collegePublicly Supported, later) is referred to, it meansRevenue Code, or the corresponding section of
and university students with cooperating gov-the following fraction normally must equal atany future federal tax code.
ernment agencies an educational organization.least one-third.

Any other provisions of this instrument not-
Hospitals and medical research organiza-withstanding, the trustees will not engage in any Qualifying support
tions. A hospital is an organization whoseact of self-dealing as defined in section 4941(d) Total support
principal purpose or function is to provide hospi-of the Internal Revenue Code, or the corre-
tal or medical care or either medical education orsponding section of any future federal tax code; Including items of support in qualifying medical research. A rehabilitation institution,nor retain any excess business holdings as de- support (the numerator of the fraction) outpatient clinic, or community mental health or

fined in section 4943(c) of the Internal Revenue or excluding items of support from totalCAUTION
!

drug treatment center may qualify as a hospital if
support (the denominator of the fraction) mayCode, or the corresponding section of any future its principal purpose or function is providing hos-
decide whether an organization is excluded fromfederal tax code; nor make any investments in a pital or medical care. If the accommodations of
the definition of a private foundation, and thusmanner as to incur tax liability under section an organization qualify as being part of a skilled
from the liability for certain excise taxes. It is4944 of the Internal Revenue Code, or the corre- nursing facility, that organization may qualify as
very important to classify items of support cor-sponding section of any future federal tax code; a hospital if its principal purpose or function is
rectly.nor make any taxable expenditures as defined in providing hospital or medical care. A coopera-

tive hospital service organization that meets thesection 4945 (d) of the Internal Revenue Code,
requirements of section 501(e) will qualify as aor the corresponding section of any future fed-

Section 509(a)(1) Organizations hospital.eral tax code.

Exceptions. The term hospital does not in-Section 509(a)(1) organizations include: 
clude convalescent homes, homes for childrenEffect of state law. A private foundation’s

1. A church or a convention or association of or the aged, or institutions whose principal pur-governing instrument will be considered to meet
churches, pose or function is to train handicapped individu-these charter requirements if valid provisions of

als to pursue a vocation. An organization thatstate law have been enacted that: 2. An educational organization such as a
mainly provides medical education or medicalschool or college,
research will not be considered a hospital, un-1. Require it to act or refrain from acting so

3. A hospital or medical research organiza- less it is also actively engaged in providing medi-as not to subject the foundation to the
tion operated in conjunction with a hospi- cal or hospital care to patients on its premises ortaxes imposed on prohibited transactions,
tal, in its facilities, on an in-patient or out-patientor

basis, as an integral part of its medical education4. Endowment funds operated for the benefit2. Treat the required provisions as contained or medical research functions.of certain state and municipal colleges andin the foundation’s governing instrument.
universities, Hosp i ta ls  pa r t i c ipa t ing  in  p ro -

The IRS has published a list of states with vider-sponsored organizations. An organi-
5. A governmental unit, andthis type of law. The list is in Revenue Ruling zation can be treated as organized and operated

75-38, 1975-1 C.B. 161 (or later update). 6. A publicly supported organization. exclusively for a charitable purpose even if it
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owns and operates a hospital that participates in general public, or from a combination of these aggregate basis. See also Computation period
sources. for public support. (Special computation perioda provider-sponsored organization, whether or

for new organizations) later, in this discussion.not the provider-sponsored organization is tax Support. Support does not include income
exempt. For section 501(c)(3) purposes, any received in the exercise or performance by the
person with a material financial interest in the Facts and circumstances test. The facts andorganization of its charitable, educational, or
provider-sponsored organization is treated as a circumstances test is for organizations failing toother purpose or function constituting the basis
private shareholder or individual with respect to meet the one-third support test. If your organiza-for exemption.
the hospital. tion fails to meet the one-third support test, itIn determining the amount of support re-

may still be treated as a publicly supported or-ceived by an organization for a contribution ofMedical research organization. A medical
ganization if it normally receives a substantialproperty when the value of the contribution byresearch organization must be directly engaged
part of its support from governmental units, fromthe donor is subject to reduction for certain ordi-in the continuous active conduct of medical re-
direct or indirect contributions from the generalnary income and capital gain property, the fairsearch in conjunction with a hospital, and that
public, or from a combination of these sources.market value of the property is taken into ac-activity must be the organization’s principal pur-
To qualify, an organization must meet thecount.pose or function.
ten-percent-of-support requirement and the at-

Indirect contribution. An example of an in-Publicly supported. A hospital or medical traction of public support requirement. These
direct contribution from the public is the receiptresearch organization that wants the additional requirements establish, under all the facts and
by the organization of its share of the proceeds circumstances, that an organization normally re-classification of a publicly supported organiza-
of an annual collection campaign of a commu- ceives a substantial part of its support from gov-tion (described later in this chapter under Quali-
nity chest, community fund, or united fund. ernmental units or from direct or indirectfying As Publicly Supported) can specifically

contributions from the general public. The or-request that classification. The organization
Governmental units. A governmental unit in-

ganization also must be in the nature of a pub-must establish that it meets the public support
cludes a state, a possession of the United

licly supported organization, taking into accountrequirements of section 170(b)(1)(A)(vi). States, or a political subdivision of either of the
five different factors. See Additional require-

foregoing, or the United States or the District of
ments (the five public support factors), later.Endowment funds. Organizations operated Columbia.

for the benefit of certain state and municipal Ten-percent-of-support requirement.
colleges and universities are endowment funds. Publicly supported organizations. An or- The percentage of support normally received by
They are organized and operated exclusively to: ganization is a publicly supported organization if an organization from governmental units, from

it is one that normally receives a substantial part contributions made directly or indirectly by the
1. Receive, hold, invest, and administer prop- of its support from a governmental unit or from general public, or from a combination of these

erty for a college or university, and the general public. sources must be substantial. An organization
Types of organizations that generally qualify will not be treated as normally receiving a sub-2. Make expenditures to or for the benefit of a

are: stantial amount of governmental or public sup-college or university.
port unless the total amount of governmental• Museums of history, art, or science,The college or university must be:
and public support normally received is at least

• Libraries, 10% of the total support normally received by1. An agency or instrumentality of a state or
that organization.political subdivision, or • Community centers to promote the arts,

Attraction of public support requirement.2. Owned or operated by: • Organizations providing facilities for the
An organization must be organized and oper-support of an opera, symphony orchestra,
ated in a manner to attract new and additionala. A state or political subdivision, or ballet, or repertory drama, or for some
public or governmental support on a continuousother direct service to the general public,b. An agency or instrumentality of one or basis. An organization will meet this requirementandmore states or political subdivisions. if it maintains a continuous and bona fide pro-

• Organizations such as the American Red gram for solicitation of funds from the general
The phrase “expenditures to or for the bene- Cross or the United Way. public, community, or membership group in-

fit of a college or university” includes expendi- volved, or if it carries on activities designed to
tures made for any one or more of the normal attract support from governmental units or otherQualifying as Publicly Supportedfunctions of a college or university. These ex- charitable organizations described in section
penditures include those for: 509(a)(1). In determining whether an organiza-An organization will qualify as publicly supported

tion maintains a continuous and bona fide pro-if it passes the one-third support test. If it fails1. Acquiring and maintaining real property
gram for solicitation of funds from the generalthat test, it may qualify under the facts andcomprising part of the campus area,
public or community, consideration will be givencircumstances test.

2. Erecting (or participating in erecting) col- to whether the scope of its fundraising activities
lege or university buildings, One-third support test. An organization will is reasonable in light of its charitable activities.

qualify as publicly supported if it normally re- Consideration also will be given to the fact that3. Acquiring and maintaining equipment and
ceives at least one-third of its total support from an organization may, in its early years of exis-furnishings used for, or in conjunction with,
governmental units, from contributions made di- tence, limit the scope of its solicitation to per-normal functions of colleges and universi-
rectly or indirectly by the general public, or from sons who would be most likely to provide seedties,
a combination of these sources. For a definition money sufficient to enable it to begin its charita-

4. Libraries, of support, see Support., later. ble activities and expand its solicitation program.

5. Scholarships, and Definition of normally for one-third sup- Definition of normally for facts and circum-
port test. An organization will be considered stances test. An organization will normally

6. Student loans.
as normally meeting the one-third support test meet the requirements of the facts and circum-

The organization must normally receive a for its current tax year and the next tax year if, for stances test for its current tax year and the next
substantial part of its support from the United the current tax year and the 4 tax years immedi- tax year if, for the current tax year and the 4 tax
States or any state or political subdivision, or ately before the current tax year, the organiza- years immediately before the current tax year,
from direct or indirect contributions from the tion meets the one-third support test on an t h e  o r g a n i z a t i o n  m e e t s  t h e
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ten-percent-of-support and the attraction of pub- persons. Facts pertinent to years before the 4 clearance or developing employment op-
lic support requirements on an aggregate basis portunities.tax years immediately before the current tax
and satisfies a sufficient combination of the fac- year also may be considered. 3. Receiving a significant part of its funds
tors discussed later. The combination of factors

3. Representative governing body factor. from a public charity or governmental
that an organization normally must meet does

agency to which it is in some way heldThe fact that an organization has a governingnot have to be the same for each 4-year period
accountable as a condition of the grant,body that represents the broad interests of theas long as a sufficient combination of factors
contract, or contribution.public rather than the personal or private interestexists to show compliance.

of a limited number of donors will be considered
Additional requirements (the five public 5. Additional factors pertinent to member-in determining whether the organization is pub-

support factors). In addition to the two re- ship organizations. The following are addi-licly supported.
quirements of the facts and circumstances test, tional factors in determining whether aAn organization will meet this requirement if
the following five public support factors will be membership organization is publicly supported. it has a governing body composed of:
considered in determining whether an organiza-

1. Whether the solicitation for dues-payingtion is publicly supported. However, an organi- 1. Public officials acting in their public capaci-
members is designed to enroll a substan-zation generally does not have to satisfy all of ties,

the factors. The factors relevant to each case tial number of persons in the community or
2. Individuals selected by public officials act-and the weight accorded to any one of them may area, or in a particular profession or field of

ing in their public capacities,differ depending upon the nature and purpose of special interest (taking into account the
the organization and the length of time it has size of the area and the nature of the or-3. Persons having special knowledge or ex-
existed. The combination of factors that an or- ganization’s activities).pertise in the particular field or discipline in
ganization normally must meet does not have to which the organization is operating, and 2. Whether membership dues for individualbe the same for each 4-year period as long as a

(rather than institutional) members have4. Community leaders, such as elected or ap-sufficient combination of factors exists to show
been fixed at rates designed to makepointed officials, members of the clergy,that the organization is publicly supported.
membership available to a broad crosseducators, civic leaders, or other such per-

1. Percentage of financial support factor. section of the interested public, rather thansons representing a broad cross-section ofWhen an organization normally receives at least to restrict membership to a limited numberthe views and interests of the community.10% but less than one-third of its total support of persons.
from public or governmental sources, the per- In a membership organization, the governing

3. Whether the activities of the organizationcentage of support received from those sources body also should include individuals elected by
will be likely to appeal to persons havingwill be considered in determining whether the a broadly based membership according to the
some broad common interest or purpose,organization is publicly supported. As the per- organization’s governing instrument or bylaws.
such as educational activities in the casecentage of support from public or governmental

4. Availability of public facilities or serv- of alumni associations, musical activities insources increases, the burden of establishing
ices factor. The fact that an organization gen- the case of symphony societies, or civicthe publicly supported nature of the organization
erally provides facilities or services directly for affairs in the case of parent-teacher as-through other factors decreases, while the lower
the benefit of the general public on a continuing sociations.the percentage, the greater the burden.
basis is evidence that the organization is pub-If the percentage of the organization’s sup-
licly supported. Examples are: Special rule. The fact that an organizationport from the general public or governmental

has normally met the one-third support test re-sources is low because it receives a high per- • A museum or library that is open to the
quirements for a current tax year, but is unablecentage of its total support from investment in- public,
normally to meet the requirements for a later taxcome on its endowment funds, the organization

• A symphony orchestra that gives public year, will not in itself prevent the organizationwill be treated as complying with this factor if the
performances, from meeting the requirements of the facts andendowment fund was originally contributed by a

circumstances test for the later tax year.governmental unit or by the general public. How- • A conservation organization that provides
ever, if the endowment funds were originally educational services to the public through

Example. X is recognized as an organiza-contributed by a few individuals or members of the distribution of educational materials, or
tion described in section 501(c)(3). On the basistheir families, this fact will increase the burden

• An old-age home that provides domiciliary of support received during tax years 2009, 2010,on the organization of establishing compliance
or nursing services for members of the 2011, 2012, and 2013, it meets the one-thirdwith other factors. Facts pertinent to years
general public. support test for tax year 2013 (the current taxbefore the 4 tax years immediately before the

year). X also meets the one-third support test forcurrent tax year also may be considered. The fact that an educational or research institu-
2014, as the immediately succeeding tax year.

tion regularly publishes scholarly studies widely2. Sources of support factor. If an organi-
In tax years 2010, 2011, 2012, 2013, andused by colleges and universities or by mem-zation normally receives at least 10% but less

2014, in the aggregate, X does not receive atbers of the general public is also evidence thatthan one-third of its total support from public or
least one-third of its support from governmentalgovernmental sources, the fact that it receives the organization is publicly supported.
units referred to in section 170(c)(1), from contri-the support from governmental units or directly

Similarly, the following factors are also evi- butions made directly or indirectly by the generalor indirectly from a representative number of
dence that an organization is publicly supported. public, or from a combination of these sources.persons, rather than receiving almost all of its

X still meets the one-third support test for taxsupport from the members of a single family, will 1. Participating in, or sponsoring, the pro-
year 2014 based on the aggregate support re-be considered in determining whether the or- grams of the organization by members of ceived for tax years 2009 through 2013.ganization is publicly supported. In determining the public having special knowledge or ex-

In tax years 2011, 2012, 2013, 2014, andwhat is a representative number of persons, pertise, public officials, or civic or commu-
2015, in the aggregate, X does not receive atconsideration will be given to the type of organi- nity leaders.
least one-third of its support from governmentalzation involved, the length of time it has existed,

2. Maintaining a definitive program by the or- units referred to in section 170(c)(1), from contri-and whether it limits its activities to a particular
ganization to accomplish its charitable butions made directly or indirectly by the generalcommunity or region or to a special field that can

be expected to appeal to a limited number of work in the community, such as slum public, or from a combination of these sources.
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X does not meet the one-third support test for tax year ending December 31, 2014, if Organi- 1. Any amount received from the exercise or
tax year 2015. performance by an organization of the pur-zation Y meets the one-third support test or facts

pose or function constituting the basis forand circumstances test for the tax years endingBased on the aggregate support and other
its exemption (in general, these amountsfactors l isted in Regulations section December 31, 2010, through December 31,
include amounts received from any activity1.170A-9(f)(3)(iii)(A) through (E) for tax years 2014, or for the tax years ending December 31,
the conduct of which is substantially re-2010, 2011, 2012, 2013, and 2014, X meets the 2009, through December 31, 2013.
lated to the furtherance of the exempt pur-facts and circumstances test for tax year 2014

Rulings or determinations of public sup- pose or function, other than through theand for tax year 2015 (as the immediately suc-
port status. An organization may request a production of income), orceeding tax year). Therefore, X is still an organi-
ruling or determination letter that it is describedzation described in section 170(b)(1)(A)(vi) for 2. Contributions of services for which a de-in section 170(b)(1)(A)(vi). This request is madetax year 2015, even though X did not meet the duction is not allowed.
on Form 1023, or at such other time as theone-third support test for that year.

These amounts are excluded from both the nu-organization believes it is described in section
merator and the denominator of the fractions in170(b)(1)(A)(vi). The IRS may revoke the sec-

Special computation period for new organi-
determining compliance with the one-third sup-tion 170(b)(1)(A)(vi) ruling or determination let-zations (Computation period for public sup-
port test and ten-percent-of-support require-ter if, on examination, the organization has notport).  If, at the time of applying for tax-exempt
ment. The following discusses an exception tomet the requirements. The IRS may also revokestatus, an organization can reasonably be ex-
this general rule.the section 170(b)(1)(A)(vi) ruling or determina-pected to meet the one-third support test or the

tion letter if the organization’s application for a Organizations dependent primarily onfacts and circumstances test during its first 5 tax
ruling or determination contained a material mis- gross receipts from related activities. Orga-years, the organization will qualify as publicly

nizations will not satisfy the one-third supportstatement of fact.supported for its first 5 years. The organization
test or the ten-percent-of-support requirement ifwill be classified as a public charity for its first 5 Reliance by grantors or contributors.
they receive: years, regardless of the public support actually

Grantors or contributors may rely on a determi-
received during this period. Beginning with the

nation or ruling letter that an organization is 1. Almost all support from gross receipts fromorganization’s sixth tax year, the organization
described in section 170(b)(1)(A)(vi) until notice related activities, andwill qualify as publicly supported if it meets the
of change of status of the organization is madeone-third support test or the facts and circum- 2. An insignificant amount of support from
to the public (such as by publication in the Inter-stances test for its sixth year (based on support governmental units (without regard to
nal Revenue Bulletin, or Publication 78, Cumu-received in its second through sixth tax years), amounts referred to in (3) in the list of
lative List of Organizations described in Sectionor as a carryover for its fifth tax year (based on items included in support) and contribu-
170(c) of the Internal Revenue Code of 1986,support received in its first through fifth tax tions made directly or indirectly by the gen-
either of which can be searched at IRS.gov. Thisyears). If the organization is required to file Form eral public.
publication will no longer be published in paper990 or 990-EZ, it must establish that it meets the
format.) See Rev. Proc. 2011-33, 2011-25 IRBpublic support test each year on Schedule A

Example. Z, an organization described in887. Rev. Proc. 2011-33. This revenue proce-(Form 990 or 990-EZ).
section 501(c)(3), is controlled by Thomas Blue,dure advises that the IRS will no longer publish aReasonable expectation of public support. its president. Z received $500,000 during the

paper version of Publication 78. Rev. Procs.An organization that can reasonably be ex- current tax year and the 4 tax years immediately
82-39 and 2009-32 modified and superseded.pected to meet the one-third support test or the before its current tax year under a contract with
However, this will not apply if the grantor orfacts and circumstances test during its first 5 the Department of Transportation, under which
contributor was responsible for, or aware of, theyears is one that can show that its organizational Z engaged in research to improve a particular
act or failure to act that resulted in the organiza-structure, current or proposed programs and vehicle used primarily by the Federal Govern-
tion’s loss of classification as a publicly sup-activities, and actual or intended method of op- ment. During the same period, the only other
ported organization.eration can reasonably be expected to attract support received by Z was $5,000 in small con-

the type of broadly based support from the gen- tributions primarily from Z’s employees and
eral public, public charities, and governmental business associates. The $500,000 is supportSupport. For purposes of publicly supported
units that is necessary to meet the public sup- under (1) above. Under these circumstances, Zorganizations, the term support includes (but is
port requirements discussed earlier under Qual- meets the conditions of (1) and (2) above and sonot limited to): 
ifying As Publicly Supported. does not meet the one-third support test or the

ten-percent-of-support requirement.1. Gifts, grants, contributions, or membershipExample. Organization Y was formed in
fees,January 2009 and uses a December 31 tax year. For the rules that apply to organizations that

After September 9, 2009, and before December fail to qualify as section 509(a)(1) publicly sup-2. Net income from unrelated business activi-
31, 2009, Organization Y filed a Form 1023 ported organizations because of these provi-ties, whether or not those activities are car-
requesting recognition of exemption as an or- sions, see Section 509(a)(2) Organizations,ried on regularly as a trade or business,
ganization described in section 501(c)(3) and in later. See also Gross receipts from a related

3. Gross investment income,sections 170(b)(1)(A)(vi) and 509(a)(1). In its activity in the discussion on section 509(a)(2)
application, Organization Y established that it organizations.4. Tax revenues levied for the benefit of an
can reasonably be expected to meet the organization and either paid to or spent on Membership fees. Membership fees are in-one-third support test. Organization Y receives a behalf of the organization, and cluded in the term support if they are paid todetermination letter that it is an organization

provide support for the organization rather than5. The value of services or facilities furnisheddescribed in section 501(c)(3) and sections
to buy admissions, merchandise, services, orby a governmental unit to an organization170(b)(1)(A)(vi) and 509(a)(1) effective as of the
the use of facilities.date of formation. without charge (except services or facilities

generally furnished to the public withoutOrganization Y is described in sections
charge).170(b)(1)(A)(vi) and 509(a)(1) for its first 5 tax Support from a governmental unit. For pur-

years (tax years ending December 31, 2009, poses of the one-third support test and the
Amounts that are not support. The termthrough December 31, 2013). Organization Y ten-percent-of-support requirement, the term

support does not include: can qualify as a public charity beginning with the support from a governmental unit includes any
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amounts received from a governmental unit, in- the 4-year period immediately before the current for a particular purpose, M was free to select the
cluding donations or contributions and amounts tax year, are not more than 2% of the organiza- ultimate recipient.
received on a contract entered into with a gov- tion’s total support for the same period.

Example 3. N is a national foundation forernmental unit for the performance of services, Thus, a contribution by any one individual
the encouragement of art and is a publicly sup-or from a government research grant. However, will be included in full in the denominator of the
ported organization. Grants to N are permitted tothese amounts are not support from a govern- fraction used in the one-third support test or the
be earmarked for particular purposes. O, whichmental unit for these purposes if they constitute ten-percent-of-support requirement. However,

amounts received from the exercise or perform- is an art workshop devoted to training youngthe contribution will be included in the numerator
ance of the organization’s exempt functions. artists and which is claiming status as a publiclyonly to the extent that it is not more than 2% of

Any amount paid by a governmental unit to supported organization, persuades C, a privatethe denominator. In applying the 2% limit, all
an organization will not be treated as received foundation, to make a grant of $25,000 to N. C iscontributions made by a donor and by any per-
from the exercise or performance of its exempt a disqualified person with respect to O. C makesson in a special relationship to the donor (certain
function if the purpose of the payment is prima- the grant to N with the understanding that NDisqualified persons discussed under Absence
rily to enable the organization to provide a serv- would be bound to make a grant to O in the sumof control by disqualified persons, later.) are
ice to, or maintain a facility for, the direct benefit of $25,000, in addition to a matching grant of N’sconsidered made by one person. The 2% limit
of the public (regardless of whether part of the funds to O in the sum of $25,000. Only thedoes not apply to support received from govern-
expense of providing the service or facility is $25,000 received directly from N is considered amental units or to contributions from other pub-
paid for by the public), rather than to serve the grant from N. The other $25,000 is an indirectlicly supported charities, except as provided
direct and immediate needs of the payor. This contribution from C to O and is to be excludedunder Grants from public charities, later.
includes: from the numerator of O’s support fraction to the

Indirect contributions. The term indirect extent it exceeds the 2% limit.
1. Amounts paid to maintain library facilities contributions from the general public includes

that are open to the public, contributions received by the organization from Unusual grants. In applying the 2% limit to
organizations (such as publicly supported orga- determine whether the one-third support test or2. Amounts paid under government programs
nizations) that normally receive a substantial the ten-percent-of-support requirement is met,to nursing homes or homes for the aged to
part of their support from direct contributions exclude contributions that are considered unu-provide health care or domiciliary services
from the general public, except as provided sual grants from both the numerator and denom-to residents of these facilities, and
under Grants from public charities, next. inator of the appropriate percent-of-support

3. Amounts paid to child placement or child fraction. Generally, unusual grants are substan-Grants from public charities. Contribu-guidance organizations under government tial contributions or bequests from disinterestedtions received from a governmental unit or fromprograms for services rendered to children parties if the contributions: a publicly supported organization (including ain the community.
church that meets the requirements for being 1. Are attracted by the publicly supported na-These payments are mainly to enable the recipi- publicly supported) are not subject to the 2% ture of the organization,ent organization to provide a service or maintain limit unless the contributions represent amounts

a facility for the direct benefit of the public, rather 2. Are unusual or unexpected in amount, andeither expressly or impliedly earmarked by a
than to serve the direct and immediate needs of donor to the governmental unit or publicly sup- 3. Would adversely affect, because of thethe payor. Furthermore, any amount received ported organization as being for, or for the bene- size, the status of the organization as nor-from a governmental unit under circumstances fit of, the particular organization claiming a mally being publicly supported. (The or-in which the amount would be treated as a grant publicly supported status. ganization must otherwise meet thewill generally constitute support from a govern-

support test in that year without benefit ofmental unit. See the discussion of Grants, later, Example 1. M, a national foundation for the the grant or contribution.)under Section 509(a)(2) Organizations. encouragement of the musical arts, is a publicly
For a grant (see Grants, later) that meets thesupported organization. George Spruce gives MMedicare and Medicaid payments. Medi-
requirements for exclusion, if the terms of thea donation of $5,000 without imposing any re-care and Medicaid payments are received from
granting instrument require that the funds bestrictions or conditions upon the gift. M latercontracts entered into with state and federal
paid to the recipient organization over a periodmakes a $5,000 grant to X, an organizationgovernmental units. However, payments are
of years, the amount received by the organiza-devoted to giving public performances of cham-made for services already provided to eligible
tion each year under the terms of the grant mayber music. Since the grant to X is treated asindividuals, rather than to encourage or enable
be excluded for that year. However, no item ofbeing received from M, it is fully includible in thean organization to provide services to the public.
gross investment income (defined under Sec-numerator of X’s support fraction for the tax yearThe individual patient, not a governmental unit,
tion 509(a)(2) Organizations, later) may be ex-of receipt.actually controls the ultimate recipient of these
cluded under this rule.payments by selecting the health care organiza-

Example 2. Assume M is the same organi-tion. As a result, these payments are not consid- Characteristics of an unusual grant. A
zation described in Example 1. Tom Grove givesered support from a governmental unit. grant or contribution will be considered an unu-
M a donation of $10,000, but requires that MMedicare and Medicaid payments are gross re- sual grant if the previous three factors apply and
spend the money to support organizations de-ceipts derived from the exercise or performance if it has all of the following characteristics. If
voted to the advancement of contemporaryof exempt activities and, therefore, are not in- these factors and characteristics apply, then
American music. M has complete discretion ascluded in the term support. even without the benefit of an advance ruling,
to the organizations of the type described to grantors or contributors have assurance that
which it will make a grant. M decides to makeSupport from the general public. In deter- they will not be considered responsible for sub-
grants of $5,000 each to Y and Z, both beingmining whether the one-third support test or the stantial and material changes in the organiza-
organizations described in section 501(c)(3) andten-percent-of-support requirement is met, in- tion’s sources of support. 
devoted to furthering contemporary Americanclude in your computation support from direct or
music. Since the grants to Y and Z are treated as 1. The grant or contribution is not made by aindirect contributions from the general public.
having been received from M, Y and Z each may person (or related person) who created theThis includes contributions from an individual,
include one of the $5,000 grants in the numera- organization or was a substantial contribu-trust, or corporation but only to the extent that
tor of its support fraction. Although the donation tor to the organization before the grant orthe total contributions from the individual, trust,
to M was conditioned upon the use of the funds contribution.or corporation, during the current tax year and
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2. The grant or contribution is not made by a active program of public solicitation and publicly supported for the tax years 2012 and
person (or related person) who is in a posi- exempt activities and has been able to at- 2013.
tion of authority, such as a foundation tract a significant amount of public support.

Example 2. N is recognized as an organiza-manager, or who otherwise has the ability
3. Whether, before the year of contribution,

tion described in section 501(c)(3). It was cre-to exercise control over the organization.
the organization met the one-third support

Similarly, the grant or contribution is not ated to maintain public gardens containing
test without benefit of any exclusions ofmade by a person (or related person) who, botanical specimens and displaying statuary
unusual grants.because of the grant or contribution, ob- and other art objects. The facilities, works of art,

tains a position of authority or the ability to and a large endowment were all contributed by a4. Whether the organization may reasonably
otherwise exercise control over the organi- single contributor. The members of the govern-be expected to attract a significant amount
zation. ing body of the organization are unrelated to itsof public support after the contribution.

creator. The gardens are open to the publicContinued reliance on unusual grants to3. The grant or contribution is in the form of
without charge and attract many visitors eachfund an organization’s current operatingcash, readily marketable securities, or as-
year. For the current tax year and the 4 tax yearsexpenses (as opposed to providing newsets that directly further the organization’s
preceding the current tax year, 95% of the or-endowment funds) may be evidence thatexempt purposes, such as a gift of a paint-
ganization’s total support was received from in-the organization cannot reasonably be ex-ing to a museum.
vestment income from its original endowment. Npected to attract future support from the

4. The donee organization has received a fi- also maintains a membership society that isgeneral public.
nal ruling or determination letter classifying supported by members of the general public

5. Whether the organization has a represen-it as a publicly supported organization and who wish to contribute to the upkeep of the
tative governing body.the organization is actively engaged in a gardens by paying a small annual membership

program of activities in furtherance of its fee. Over the 5-year period in question, these
exempt purpose. fees from the general public constituted the re-

maining 5% of the organization’s total support.Comprehensive Examples5. No material restrictions or conditions have
Under these circumstances, N does not meetbeen imposed by the grantor or contributor
the one-third support test for its current tax year.Example 1. M is recognized as an organiza-upon the organization in connection with
Furthermore, since only 5% was received fromtion described in section 501(c)(3). For the yearsthe grant or contribution.
the general public, N does not satisfy the 102008 through 2012 (the applicable period for the

6. If the grant or contribution is intended for percent support limitation under Regulationstax year 2012 under Regulations section
operating expenses, rather than capital section 1.170A-9(f)(3)(i), and therefore does not1.170A-9(f)(3)), M received support (as defined
items, the terms and amount of the grant qualify as publicly supported under the facts andin  paragraphs  Regu la t ions  sec t ion
or contribution are expressly limited to 1 circumstances test. Because N has failed to1.170A-9(f)(6) through (8)) of $600,000 from the
year’s operating expenses. satisfy the 10 percent support limitation, none offollowing sources:

the other requirements or factors in Regulations
Ruling request. Before any grant or contri- section 1.170A-9(f)(3)(iii)(A) through (E) can beInvestment Income . . . . . . . . . . .  $300,000

bution is made, a potential grantee organization considered in determining whether N qualifiesCity Y (a governmental unit 40,000
can request a ruling as to whether the grant or as a publicly supported organization. For its cur-described in section 170(c)(1)) . . .
contribution may be excluded as an unusual United Way (an organization rent tax year, N is not an organization described
grant. This request can be filed by the grantee described in section 40,000 in section 170(b)(1)(A)(vi).
organization with the Manager, EO Determina- 170(b)(1)(A)(vi)) . . . . . . . . . . . . .
tions, for its area. The organization must submit Contributions . . . . . . . . . . . . . .  220,000 Example 3. O, an art museum, is recog-
all information necessary to make a determina- Total support . . . . . . . . . . . . . . . $600,000 nized as an organization described in section
tion, including information relating to the factors 501(c)(3). In 1930, O was founded in S City by
and characteristics listed in the preceding members of a single family to collect, preserve,

For tax year 2012, M’s public support is com-paragraphs. If a favorable ruling is issued, the interpret, and display to the public important
puted as follows:ruling can be relied upon by the grantor or con- works of art. O is governed by a Board of Trust-

tributor of the particular contribution in question. ees that originally consisted almost entirely of
One-third of total support . . . . . . . $200,000The issuance of the ruling will be at the sole members of the founding family. However, since

discretion of the IRS. The potential grantee or- Support from a governmental unit 1945, members of the founding family or per-
ganization should follow the procedures set out described in section 170(c)(1) . . . $40,000 sons standing in relationship to the members of
in Revenue Procedure 2011-4, Section 7 in gen- Indirect contributions from the that family described in section 4946(a)(1)(C)
eral (or any later update) to request a ruling. general public (United Way) . . . . . 40,000 through (G) have annually constituted less than

Contributions by various donorsGrants and contributions that fail to qualify one-fifth of the Board of Trustees. The remain-
(no one having made contributionsfor exclusion will affect the way the support tests ing board members are citizens of S City from a
that total more than $12,000—2%are applied. See Additional requirements (the variety of professions and occupations who rep-
of total support) . . . . . . . . . . . . . 50,000five public support factors), earlier. resent the interests and views of the people of SSix contributions (each in excessIf a ruling is requested, in addition to the City in the activities carried on by the organiza-of $12,000—2% of total support) 6

characteristics listed earlier under Characteris- tion rather than the personal or private interests× $12,000 . . . . . . . . . . . . . . . . . 72,000
tics of an unusual grant, the following factors of the founding family. O solicits contributions$202,000
may be considered by the IRS in determining if from the general public, and for the current tax
the grant or contribution is an unusual grant. year and each of the 4 tax years immediately

M’s support from governmental units and from preceding the current tax year, O has received
1. Whether the contribution was a bequest or direct and indirect contributions from the general total contributions (in small sums of less than

a transfer while living. A bequest will be
public for the 2012 tax year normally exceeds $100, none of which exceeds 2 percent of O’s

given more favorable consideration than a
one-third of M’s total support ($202,000/ total support for such period) in excess of

transfer while living.
$600,000 = 33.67 percent) for the applicable $10,000. These contributions from the general
period (2008 through 2012). M meets the public represent 25 percent of the organization’s2. Whether, before the receipt of the contribu-

tion, the organization has carried on an one-third support test for 2012 and is therefore total support for that 5-year period. For the same
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Contributions . . . . . . . . . . . . . . . $520,000period, investment income from several large $100,000 = 17% of total support). Even though it
Receipts from performances . . . . . 100,000endowment funds has constituted 75 percent of does meet the ten-percent-of-support require-

$620,000O’s total support. O expends substantially all of ment, its method of solicitation makes it ques-
Less:its annual income for its exempt purposes and tionable whether Q satisfies Regulations section
Receipts from performancesthus depends on the funds it annually solicits 1.170A-9(f)(3)(ii). Because of its method of op-
(excluded, see Support) . . . . . . . . 100,000from the public as well as its investment income erating, Q also has a greater burden of estab-

Total support . . . . . . . . . . . . . . $520,000in order to carry out its activities on a normal and lishing its publicly supported nature. Based on
continuing basis and to acquire new works of art. these facts and on Q’s failure to receiveT Community Chest (indirect support
O has, for the entire period of its existence, been favorable consideration under the remainingfrom the general public) . . . . . . . . $120,000
open to the public and more than 300,000 peo- factors of Regulations section 1.170A-9(f)(3)(iii),Two contributions (each over
ple (from S City and elsewhere) have visited the Q does not satisfy the facts and circumstances$10,400—2% of total support) 2 ×

$10,400 . . . . . . . . . . . . . . . . . . . 20,800museum in the current tax year and the 4 years test and therefore does not qualify as a publicly
Total support from general public . . $140,800immediately preceding the current tax year. supported organization.

Under these circumstances, O does not
meet the one-third support test for its current P’s support from the general public, directly and Community Trustsyear because it has received only 25 percent of indirectly, does not meet the one-third support
its total support for the applicable 5-year period test ($140,800/$520,000 = 27% of total sup- Community trusts are often established to at-
from the general public. However, under the port). However, because P receives 27 percent tract large contributions of a capital or endow-
facts set forth, O has met the 10 percent support of its total support from the general public, it ment nature for the benefit of a particular
l imi tat ion under Regulat ions sect ion meets the 10 percent support limitation under community or area. Often these contributions
1.170A-9(f)(3)(i), as well as the requirements of Regulations section 1.170A-9(f)(3)(i). P also come initially from a small number of donors.
Regulations section 1.170A-9(f)(3)(ii). Under all meets the requirements of Regulations section While the community trust generally has a gov-
of the facts set forth, O is considered as meeting 1.170A-9(f)(3)(ii). As a result of satisfying these erning body composed of representatives of the
the requirements of the facts and circumstances requirements and factors, P is considered to particular community or area, its contributions
test on the basis of satisfying Regulations sec- meet the facts and circumstances test and are often received and maintained in the form of
tion 1.170A-9(f)(3)(iii)(A) through (D). O is there- therefore qualifies as a publicly supported or- separate trusts or funds that are subject to vary-
fore publicly supported for its current tax year ganization for its current tax year and the imme- ing degrees of control by the governing body.
and the immediately succeeding tax year. diately succeeding tax year. To qualify as a publicly supported organiza-

tion, a community trust must meet the one-thirdExample 4. In 1960, the P Philharmonic Example 5. Q is recognized as an organiza- support test, explained earlier under QualifyingOrchestra was organized in T City by a local tion described in section 501(c)(3) and it is a as Publicly Supported. If it cannot meet that test,music society and a local women’s club to pres- philanthropic organization. Q was founded in it must be organized and operated so as toent to the public a wide variety of musical pro- 1965 by C for the purpose of making annual attract new and additional public or governmen-grams intended to foster music appreciation in contributions to worthy charities. C created Q as tal support on a continuous basis sufficient tothe community. P is recognized as an organiza- a charitable trust by transferring $500,000 worth meet the facts and circumstances test, also ex-tion described in section 501(c)(3). The orches- of appreciated securities to Q. plained earlier. Community trusts are generallytra is composed of professional musicians who Under the trust agreement, C and two other able to satisfy the attraction of public supportare paid by the association. Twelve perform- family members are the sole trustees of Q and requirement (as contained in the facts and cir-ances, open to the public, are scheduled each are vested with the right to appoint successor cumstances test) if they seek gifts and bequestsyear. A small admission charge is made for each trustees. In each of the current tax year and the from a wide range of potential donors in theof these performances. In addition, several per- 4 tax years immediately preceding the current community or area served, through banks orformances are staged annually without charge. tax year, Q received $15,000 in investment in- trust companies, through attorneys or other pro-
During the current tax year and the 4 tax come from its original endowment. Each year Q fessional persons, or in other appropriate ways

years immediately preceding the current tax solicits funds by operating a charity ball at C’s that call attention to the community trust as a
year, P received separate contributions of residence. Guests are invited and asked to potential recipient of gifts and bequests made
$200,000 each from A and B (not members of a make contributions of $100 per couple. During for the benefit of the community or area served.
single family) and support of $120,000 from the the 5-year period involved, $15,000 was re- A community trust, however, does not have to
T Community Chest, a public federated fun- ceived from the proceeds of these events. C and engage in periodic, community-wide, fundrais-
draising organization operating in T City. P de- his family have also made contributions to Q of ing campaigns directed toward attracting a large
pends on these funds to carry out its activities $25,000 over the 5-year period at issue. Q number of small contributions in a manner simi-
and will continue to depend on contributions of makes disbursements each year of substantially lar to campaigns conducted by a community
this type to be made in the future. P has also all of its net income to the public charities cho- chest or a united fund.
begun a fundraising campaign in an attempt to sen by the trustees.
expand its activities for the coming years. Separate trusts or funds. Any communityQ’s sources of support for the current tax

trust may be treated as a single entity, ratherP is governed by a Board of Directors com- year and the 4 tax years immediately preceding
than as an aggregation of separate funds, inposed of five individuals. A faculty member of a the current tax year are as follows:
which case all qualifying funds associated withlocal college, the president of a local music soci-
that organization (whether a trust, not-for-profitInvestment income . . . . . . . . . . . . $60,000ety, the head of a local banking institution, a

Contributions . . . . . . . . . . . . . . . $40,000 corporation, unincorporated association, or aprominent doctor, and a member of the govern-
Total support . . . . . . . . . . . . . . $100,000 combination thereof) will be treated as compo-ing body of the local Chamber of Commerce

nent parts of the organization.currently serve on the Board and represent the Contributions from the general
interests and views of the community in the public . . . . . . . . . . . . . . . . . . . . . $15,000 Single entity. To be treated as a single en-
activities carried on by P. tity, a community trust must meet all of the fol-One contribution (over $2,000—2%

For P’s current tax year, its sources of sup- lowing requirements.of total support) 1 × $2,000 . . . . . . 2,000
port are computed on the basis of the current tax Total support from general public . . $17,000

1. The organization must be commonlyyear and the 4 immediately preceding tax years,
Q’s support from the general public does not known as a community trust, fund, founda-as follows.
meet the one-third support test ($17,000/ tion, or other similar name conveying the
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concept of a capital or endowment fund to Grantors and contributors. Grantors, con- • Section 509(a)(1) organizations, described
tributors, or distributors to a community trust earlier,support charitable activities in the commu-
may rely on the public charity status, which thenity or area it serves. • Governmental units, described under Sec-
organization has claimed in a timely filed notice,

tion 509(a)(1) Organizations, earlier, and2. All funds of the organization must be sub- on or before the date the IRS informs the public
ject to a common governing instrument (or (through such means as publication in the Inter- • Persons other than Disqualified persons
a master trust or agency agreement) that nal Revenue Bulletin) that such reliance has (defined under Section 509(a)(3) Organi-
may be embodied in a single (or several) expired. However, if the grantor, contributor, or zations), later.
document(s) containing common lan- distributor acquires knowledge that the IRS has
guage. notified the community trust that it has failed to Limit on gross receipts. In computing the

establish that it is a public charity, then reliance amount of support received from gross receipts3. The organization must have a common
on the claimed status expires at the time such under (2) above, gross receipts from relatedgoverning body (or distribution committee)
knowledge is acquired. activities received from any person or from anythat either directs or, in the case of a fund

bureau or similar agency of a governmental unitdesignated for specified beneficiaries,
are includible in any tax year only to the extent

monitors the distribution of all funds exclu- Section 509(a)(2) Organizations the gross receipts are not more than the greater
sively for charitable purposes. The govern-

of $5,000 or 1% of the organization’s total sup-
Section 509(a)(2) excludes certain types ofing body must have the power in the

port in that year.
broadly based, publicly supported organizationsgoverning instrument, the instrument of
from private foundation status. Generally, antransfer, the resolutions or bylaws of the Not-more-than-one-third support test. This
organization described in section 509(a)(2) maygoverning body, a written agreement, or test will be met if an organization normally re-also fit the description of a publicly supportedotherwise— ceives no more than one-third of its support inorganization under section 509(a)(1). There are,

each tax year from the total of: a. To modify any restriction or condition on however, two basic differences. 
the distribution of funds for any speci- 1. Gross investment income, and1. For section 509(a)(2) organizations, thefied charitable purposes or to specified

term support includes items of support dis- 2. The excess (if any) of unrelated businessorganizations if in the sole judgment of
cussed earlier (under Support., in the dis- taxable income from unrelated trades orthe governing body (without the neces-
cussion of Section 509(a)(1) businesses acquired after June 30, 1975,sity of the approval of any participating
Organizations) and income from activities over the tax imposed on that income.

trustee, custodian, or agent), the restric- directly related to their exempt function.
tion or condition becomes, in effect, un- This income is not included in meeting the Gross investment income. Gross invest-
necessary, incapable of fulfillment, or support test for a publicly supported organ- ment income means the gross amount of in-
inconsistent with the charitable needs of ization under section 509(a)(1). come from interest, dividends, payments with
the community or area served, respect to securities loans, rents, and royalties,2. Section 509(a)(2) places a limit on the total

but it does not include any income that would beb. To replace any participating trustee, gross investment income and unrelated
included in computing tax on unrelated businesscustodian, or agent for breach of fiduci- business taxable income (in excess of the
income from trades or businesses.ary duty under state law, and unrelated business tax) an organization

may have, while section 509(a)(1) does Definition of normally. Both support testsc. To replace any participating trustee,
not. are computed on the basis of the nature of theetc., for failure to produce a reasonable

organization’s normal sources of support. AnTo be excluded from private foundation treat-return of net income over a reasonable
organization will be considered to have normallyment under section 509(a)(2), an organizationperiod of time. (The governing body will
met both tests for its current tax year and the taxmust meet two support tests. determine what is reasonable.)
year immediately following, if it meets those

1. The one-third support test. tests on the basis of the total support received4. The organization must prepare periodic fi-
for the current tax year and the 4 tax yearsnancial reports treating all of the funds that 2. The not-more-than-one-third support test.
immediately before the current tax year.are held by the community trust, either di-

Both these tests are designed to ensure that
rectly or in component parts, as funds of an organization excluded from private founda- Computation period for public support. If atthe organization. tion treatment is responsive to the general pub- the time of applying for tax-exempt status, an

lic, rather than to the private interests of a limitedA community trust can meet the requirement organization can reasonably be expected to
number of donors or other persons.in (3) above even if its exercise of the powers in meet the one-third support test and the

(3)(a), (b), or (c) is reviewable by an appropriate not-more-than-one-third support test during itsOne-third support test. The one-third sup-
state authority. first 5 tax years, the organization will qualify forport test will be met if an organization normally

classification as a public charity under sectionreceives more than one-third of its support inComponent part. To be treated as a com-
509(a)(2) for its first 5 years. Beginning with theeach tax year from any combination of: ponent part of a community trust (rather than as
organization’s sixth tax year, the organization

a separate trust or a not-for-profit corporation), a
will be described in section 509(a)(2) if it meets1. Gifts, grants, contributions, or membership

trust or fund: t h e  o n e - t h i r d  s u p p o r t  t e s t  a n dfees, and
not-more-than-one-third support test for its sixth1. Must be created by gift, bequest, legacy, 2. Gross receipts from admissions, sales of year (based on support received in its seconddevise, or other transfer to a community merchandise, performance of services, or through sixth tax years) or as a carryover for itstrust that is treated as a single entity (de- furnishing facilities in an activity that is not fifth tax year (based on support received in itsscribed above), and an unrelated trade or business, subject to first through fifth tax years). If the organization is

certain limits, discussed below under Limit2. May not be directly or indirectly subjected required to file Form 990 or 990-EZ, it must
on gross receipts, later.by the transferor to any material restriction establish that it meets the one-third support test

or condition with respect to the transferred and not-more-than-one-third support test eachFor this purpose, the support must be from
year on Schedule A (Form 990 or 990-EZ).assets. permitted sources, which include:
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Reasonable expectation of public support. 6. Whether membership dues for individual 4. The donee organization has received ei-
An organization that can reasonably be ex- ther an advance or final ruling or determi-(rather than institutional) members of an
pected to meet the one-third support test and nation letter classifying it as a publiclyorganization that carries on education or

supported organization and, except for annot-more-than-one-third support test under sec- other exempt activities for or on behalf of
organization operating under an advancetion 509(a)(2) during its first 5 years is one that members have been fixed at rates de-
ruling or determination letter, the organiza-can show that its organizational structure, cur- signed to make membership available to a
tion is actively engaged in a program ofrent or proposed programs and activities, and broad cross section of the public rather
activities in furtherance of its exempt pur-actual or intended method of operation can rea- than to restrict membership to a limited
pose.sonably be expected to attract the type of number of persons, and

broadly based support from the general public, 5. No material restrictions or conditions have7. Whether an organization that providespublic charities, and governmental units that is been imposed by the grantor or contributorgoods, services, or facilities is or will benecessary to meet these tests. The facts that are upon the organization in connection with
required to make its services, facilities,relevant to this determination and the weight the grant or contribution.
performances, or products available (re-accorded each fact may differ from case to case.

6. If the grant or contribution is intended forgardless of whether a fee is charged) toAn organization cannot reasonably be expected
operating expenses, rather than capitalthe general public, public charities, or gov-to meet the one-third support test and the
items, the terms and amount of the granternmental units rather than to a limitednot-more-than-one-third support test when the
or contribution are expressly limited to onenumber of persons or organizations.facts indicate that an organization is likely during
year’s operating expenses.its first 5 tax years to receive less than one-third

of its support from permitted sources or to re- Unusual grants. An unusual grant can be ex- Ruling request. If there is any doubt that aceive more than one-third of its support from
cluded from the support test computation if it: grant or contribution can be excluded as angross investment income and unrelated busi-

unusual grant, the grantee organization can re-ness taxable income. 1. Was attracted by the publicly supported quest a ruling, submitting all of the necessary
All pertinent facts and circumstances are nature of the organization, information for making a determination to the

taken into account in determining whether the
Manager, EO Determinations. The IRS has the2. Was unusual or unexpected in amount,

organizational structure, programs, or activities, sole discretion of issuing a ruling, but if aandand method of operation of an organization will favorable ruling is issued, it can be relied on by
give that organization a reasonable expectation 3. Would, because of its size, adversely af- the grantor or contributor for purposes of a chari-
that it will meet the support tests. Some pertinent fect the status of the organization as nor- table contributions deduction and by the organi-
factors considered are: mally meeting the one-third support test. zation for purposes of the exclusion for unusual

(The organization must otherwise meet the grants. The organization should follow the pro-1. Whether the organization has or will have
test in that year without benefit of the grant cedures set out in Revenue Procedure 2011-4,a governing body that is composed of per-
or contribution.) 2011-1 I.R.B. 123, available at Rev. Proc.sons having special knowledge in the par-

2011-4, (or later update) to request a ruling onticular field in which the organization is Characteristics of an unusual grant. A an unusual grant.operating or of community leaders, such
grant or contribution will be considered an unu-

as elected officials, members of the clergy, In addition to the characteristics listed above,
sual grant if the above three factors apply and it

and educators, or, in the case of a mem- the following factors may be considered by the
has all of the following characteristics. If these

bership organization, of individuals elected IRS in determining if the grant or contribution is
factors and characteristics apply, then evenunder the organization’s governing instru- an unusual grant.
without the benefit of an advance ruling, grant-ment or bylaws by a broadly based mem-
ors or contributors have assurance that they will 1. Whether the contribution was a bequest orbership,
not be considered responsible for an act that a transfer while living. A bequest will ordi-

2. Whether a substantial part of the organiza- results in an organization’s change of support narily be given more favorable considera-
tion’s initial funding is to be provided by the status. tion than a transfer while living.
general public, by public charities, or by

2. Whether, before the contribution, the or-1. The grant or contribution is not made by agovernment grants rather than by a limited
ganization carried on an actual program ofperson (or related person) who created thenumber of grantors or contributors who are
public solicitation and exempt activitiesdisqualified persons with respect to the or- organization or was a substantial contribu-
and was able to attract a significantganization, tor to the organization before the grant or
amount of public support.contribution.3. Whether a substantial proportion of the or-

3. Whether the organization may reasonablyganization’s initial funds are placed, or will 2. The grant or contribution is not made by a
be expected to attract a significant amountremain, in an endowment and whether the person (or related person) who is in a posi-
of public support after the contribution.investment of those funds is unlikely to re- tion of authority, such as a foundation
Continued reliance on unusual grants tosult in more than one-third of its total sup- manager, or who otherwise has the ability
fund an organization’s current operatingport being received from gross investment to exercise control over the organization.
expenses can be evidence that the organi-income and from unrelated business tax- Similarly, the grant or contribution is not zation cannot attract future support fromable income in excess of the tax imposed made by a person (or related person) who, the general public.on that income, because of the grant or contribution, ob-

4. Whether the organization met the one-thirdtains a position of authority or the ability to4. Whether an organization that carries on
support test in the past without the benefitotherwise exercise control over the organi-fundraising activities has developed a con-
of any exclusions of unusual grants.zation.crete plan for solicitation of funds on a

community or area-wide basis, 5. Whether the organization has a represen-3. The grant or contribution is in the form of
tative governing body.cash, readily marketable securities, or as-5. Whether an organization that carries on

sets that directly further the organization’scommunity service activities has a con-
exempt purposes, such as a gift of a paint-crete program to carry out its work in the Example 1. Y, an organization described in
ing to a museum.community, section 501(c)(3), was created by Marshall Pine,
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the holder of all the common stock in M corpora- that the $500,000 contribution from Z qualifies or transfer is a gift or contribution as distin-
guished from gross receipts from related activi-as an unusual grant.tion, Lisa, Marshall’s wife, and Edward Forest,
ties.Marshall’s business associate. The purpose of Y Under the above circumstances, even

The amount includible in computing supportwas to sponsor and equip athletic teams com- though Albert was a founder and member of the
from gifts, grants, or contributions of property orposed of underprivileged children in the commu- governing body of M, M may exclude Z’s contri-
use of property is the fair market or rental valuenity. Each of the three creators makes small bution of $500,000 in 2011 as an unusual grant
of the property at the date of the gift or contribu-cash contributions to Y. Marshall, Lisa, and Ed- under Reg. section 1.509(a)-3T(c)(3) for pur-
tion.ward have been active participants in the affairs poses of determining whether M meets the

of Y since its creation. Y regularly raises small one-third support test under section 509(a)(2)
Example. P is a local agricultural club and isamounts of contributions through fundraising for 2015.

an organization described in section 501(c)(3). Itdrives and selling admission to some of the
Gifts, contributions, and grants distin- makes awards at its annual fair for outstandingsponsored sporting events. The operations of Y

specimens of produce and livestock to en-guished from gross receipts. In determiningare carried out on a small scale, usually being
courage interest and proficiency by young peo-whether an organization normally receives morerestricted to the sponsorship of two to four base-
ple in farming and raising livestock. Most ofthan one-third of its support from permittedball teams of underprivileged children.
these awards are cash or other propertysources, include all gifts, contributions, andIn 2010, M Corporation recapitalizes and
donated by local businessmen. When thegrants received from permitted sources in thecreates a first and second class of 6 percent
awards are made, the donors are given recogni-numerator of the support fraction in each taxnonvoting preferred stock, most of which is held
tion for their donations by being identified as theyear. However, gross receipts from admissions,by Marshall and Lisa. In 2011, Marshall contrib-
donor of the award. The recognition given tosales of merchandise, performance of services,utes 49 percent of his common stock in M to Y.
donors is merely incidental to the making of theor furnishing facilities, in an activity that is not anMarshall’s contribution of M’s common stock
award to worthy youngsters. For these reasons,unrelated trade or business, are includible in the

was substantial and constitutes 90 percent of
the donations are contributions. The amount in-numerator of the support fraction in any tax year

Y’s total support for 2011. A combination of the cludible in computing support is equal to theonly to the extent that the amounts received
facts and circumstances of the determining fac- cash contributed or the fair market value of otherfrom any person or from any bureau or similar
tors preclude Marshall’s contribution of M’s com- property on the dates contributed.agency of a governmental unit are not more than
mon stock in 2011 from being excluded as an

the greater of $5,000 or 1% of support. Grants. Grants often contain certain termsunusual grant under Temp. Regulations section
and conditions imposed by the grantor. BecauseRulings or determinations of public sup-1.509(a)-3T(c)(3) for purposes of determining
of the imposition of terms and conditions, theport status. An organization may request awhether Y meets the one-third support test
frequent similarity of public purposes of grantorruling or determination letter that it is describedunder section 509(a)(2).
and grantee, and the possibility of benefit to thein section 509(a)(2). This request is made on
grantor, amounts received as grants for carryingForm 1023, or at such other time as the organi-Example 2. M was organized in 2010 to
on exempt activities are sometimes difficult tozation believes it is described in sectionpromote the appreciation of ballet in a particular
distinguish from amounts received as gross re-509(a)(2). The IRS may revoke the sectionregion of the United States. Its principal activi-
ceipts from carrying on exempt activities.509(a)(2) ruling or determination letter if, uponties consist of erecting a theater for the perform-

In distinguishing the term gross receipts fromexamination, the organization has not met theance of ballet and the organization and
the term grants, the term gross receipts meansrequirements. The IRS may also revoke the sec-operation of a ballet company. M receives a
amounts received from an activity that is not antion 509(a)(2) ruling or determination letter if thedetermination letter that it is an organization
unrelated trade or business, if a specific service,organization’s application for a ruling or determi-described in section 501(c)(3) and that it is a
facility, or product is provided to serve the directnation contained a material misstatement ofpublic charity described in section 509(a)(2).
and immediate needs of the payor rather thanfact.The governing body of M consists of nine promi-
primarily to confer a direct benefit on the generalnent unrelated citizens residing in the region Reliance by grantors or contributors.
public. In general, payments made primarily towho have either an expertise in ballet or a strong Grantors or contributors may rely on a determi-
enable the payor to realize or receive someinterest in encouraging appreciation of the art nation or ruling letter that an organization is
economic or physical benefit as a result of theform. described in section 509(a)(2) until notice of
service, facility, or product obtained will be

In 2011, Z, a private foundation, proposes to change of status of the organization is made to
treated as gross receipts by the payee.

make a grant of $500,000 in cash to M to provide the public (such as by publication in the Internal
For example, a profit-making organization,

Revenue Bulletin, or Publication 78, Cumulativesufficient capital for M to commence its activi-
primarily for its own betterment, contracts with a

List of Organizations described in section 170(c)ties. Although Albert Cedar, the creator of Z, is nonprofit organization for a service from that
of the Internal Revenue Code of 1986, either ofone of the nine members of M’s governing body, organization. Any payments received by the
which can be searched at IRS.gov.) See Rev.was one of M’s original founders, and continues nonprofit organization (whether from the
Proc. 2011-33, 2011-25 IRB 887. Publication 78to lend his prestige to M’s activities and fundrais- profit-making organization or from another non-
is only available online. Rev. Proc. 2011-33.ing efforts, Albert does not, directly or indirectly, profit) for similar services are primarily for the
However, this will not apply if the grantor orexercise any control over M. By the close of its benefit of the payor and are therefore gross
contributor was responsible for, or aware of, thefirst tax year, M also has received a significant receipts, rather than grants.
act or failure to act that resulted in the organiza-amount of support from a number of smaller Research leading to the development of tan-
tion’s loss of classification as a publicly sup-contributions and pledges from members of the gible products for the use or benefit of a payor
ported organization.general public. M charges admission to the bal- generally will be treated as a service provided to

let performances to the general public. Gifts and contributions. Any payment of serve the direct and immediate needs of the
Although the support received in 2011 will money or transfer of property without adequate payor, while basic research or studies carried on

not impact M’s status as a public charity for its consideration is considered a gift or contribution. in the physical or social sciences generally will
first 5 tax years, it will be relevant to the determi- When payment is made or property is trans- be treated as primarily to confer a direct benefit
nation of whether M meets the one-third support ferred as consideration for admissions, sales of upon the general public.
test under section 509(a)(2) for the 2015 tax merchandise, performance of services, or fur- Medicare and Medicaid payments are gross
year, using the computation period 2011 nishing facilities to the donor, the status of the receipts from the exercise or performance of an
through 2015. Within the appropriate timeframe, payment or transfer under section 170(c) deter- exempt function. The individual patient, not a

mines whether and to what extent the paymentM may submit a request for a private letter ruling governmental unit, actually controls the ultimate
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recipient of these payments. Therefore, Medi- would be subject to the greater of $5,000 or the small rental fee for the use of the facilities. Since
care and Medicaid receipts for services provided 1% limit. X is accomplishing its exempt purpose through
to each patient are included as gross receipts to the rental of the facilities, the support received

Example 2. A bureau is an operating unitthe extent they are not more than the greater of from the widows is considered gross receipts
under the administrative office of the Executive$5,000 or 1% of the organization’s total support from a related exempt activity. However, if X
Director. The subdivisions of the bureau arefor the tax year. rents part of its facilities to persons having no
Geographic Areas and Project Development relationship to X’s exempt purpose, the support

Membership fees distinguished from gross Staff. If an organization had gross receipts from received from these rentals will be considered
receipts. The fact that a membership organi- these subdivisions, the total gross receipts from gross investment income or unrelated business
zation provides services, admissions, facilities, these subdivisions would be considered gross taxable income.
or merchandise to its members as part of its receipts from the same bureau and would be
overall activities will not, in itself, result in the subject to the greater of $5,000 or the 1% limit.
classification of fees received from members as Section 509(a)(3) OrganizationsGrants from public charities. For purposesgross receipts subject to the $5,000 or 1% limit

of the one-third support test, grants receivedrather than membership fees. However, if an Section 509(a)(3) excludes from the definition of
from a section 509(a)(1) organization (publicorganization uses membership fees as a means private foundation those organizations that meet
charity) are generally includible in full in comput-of selling admissions, merchandise, services, or all of the three following requirements. 
ing the numerator of the support fraction for thatthe use of facilities to members of the general
tax year. 1. The organization must be organized andpublic who have no common goal or interest

However, if the amount received is consid-(other than the desire to buy the admissions, operated exclusively for the benefit of, to
ered an indirect contribution from one of themerchandise, services, or use of facilities), the perform the functions of, or to carry out the
public charity’s donors, it will retain its characterfees are not membership fees but are gross purposes of one or more specified organi-
as a contribution from the donor, and if, forreceipts. zations as described in sections 509(a)(1)
example, the donor is a substantial contributorOn the other hand, to the extent the basic or 509(a)(2). These section 509(a)(1) and
to the ultimate recipient, the amount is excludedpurpose of the payment is to provide support for 509(a)(2) organizations are commonly
from the numerator of the support fraction. If athe organization rather than to buy admissions, called publicly supported organizations.
public charity makes both an indirect contribu-merchandise, services, or the use of facilities,

2. The organization has one of three types oftion from its donor and an additional grant to thethe payment is a membership fee.
relationships with one or more organiza-ultimate recipient, the indirect contribution is

treated as made first. tions described in sections 509(a)(1) orBureau defined. The term bureau or similar
An indirect contribution is one that is ex- 509(a)(2). It must be: agency of a governmental unit for determining

pressly or impliedly earmarked by the donor asamounts subject to the $5,000 or 1% limit means
a. Operated, supervised, or controlled bybeing for, or for the benefit of, a particular recipi-a specialized operating unit of the executive,

one or more section 509(a)(1) orent rather than for a particular purpose.judicial, or legislative branch of government in
509(a)(2) organizations (Type I support-which business is conducted under certain rules

Method of accounting. An organization’s ing organization),and regulations. Since the term bureau refers to
support is determined under the same account-

a unit functioning at the operating, as distinct b. Supervised or controlled in connectioning method that it uses in keeping its books and
from the policy-making, level of government, it with one or more section 509(a)(1) orthat it otherwise uses to report on its Form 990
normally means a subdivision of a department of 509(a)(2) organizations (Type II sup-or 990-EZ, if it is required to file Form 990 or
government. The term would not usually include porting organization), or990-EZ. For example, if a grantor makes a grant
those levels of government that are basically

to an organization payable over a term of years, c. Operated in connection with one orpolicy-making or administrative, such as the of-
the grant will be includible in the support fraction more section 509(a)(1) or 509(a)(2) or-fice of the Secretary or Assistant Secretary of a
of the grantee organization under the account- ganizations (Type III supporting organi-department, but would consist of the highest
ing method it regularly uses in keeping its books. zation).operational level under the policy-making or ad-

ministrative levels. Gross receipts from a related activity.
3. The organization must not be controlledAmounts received from a unit functioning at When the charitable purpose of an organization

directly or indirectly by disqualified personsthe policy-making or administrative level of gov- described in section 501(c)(3) is accomplished
(defined later) other than foundation man-ernment are treated as received from one bu- through furnishing facilities for a rental fee or

reau or similar agency of the unit. Units of a loans to a particular class of persons, such as agers and other than one or more organi-
governmental agency above the operating level aged, sick, or needy persons, the support re- zations described in section 509(a)(1) or
are combined and considered a separate bu- ceived from those persons will be considered 509(a)(2).
reau for this purpose. Thus, an organization that gross receipts from a related exempt activity

Section 509(a)(3) differs from the other pro-
has gross receipts from both a policy-making or rather than gross investment income or unre-

visions of section 509 that describe a publiclyadministrative unit and an operational unit of a lated business taxable income.
supported organization. Instead of describing andepartment will be treated as having gross re- However, if the organization also furnishes
organization that conducts a particular kind ofceipts from two bureaus. For this purpose, the facilities or loans to persons who are not mem-
activity or that receives financial support fromDepartments of Air Force, Army, and Navy are bers of a particular class and furnishing the
the general public, section 509(a)(3) describesseparate departments and each has its own facilities or funds does not contribute importantly
organizations that have established certain rela-policy-making, administrative, and operating to accomplishing the organization’s exempt pur-
tionships in support of section 509(a)(1) orunits. poses, the support received from furnishing the
509(a)(2) organizations. Thus, an organizationfacilities or funds will be considered rents or
can qualify as other than a private foundationExample 1. The Bureau for Africa and the interest and will be treated as gross investment
even though it may be funded by a single donor,Bureau for Latin America are considered sepa- income or unrelated business taxable income.
family, or corporation (with certain exceptionsrate bureaus. Each is an operating unit under
described in Organizations controlled by do-the Administrator of the Agency for International Example. X, an organization described in
nors, later). This kind of funding ordinarily wouldDevelopment, a policy-making official. If an or- section 501(c)(3), is organized and operated to
indicate private foundation status, but a sectionganization had gross receipts from both of these provide living facilities for needy widows of de-

bureaus, the amount of gross receipts from each ceased servicemen. X charges the widows a 509(a)(3) organization has limited purposes and
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activities and gives up a significant degree of publicly supported organizations. If an organiza- the payor organization and the needs and re-
independence. quirements of the publicly supported organiza-tion is to qualify under this category, it also must

More than one type of relationship may exist tions to constitute supervision or control inmeet an organizational test, an operational test,
between a supporting organization and a pub- connection with the organizations.and not be controlled by disqualified persons.
licly supported organization. Any relationship, These requirements are covered later in this

Organizational and operational tests. Tohowever, must ensure that the supporting or- discussion.
qualify as a section 509(a)(3) organization (sup-ganization will be responsive to the needs or

Operated, supervised, or controlled by. porting organization), the organization must bedemands of, and will be an integral part of or
An organization that is operated, supervised, or both organized and operated exclusively for themaintain a significant involvement in, the opera-
controlled by one or more section 509(a)(1) or purposes set out in requirement (1) at the begin-tions of one or more publicly supported organi-

ning of this section. If an organization fails to509(a)(2) organizations is a Type I supportingzations.
meet either the organizational or the operationalorganization. Each of these terms, as used forThe first two relationships, operated, super-
test, it cannot qualify as a supporting organiza-vised, or controlled by and supervised or con- supporting organizations, presupposes a sub-
tion.trolled in connection with, are based on an stantial degree of direction over the policies,

existence of majority control of the governing programs, and activities of a supporting organi- Organizational test. An organization is or-
body of the supporting organization by the pub- zation by one or more publicly supported organi- ganized exclusively for one or more of the pur-
licly supported organization. They have the zations. The relationship required under any one poses specified in requirement (1) only if its
same rules for meeting the tests under require- of these terms is comparable to that of a parent articles of organization: 
ment (1) and are discussed in Category one, and subsidiary, in which the subsidiary is under
below. The operated in connection with relation- 1. Limit the purposes of the organization tothe direction of, and is accountable or responsi-
ship requires that the supporting organization be one or more of those purposes,ble to, the parent organization. This relationship
responsive to and have operational relation-

is established when a majority of the officers, 2. Do not expressly empower the organiza-ships with publicly supported organizations.
tion to engage in activities that are not indirectors, or trustees of the supporting organiza-This third relationship has different rules for
furtherance of those purposes,tion are appointed or elected by the governingmeeting the requirement (1) tests and is dis-

body, members of the governing body, officerscussed separately in Category two, later. 3. Specify (as explained later under Specified
acting in their official capacity, or the member- organizations) the publicly supported orga-

Supported organizations. Supported organi- ship of one or more publicly supported organiza- nizations on whose behalf the organization
zation means, with respect to a supporting or- tions. is operated, and
ganization described in section 509(a)(3), an A supporting organization can be operated, 4. Do not expressly empower the organiza-organization described in section 509(a)(1) or

supervised, or controlled by one or more publicly tion to operate to support or benefit any509(a)(2) for whose benefit the supporting or-
supported organizations even though its gov- organization other than the ones specifiedganization is organized and operated, or with
erning body is not made up of representatives of in item (3).respect to which the supporting organization
the specified publicly supported organizationsperforms the functions of or carries out the pur- In meeting the organizational test, the organ-for whose benefit it is operated. This occurs onlyposes of such supported organization. ization’s purposes as stated in its articles can beif it can be demonstrated that the purposes of

as broad as, or more specific than, the purposes
the publicly supported organizations are carriedOrganizations controlled by donors. Gen-

set forth in requirement (1) at the beginning of
erally, if a Type I or Type III supporting organiza- out by benefiting the specified publicly sup-

the discussion of Section 509(a)(3) Organiza-
tion supports an organization that is controlled ported organizations (discussed later under tions. Therefore, an organization that by the
by a donor, the supporting organization is Specified organizations). terms of its articles is formed for the benefit of
treated as a private foundation (rather than as a

one or more specified publicly supported organi-Supervised or controlled in connection
public charity) for purposes of the relationship

zations will, if it otherwise meets the other re-with. An organization that is supervised ortest. Type I and Type III organizations will not
quirements, be considered to have met thecontrolled in connection with one or more sec-satisfy the relationship test if they accept any
organizational test.tion 509(a)(1) or 509(a)(2) organizations is agifts or contributions from:

For example, articles stating that an organi-Type II supporting organization. The control or
zation is formed to perform the publishing func-1. Any person (other than an organization de- management of the supporting organization
tions of a specified university are enough toscribed in section 509(a)(1), (2), or (4)) must be vested in the same persons that control
comply with the organizational test. An organi-who controls, directly or indirectly, either or manage the publicly supported organization.
zation operated, supervised, or controlled by, oralone or together with persons listed in (2) In order for an organization to be supervised or
supervised or controlled in connection with, oneor (3) below, the governing body of a sup- controlled in connection with a publicly sup-
or more publicly supported organizations toported organization; ported organization, common supervision or
carry out the purposes of those organizations

control by the persons supervising or controlling2. A family member of a person described in will be considered to have met these require-
both organizations must exist to ensure that the(1), above; or ments if the purposes set forth in its articles are
supporting organization will be responsive to the similar to but no broader than the purposes set3. A 35-percent controlled entity.
needs and requirements of the publicly sup- forth in the articles of its controlling organiza-
ported organization. tions. If, however, the organization by which it is

Category one. This category includes organi-
operated, supervised, or controlled is a publiclyAn organization will not be considered super-zations either operated, supervised, or con-
supported section 501(c)(4), 501(c)(5), orvised or controlled in connection with one ortrolled by or supervised or controlled in
501(c)(6) organization, the supporting organiza-more publicly supported organizations if itconnection with organizations described in sec-
tion will be considered to have met these re-merely makes payments (mandatory or discre-tion 509(a)(1) or 509(a)(2) (which can be either
quirements if its articles require it to carry ontionary) to the publicly supported organizations.domestic or foreign).
charitable, etc., activities within the meaning ofThis is true even if the obligation to make pay-These kinds of organizations have a govern-
section 170(c)(2).ments is legally enforceable and the organiza-ing body that either includes a majority of mem-

tion’s governing instrument contains provisionsbers elected or appointed by one or more Limits. An organization is not organized ex-
requiring the distribution. These arrangementspublicly supported organizations or that consists clusively for the purposes specified in require-

of the same persons that control or manage the do not provide a sufficient connection between ment (1) if its articles expressly permit it to
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operate to support or to benefit any organization class or classes of organizations desig- 2. All foundation managers of the foundation.
nated by the articles.other than the specified publicly supported orga-

3. An owner of more than 20% of:
nizations. It will not meet the organizational test See also the rules considered under the Organi-
even though the actual operations of the organi- a. The total combined voting power of azational test, in the later discussion for organiza-
zation have been exclusively for the benefit of corporation that is (during such owner-tions in Category two.
the specified publicly supported organizations. ship) a substantial contributor to the

Operational test — permissible beneficia- foundation,Specified organizations. In order to meet ries. A supporting organization will be re-
requirement (1), an organization must be organ- b. The profits interest of a partnership thatgarded as operated exclusively to support one

is (during such ownership) a substantialized and operated exclusively to support or ben- or more specified publicly supported organiza-
contributor to the foundation, orefit one or more specified publicly supported tions only if it engages solely in activities that

organizations. The manner in which the publicly support or benefit the specified organizations. c. The beneficial interest of a trust or unin-
supported organizations must be specified in the These activities may include making payments corporated enterprise that is (during
articles will depend on whether the supporting to or for the use of, or providing services or such ownership) a substantial contribu-

facilities for, individual members of the charita-organization is operated, supervised, or con- tor to the foundation.
ble class benefited by the specified publicly sup-trolled by or supervised or controlled in connec-
ported organization.tion with the organizations or whether it is 4. A member of the family of any of the indi-

operated in connection with the organizations. For example, a supporting organization may viduals just listed.
make a payment indirectly through another un-Generally, the articles of the supporting or-

5. A corporation of which more than 35% ofrelated organization to a member of a charitableganization must designate each of the specified the total combined voting power is ownedclass benefited by a specified publicly supportedorganizations by name, unless: by persons just listed.organization, but only if the payment is a grant to
1. The supporting organization is operated, an individual rather than a grant to an organiza- 6. A partnership of which more than 35% of

supervised, or controlled by or supervised tion. Similarly, an organization will be regarded the profits interest is owned by persons
as operated exclusively to support or benefit oneor controlled in connection with one or described in (1), (2), (3), or (4).
or more specified publicly supported organiza-more publicly supported organizations and

7. A trust, or estate, of which more than 35%tions even if it supports or benefits a sectionthe articles of organization of the support-
of the beneficial interest is owned by per-501(c)(3) organization, other than a privateing organization require that it be operated
sons described in (1), (2), (3), or (4).foundation, that is operated, supervised, or con-to support or benefit one or more benefi-

trolled directly by or in connection with a publicly Remember, however, that foundation man-ciary organizations that are designated by
supported organization, or an organization that agers and publicly supported organizations areclass or purpose and include:
is a publicly owned college or university. How- not disqualified persons for purposes of the third

a. The publicly supported organizations ever, an organization will not be regarded as one requirement under section 509(a)(3).
that is operated exclusively to support or benefitreferred to above (without designating If a person who is a disqualified person with
a publicly supported organization if any part ofthe organizations by name), or respect to a supporting organization, such as a
its activities is in furtherance of a purpose other substantial contributor, is appointed or desig-b. publicly supported organizations that than supporting or benefiting one or more speci- nated as a foundation manager of the support-are closely related in purpose or func- fied publicly supported organizations. ing organization by a publicly supportedtion to those publicly supported organi-

beneficiary organization to serve as the repre-Operational test — permissible activities.zations, or
sentative of the publicly supported organization,A supporting organization does not have to pay
that person is still a disqualified person, ratherits income to the publicly supported organiza-2. A historic and continuing relationship ex-
than a representative of the publicly supportedtions to meet the operational test. It can satisfyists between the supporting organization
organization.the test by using its income to carry on an inde-and the publicly supported organizations,

An organization is considered controlled forpendent activity or program that supports orand because of this relationship, a sub-
this purpose if the disqualified persons, by com-benefits the specified publicly supported organi-stantial identity of interests has developed
bining their votes or positions of authority, canzations. All such support, however, must be lim-between the organizations.
require the organization to perform any act thatited to permissible beneficiaries described

If a supporting organization is operated, su- significantly affects its operations or can preventearlier. The supporting organization also may
pervised, or controlled by, or is supervised or the organization from performing the act. Thisengage in fundraising activities, such as solicita-

includes, but is not limited to, the right of anycontrolled in connection with, one or more pub- tions, fundraising dinners, and unrelated trade
substantial contributor or spouse to designatelicly supported organizations, it will not fail the or business, to raise funds for the publicly sup-
annually the recipients from among the publiclytest of being organized for the benefit of speci- ported organizations or for the permissible ben-
supported organizations of the income from hiseficiaries.fied organizations solely because its articles: 
or her contribution. Except as explained under

1. Permit the substitution of one publicly sup- Absence of control by disqualified persons. Proof of independent control, next, a supporting
ported organization within a designated The third requirement an organization must organization will be considered to be controlled

meet to qualify as a supporting organizationclass for another publicly supported organ- directly or indirectly by one or more disqualified
requires that the organization not be controlledization either in the same or a different persons if the voting power of those persons is
directly or indirectly by one or more disqualifiedclass designated in the articles, 50% or more of the total voting power of the
persons (other than foundation managers or one organization’s governing body, or if one or more

2. Permit the supporting organization to oper- or more publicly supported organizations). of those persons have the right to exercise veto
ate for the benefit of new or additional pub-

power over the actions of the organization.Disqualified persons. For the purposes oflicly supported organizations of the same
Thus, if the governing body of a foundation isthe rules discussed in this publication, the fol-or a different class designated in the arti-

composed of five trustees, none of whom has alowing persons are considered disqualified per-cles, or
veto power over the actions of the foundation,sons: 

3. Permit the supporting organization to vary and no more than two trustees are at any time
the amount of its support among different 1. All substantial contributors to the founda- disqualified persons, the foundation is not con-
publicly supported organizations within the tion. sidered controlled directly or indirectly by one or
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more disqualified persons by reason of this fact supported organizations and it is operated in organizations have a significant voice in the in-
alone. However, all pertinent facts and circum- vestment policies of the supporting organiza-connection with that type of organization or or-
stances (including the nature, diversity, and in- tion, the timing of grants and the manner ofganizations, then its articles of organization
come yield of an organization’s holdings, the making them, the selection of recipients, andmust designate the specified organizations by
length of time particular stocks, securities, or generally the use of the income or assets of thename to satisfy the test. But a supporting organi-
other assets are retained, and its manner of supporting organization.zation that has one or more specified organiza-
exercising its voting rights with respect to stocks tions designated by name in its articles will not Notification requirement. In each tax year,in which members of its governing body also fail the organizational test solely because its the Type III supporting organization must notifyhave some interest) are considered in determin- articles: each supported organization of its support anding whether a disqualified person does in fact

provide each supported organization with anyindirectly control an organization. 1. Permit a publicly supported organization
information that may be required by the IRS, bythat is designated by class or purposeProof of independent control. An organi- way of regulation or otherwise, designed to en-rather than by name to be substituted forzation is permitted to establish to the satisfaction sure that the supporting organization remainsthe publicly supported organization or or-of the IRS that disqualified persons do not di- responsive to the needs and demands of theganizations designated by name in the arti-rectly or indirectly control it. For example, in the supported organization.

cles, but only if the substitution iscase of a religious organization operated in con-
conditioned upon the occurrence of annection with a church, the fact that the majority Integral-part test. The organization will meet
event that is beyond the control of the sup-of the organization’s governing body is com- this test if it maintains a significant involvement
porting organization, such as loss of ex-posed of lay persons who are substantial con- in the operations of one or more publicly sup-
emption, substantial failure ortributors to the organization will not disqualify ported organizations and these organizations
abandonment of operations, or dissolutionthe organization under section 509(a)(3) if a are in turn dependent upon the supporting or-
of the organization or organizations desig-representative of the church, such as a bishop or ganization for the type of support that it provides.

other official, has control over the policies and nated in the articles, To meet this test, either of the following must be
decisions of the organization.

satisfied.2. Permit the supporting organization to oper-
ate for the benefit of an organization that isCategory two. This category includes organi-

1. The activities engaged in for, or on behalfnot a publicly supported organization, butzations operated in connection with one or more
of, the publicly supported organizations areonly if the supporting organization is cur-organizations described in section 509(a)(1) or
activities to perform the functions of or torently operating for the benefit of a publicly509(a)(2). These organizations are Type III sup-
carry out the purposes of the organiza-supported organization and the possibilityporting organizations. They cannot be operated
tions, and, but for the involvement of theof its operating for the benefit of other thanin connection with any supported organization
supporting organization, would normally bethat is not organized in the United States. How- a publicly supported organization is re-
engaged in by the publicly supported orga-ever, for a supporting organization that supports mote, or
nizations themselves, ora foreign organization on August 17, 2006, this

3. Permit the supporting organization to vary
does not apply until the first day of the organiza- 2. The supporting organization makes pay-the amount of its support between differenttion’s third tax year beginning after August 17, ments of substantially all of its income to,designated organizations, as long as it2006. or for the use of, publicly supported organi-meets the requirements of the integral-partThis kind of section 509(a)(3) organization is zations, and the amount of support re-test (discussed later) with respect to atone that has certain types of operational rela- ceived by one or more of these publicly

least one beneficiary organization.tionships. If an organization is to qualify as a supported organizations is enough to en-
section 509(a)(3) organization because it is op- If the beneficiary organization referred to in sure the attentiveness of these organiza-
erated in connection with one or more publicly (2) is not a publicly supported organization, the tions to the operations of the supporting
supported organizations, it must not be con- supporting organization will not meet the opera- organization.
trolled by disqualified persons (as described tional test. Therefore, if a supporting organiza-

If item (2) is being relied on, a substantialearlier) and it must meet an organizational test, tion substituted a beneficiary other than a
amount of the total support of the supportinga responsiveness test, an integral-part test, and publicly supported organization and operated in
organization also must go to those publicly sup-an operational test. support of that beneficiary, the supporting or-
ported organizations that meet the attentiveness

ganization would not be one described in sec-Organizational test. This test requires that requirement with respect to the supporting or-
tion 509(a)(3).the organization, in its governing instrument: ganization. Except as explained in the next par-

Method two. If a historic and continuing re- agraph, the amount of support received by a
1. Limit its purposes to supporting one or

lationship exists between the supporting organi- publicly supported organization must represent
more publicly supported organizations,

zation and the publicly supported organizations, a large enough part of the organization’s total
2. Designate the organizations operated, su- support to ensure such attentiveness. In apply-and because of this relationship, a substantial

pervised, or controlled by, and ing this, if the supporting organization makesidentity of interests has developed between the
payments to, or for the use of, a particular de-organizations, then the articles of organization3. Not have express powers inconsistent with
partment or school of a university, hospital, orwill not have to designate the specified organi-these purposes.
church, the total support of the department orzation by name.

These tests apply to all supporting organiza- school must be substituted for the total support
tions. of the beneficiary organization.Responsiveness test. An organization will

In the case of an organization that is oper- meet this test if it is responsive to the needs or Even when the amount of support received
ated in connection with one or more publicly demands of the publicly supported organiza- by a publicly supported beneficiary organization
supported organizations, however, the designa- tions. To meet this test, the publicly supported does not represent a large enough part of the
tion requirement under the organizational test organizations must elect, appoint, or maintain a beneficiary organization’s total support, the
can be satisfied using either of the following two close and continuous working relationship with amount of support received from a supporting
methods. the officers, directors, or trustees of the support- organization may be large enough to meet the

ing organization; consequently, the officers, di- requirements of item (2) of the integral-part testMethod one. If an organization is organized
rectors, or trustees of the publicly supported if it can be demonstrated that, in order to avoidand operated to support one or more publicly
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the interruption of a particular function or activ- under Qualifying as Publicly Supported) have If the supporting organization makes distribu-
ity, the beneficiary organization will be suffi- limited applicability to organizations operated in tions to more than one organization, the amount
ciently attentive to the operations of the connection with one or more publicly supported of gross investment income considered distrib-
supporting organization. This may occur when organizations. This is because the operational uted will be prorated among the distributees.
either the supporting organization or the benefi- requirements of the integral-part test, just dis- Also, treat amounts paid by an organization
ciary organization earmarks the support re- cussed, generally are more specific than the to provide goods, services, or facilities for the
ceived from the supporting organization for a general rules found for the operational test in the direct benefit of an organization seeking section
particular program or activity, even if the pro- preceding category. However, a supporting or- 509(a)(2) status (rather than for the direct bene-
gram or activity is not the beneficiary organiza- ganization can fail both the integral-part test and fit of the general public) in the same manner as
tion’s primary program or activity, as long as the the operational test if it conducts activities of its amounts received by the latter organization.
program or activity is a substantial one. own that do not constitute activities or programs These amounts will be treated as gross invest-

All factors, including the number of beneficia- that would, but for the supporting organization, ment income to the extent they are gross invest-
ries, the length and nature of the relationship have been conducted by any publicly supported ment income of the organization spending the
between the beneficiary and supporting organi- organization named in the supporting organiza- amounts. An organization seeking section
zation, and the purpose to which the funds are tion’s governing instrument. A similar result oc- 509(a)(2) status must file a separate statement
put, will be considered in determining whether curs for such activities or programs that would with its annual information return, Form 990 or
the amount of support received by a publicly not have been conducted by an organization 990-EZ, listing all amounts received from sup-
supported beneficiary organization is large with which the supporting organization has es- porting organizations.
enough to ensure the attentiveness of the or- tablished an historic and continuing relationship.
ganization to the operations of the supporting

Relationships created for avoidance pur-
Supporting other than section 501(c)(3) or-organization.

poses. If a relationship between an organiza-
ganizations. An organization operated in con-Normally, the attentiveness of a beneficiary

tion seeking section 509(a)(3) status and an
junction with a social welfare organization, labororganization is motivated by the amounts re-

organization seeking section 509(a)(2) status isor agricultural organization, business league,ceived from the supporting organization. Thus,
established or used to avoid classification as achamber of commerce, or other organizationthe more substantial the amount involved, in
private foundation with respect to either organi-described in section 501(c)(4), 501(c)(5), orterms of a percentage of the publicly supported
zation, then the character and amount of sup-501(c)(6) may qualify as a supporting organiza-organization’s total support, the greater the like-
port received by the section 509(a)(3)tion under section 509(a)(3) and therefore notlihood that the required degree of attentiveness
organization will be attributed to the sectionbe classified as a private foundation if both thewill be present. However, in determining
509(a)(2) organization for purposes of determin-following conditions are met.whether the amount received from the support-
ing whether the latter meets the support testsing organization is large enough to ensure the
under section 509(a)(2). If this type of relation-1. The supporting organization must meet allattentiveness of the beneficiary organization to
ship is established or used between an organi-the requirements previously specified (thethe operations of the supporting organization

organizational tests, the operational test, zation seeking 509(a)(3) status and two or more(including attentiveness to the nature and yield
and one of the relationship tests and not organizations seeking 509(a)(2) status, theof the supporting organization’s investments),
be controlled by disqualified persons). amount and character of support received by theevidence of actual attentiveness by the benefi-

former organization will be prorated among theciary organization is of almost equal importance. 2. The section 501(c)(4), 501(c)(5), or
latter organizations.Imposing this requirement is merely one of 501(c)(6) organization would be described

In determining whether a relationship existsthe factors in determining whether a supporting in section 509(a)(2) if it was a charitable
between an organization seeking 509(a)(3) sta-organization is complying with the attentiveness organization described in section
tus (supporting organization) and one or moretest. The absence of this requirement will not 501(c)(3). This provision allows separate
organizations seeking 509(a)(2) status (benefi-preclude an organization from classification as a charitable funds of certain noncharitable

supporting organization if it complies with the ciary organizations) for the purpose of avoidingorganizations to be described in section
other factors. private foundation status, all pertinent facts and509(a)(3) if the noncharitable organizations

However, when none of the beneficiary orga- circumstances will be taken into account. Thereceive their support and otherwise oper-
nizations are dependent upon the supporting following facts may be used as evidence thatate in the manner specified by section
organization for a large enough amount of their such a relationship was not established or509(a)(2).
support, the requirements of item (2) of the inte- availed of to avoid classification as a private
gral-part test will not be satisfied, even though foundation. Special rules of attribution. To determine
the beneficiary organizations have enforceable

whether  an organizat ion meets  the 1. The supporting organization is operated torights against the supporting organization under
not-more-than-one-third support test in section support or benefit several specified benefi-state law.
509(a)(2), amounts received by the organization ciary organizations.If an organization cannot meet the require-
from an organization that seeks to be a section

ments of item (2) of the integral-part test for its 2. The beneficiary organization has a sub-509(a)(3) organization because of its support of
current tax year solely because the amount re- stantial number of dues-paying membersthe organization are deemed gross investment
ceived by one or more of the beneficiaries from who have an effective voice in the man-income (rather than gifts or contributions) to the
the supporting organization is no longer large agement of both the supporting and theextent they are gross investment income of the
enough, it can still qualify under the integral-part

beneficiary organizations.distributing organization. (This rule also applies
test if it can establish that it has met the require-

to amounts received from a charitable trust, cor- 3. The beneficiary organization is composedments of item (2) of the integral-part test for any
poration, fund, association, or similar organiza- of several membership organizations, each5-year period and that there has been an historic
tion that is required by its governing instrument

of which has a substantial number of mem-and continuing relationship of support between
or otherwise to distribute, or that normally does

the organizations between the end of the 5-year bers, and the membership organizations
distribute, at least 25% of its adjusted net in-

period and the tax year in question. have an effective voice in the management
come to the organization, and whose distribution

of the supporting and beneficiary organiza-
normally comprises at least 5% of its adjustedOperational test. The requirements for meet-

tions.
net income.) All income that is gross investmenting the operational test for organizations oper-

4. The beneficiary organization receives aincome of the distributing organization will beated, supervised, or controlled by publicly
substantial amount of support from theconsidered distributed first by that organization.supported organizations (discussed earlier,
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general public, public charities, or govern- b. The organization’s support information in section 509(a)(1), 509(a)(2), or
for the past 5 completed tax years, us- 509(a)(3), ormental grants.
ing the organization’s method of ac-

2. Was in part responsible for, or was aware5. The supporting organization uses its funds
counting used to complete the Form

of, the act, the failure to act, or the sub-to carry on a meaningful program of activi- 990 or Form 990-EZ for such years.
stantial and material change on the part ofties to support or benefit the beneficiary This information can be provided to the
the organization that gave rise to the revo-organization and, if the supporting organi- IRS on a completed Schedule A (Form
cation.zation were a private foundation, this use 990 or 990-EZ).

would be sufficient to avoid the imposition
of the tax on failure to distribute income. The request must be signed under penalties

Section 509(a)(4) Organizationsof perjury by an authorized official and mailed to:6. The operations of the beneficiary and sup-
porting organizations are managed by dif- Section 509(a)(4) excludes from classificationIRS-TEGE
ferent persons, and each organization as private foundations those organizations thatAttn: Correspondence Unit, Room 4024

qualify under section 501(c)(3) as organized andperforms a different function. P.O. Box 2508
operated for the purpose of testing products forCincinnati, OH 45201

7. The supporting organization is not able to
public safety. Generally, these organizations

exercise substantial control or influence test consumer products to determine their ac-The organization will receive a determinationover the beneficiary organization because ceptability for use by the general public.letter indicating whether the change in publicthe beneficiary organization receives sup-
charity classification has been made. There isport or holds assets that are disproportion-
no user fee for this determination letter.ately large in comparison with the support Loss of qualification as publicFor more information about applying for sec-received or assets held by the supporting charitytion 501(c)(3) status see Life Cycle of a Private

organization.
Foundation at IRS.gov. If your public charity no longer qualifies as a

public charity under section 501(a)(1)-(4), it be-Classification under section 509(a). If an or-Effect on 509(a)(3) organizations. If a bene- comes a private foundation. You must file Formganization is described in section 509(a)(1), andficiary organization fails to meet either of the 990-PF, Return of Private Foundation or Sectionis also described in either Section 509(a)(2) orsupport tests of section 509(a)(2) due to these 4947(a)(1) Nonexempt Charitable Trust TreatedSection 509(a)(3), it will be treated as a sectionprovisions, and the beneficiary organization is as a Private Foundation.509(a)(1) organization.one for whose support the organization seeking
The organization will receive a determinationsection 509(a)(3) status is operated, then the Private Operatingletter indicating whether the change in public

supporting organization will not be considered to
charity classification has been made. There is Foundationsbe operated exclusively to support or benefit
no user fee for this determination letter.

one or more section 509(a)(1) or 509(a)(2) orga-
Some private foundations qualify as private op-

nizations and therefore would not qualify for Reliance by grantors and contributors. erating foundations. These are types of private
section 509(a)(3) status. Once an organization has received a ruling or foundations that, although lacking general pub-

determination letter classifying it as an organiza- lic support, make qualifying distributions directly
Request change in public charity classifica- tion described in Section 509(a)(1), Section for the active conduct of their educational, chari-
tion. A section 501(c)(3) tax-exempt organiza- 509(a)(2), or Section 509(a)(3), the treatment of table, and religious purposes, as distinct from
tion seeking to change its public charity grants and contributions and the status of grant- merely making grants to other organizations for
classification from a section 509(a)(3) support- ors and contributors to the organization will gen- these purposes.

erally not be affected by reason of a latering organization to a section 509(a)(1) or
Most of the restrictions and requirementsrevocation by the IRS of the organization’s clas-509(a)(2) organization has to submit a written

that apply to private foundations also apply tosification until the date on which notice ofrequest for a determination as to public charity
private operating foundations. However, therechange of status is made to the public (generallystatus under Rev. Proc. 2011-4. This request
are advantages to being classified as a privateby publication in the Internal Revenue Bulletin)has to include the following:
operating foundation. For example, a privateor another applicable date, if any, specified in
operating foundation (as compared to a private1. A subject line or other indicator on the first the public notice. In appropriate cases, however,
foundation) can be the recipient of grants from apage of the request in bold, underlined, or the treatment of grants and contributions and
private foundation without having to distributein capital letters indicating “REQUEST the status of grantors and contributors to an
the funds received currently within 1 year, andorganization described in Section 509(a)(1),FOR DETERMINATION AS TO PUBLIC
the funds nevertheless may be treated as quali-Section 509(a)(2), or Section 509(a)(3) may beCHARITY STATUS”;
fying distributions by the donating private foun-affected pending verification of the continued

2. A statement requesting reclassification dation; charitable contributions to a privateclassification of the organization. Notice to this
from section 509(a)(3) to another public operating foundation qualify for a higher charita-effect will be made in a public announcement by

ble deduction limit on the donor’s tax return; andcharity classification under sections the IRS. In these cases, the effect of grants and
the excise tax on net investment income does509(a)(1) and 170(b)(1)(A)(vi) or section contributions made after the date of the an-
not apply to an exempt operating foundation.509(a)(2); and nouncement will depend on the statutory qualifi-

cation of the organization as an organization A private operating foundation is any private3. Either:
described in section Section 509(a)(1), Section foundation that meets the assets test, the sup-

a. A copy of the organization’s signed 509(a)(2), or Section 509(a)(3). port test, or the endowment test, and makes
Form 990, Parts I through XII or Form qualifying distributions directly, for the active

The preceding paragraph shall not ap-
conduct of its activities for which it was organ-990-EZ, Parts I through VI, with the

ply if the grantor or contributor: 
ized, of substantially all (85% or more) of thecompleted Schedule A (Form 990 or

CAUTION
!

lesser of its:990-EZ), Public Charity Status and
Public Support, as filed with the IRS for 1. Had knowledge of the revocation of the

1. Adjusted net income, orthe tax year immediately before the tax ruling or determination letter classifying the
year in which the request is made; or organization as an organization described 2. Minimum investment return.
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Assets test. A private foundation will meet exempt operating foundation for the tax year is the general public or any segment thereof
(grass roots lobbying), andthe assets test if substantially more than half any private foundation that: 

(65% or more) of its assets are: 
2. Any attempt to influence any legislation1. Is an operating foundation, as described

through communication with any member1. Devoted directly to the active conduct of its previously,
or employee of a legislative body or withexempt activity, to a functionally related

2. Has been publicly supported for at least 10 any government official or employee whobusiness, or to a combination of the two,
tax years or was an operating foundation may participate in the formulation of legis-

2. Stock of a corporation that is controlled by on January 1, 1983, or for its last tax year lation (direct lobbying).
the foundation (by ownership of at least ending before January 1, 1983,

However, the term attempting to influence legis-80% of the total voting power of all classes
3. Has a governing body that, at all times lation does not include the following activities. of stock entitled to vote and at least 80% of

during the tax year, is broadly representa-
the total shares of all other classes of 1. Making available the results of nonpartisantive of the general public and consists of
stock) and substantially all (at least 85%) analysis, study, or research.individuals no more than 25% of whom are
the assets of which are devoted as pro-

disqualified individuals, and 2. Examining and discussing broad social,vided above, or
economic, and similar problems.4. Does not have any officer, at any time dur-

3. Any combination of (1) and (2).
ing the tax year, who is a disqualified indi- 3. Providing technical advice or assistance

This test is intended to apply to organizations vidual. (where the advice would otherwise consti-
such as museums and libraries. tute the influencing of legislation) to a gov-The foundation must obtain a ruling letter from

ernmental body or to a committee or otherSupport test. A private foundation will meet the IRS recognizing this special status.
subdivision thereof in response to a writtenthe support test if: 

New organization. If you are applying for rec- request by that body or subdivision.
1. Substantially all (at least 85%) of its sup- ognition of exemption as an organization de-

4. Appearing before, or communicating with,port (other than gross investment income) scribed in section 501(c)(3) and you wish to
any legislative body about a possible deci-is normally received from the general pub- establish that your organization is a private op-
sion of that body that might affect the exis-lic and five or more unrelated exempt orga- erating foundation, you should complete Part X
tence of the organization, its powers andnizations, of your exemption application (Form 1023).
duties, its tax-exempt status, or the deduc-

2. Not more than 25% of its support (other tion of contributions to the organization.
than gross investment income) is normally

5. Communicating with a government officialreceived from any one exempt organiza-
or employee, other than:Lobbying Expenditurestion, and

a. A communication with a member or em-3. Not more than 50% of its support is nor- In general, if a substantial part of the activities of
ployee of a legislative body (when themally received from gross investment in- your organization consists of carrying on propa-
communication would otherwise consti-come. ganda or otherwise attempting to influence leg-
tute the influencing of legislation), or

islation, your organization’s exemption fromThis test is intended to apply to special-purpose
b. A communication with the principal pur-federal income tax will be denied. However, afoundations, such as learned societies and as-

pose of influencing legislation.public charity (other than a church, an integratedsociations of libraries.
auxiliary of a church or of a convention or asso-

Endowment test. A foundation will meet Also excluded are communications between anciation of churches, or a member of an affiliated
the endowment test if it normally makes qualify- organization and its bona fide members aboutgroup of organizations that includes a church,
ing distributions directly for the active conduct of legislation or proposed legislation of direct in-etc.) may avoid this result. Such a charity can
its exempt function of at least two-thirds of its terest to the organization and the members,elect to replace the substantial part of activities
minimum investment return. unless these communications directly en-test with a limit defined in terms of expenditures

The minimum investment return for any pri- courage the members to attempt to influencefor influencing legislation. Private foundations
vate foundation for any tax year is 5% of the legislation or directly encourage the memberscannot make this election.
excess of the total fair market value of all assets to urge nonmembers to attempt to influence
of the foundation (other than those used directly Making the election. Use Form 5768, Elec- legislation, as explained earlier.
in the active conduct of its exempt purpose) over tion/Revocation of Election By an Eligible Sec-

Lobbying expenditures limits. If a publicthe amount of indebtedness incurred to acquire tion 501(c)(3) Organization To Make
charitable organization makes the election to beExpenditures To Influence Legislation, to makethose assets.
subject to the lobbying expenditures limits rulesthe election. The form must be signed and post-In determining whether the amount of quali-
(instead of the substantial part of activities test),marked within the first tax year to which it ap-fying distributions is at least two-thirds of the
it will not lose its tax-exempt status under sec-plies. If the form is used to revoke the election, itorganization’s minimum investment return, the
tion 501(c)(3), unless it normally makes:must be signed and postmarked before the firstorganization is not required to trace the source

day of the tax year to which it applies.of the expenditures to determine whether they • Lobbying expenditures that are more than
Eligible section 501(c)(3) organizations thatwere derived from investment income or from 150% of the lobbying nontaxable amount

have made the election to be subject to the limitscontributions. for the organization for each tax year, or
on lobbying expenditures must use Part II-A ofThis test is intended to apply to organizations • Grass roots expenditures that are moreSchedule C (Form 990 or 990-EZ) to figuresuch as research organizations that actively

than 150% of the grass roots nontaxablethese limits.conduct charitable activities but whose personal
amount for the organization for each tax

services are so great in relationship to charitable
year.Attempting to influence legislation. At-assets that the cost of those services cannot be

tempting to influence legislation, for this pur-met out of small endowments. See Tax on excess expenditures to influence
pose, means: legislation, later, in this section.

Exempt operating foundations. The ex-
1. Any attempt to influence any legislationcise tax on net investment income does not Lobbying expenditures. These are any

through an effort to affect the opinions ofapply to an exempt operating foundation. An expenditures that are made for the purpose of
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attempting to influence legislation, as discussed Note. These elective provisions for lobbying 2. The amount by which the grass roots ex-
activities by public charities do not apply to a penditures made by the organization dur-earlier under Attempting to influence legislation.
church, an integrated auxiliary of a church or of a ing the tax year are more than the grass

Grass roots expenditures. This term re-
convention or association of churches, or a roots nontaxable amount for the organiza-

fers only to those lobbying expenditures that are member of an affiliated group of organizations tion for that tax year.
made to influence legislation by attempting to that includes a church, etc., or a private founda-

Eligible organizations that have made the elec-affect the opinions of the general public or any tion. Moreover, these provisions will not apply to
tion to be subject to the limits on lobbying expen-segment thereof. any organization for which an election is not in
ditures and that owe the tax on excess lobbying

effect.Lobbying nontaxable amount. The lobby- expenditures (as computed in Part II-A of
ing nontaxable amount for any organization for Schedule C (Form 990)) must file Form 4720 to

Expenditures of affiliated organizations. Ifany tax year is the lesser of $1,000,000 or: report and pay the tax.
two or more section 501(c)(3) organizations are

Organization that no longer qualifies. Anmembers of an affiliated group of organizations1. 20% of the exempt purpose expenditures if
organization that no longer qualifies for exemp-and at least one of these organizations hasthe exempt purpose expenditures are not
tion under section 501(c)(3) because of sub-made the election regarding the treatment ofover $500,000,
stantial lobbying activities will not at any timecertain lobbying expenditures, then the determi-

2. $100,000 plus 15% of the excess of the thereafter be treated as an organization de-nation as to whether excess lobbying expendi-
exempt purpose expenditures over scribed in section 501(c)(4). This provision,tures have been made and the determination as
$500,000 if the exempt purpose expendi- however, does not apply to certain organizationsto whether the expenditure limits, described ear-
tures are over $500,000 but not over (churches, etc.) that cannot make the electionlier, have been exceeded by more than 150%
$1,000,000, discussed earlier.will be made as though the affiliated group is one

organization.3. $175,000 plus 10% of the excess of the Tax on disqualifying lobbying expenditures.If the group has excess lobbying expendi-exempt purpose expenditures over The law imposes a tax on certain organizations iftures, each organization for which the election is$1,000,000 if the exempt purpose expendi- they no longer qualify under section 501(c)(3) byeffective for the year will be treated as an organi-tures are over $1,000,000 but not over reason of having made disqualifying lobbyingzation that has excess lobbying expenditures in$1,500,000, or expenditures. An additional tax may be imposedan amount that equals the organization’s pro-
on the managers of those organizations.4. $225,000 plus 5% of the excess of the portionate share of the group’s excess lobbying

exempt purpose expenditures over expenditures. Further, if the expenditure limits Tax on organization. Organizations that
$1,500,000 if the exempt purpose expendi- described in this section are exceeded by more lose their exemption under section 501(c)(3)
tures are over $1,500,000. than 150%, each organization for which the due to lobbying activities generally will be sub-

election is effective for that year will lose its ject to an excise tax of 5% of the lobbying expen-The term exempt purpose expenditures
tax-exempt status under section 501(c)(3). ditures. The tax does not apply to privatemeans the total of the amounts paid or incurred

foundations. Also, the tax does not apply toTwo organizations will be considered mem-(including depreciation and amortization, but not
organizations that have elected the lobbying lim-bers of an affiliated group of organizations if:capital expenditures) by an organization for the
its of section 501(h) or to churches or

tax year to accomplish its exempt purposes. In 1. The governing instrument of one of the or- church-related organizations that cannot elect
addition, it includes: ganizations requires it to be bound by deci- these limits. This tax must be paid by the organi-

sions of the other organization on zation.1. Administrative expenses paid or incurred
legislative issues, or

for the organization’s exempt purposes, Tax on managers. Managers may also be
2. The governing board of one of the organi-and liable for a 5% tax on the lobbying expenditures

zations includes persons who: that result in the disqualification of the organiza-2. Amounts paid or incurred for the purpose
tion. For the tax to apply, a manager would have

of influencing legislation, whether or not a. Are specifically designated representa- to agree to the expenditures knowing that the
the legislation promotes the organization’s tives of the other organization or are expenditures were likely to result in the organi-
exempt purposes. members of the governing board, of- zation’s not being described in section

ficers, or paid executive staff members 501(c)(3). No tax will be imposed if the man-Exempt purpose expenditures do not include
of the other organization, and ager’s agreement is not willful and is due toamounts paid or incurred to or for:

reasonable cause.b. Have enough voting power to cause or
1. A separate fundraising unit of the organi- prevent action on legislative issues by

Excise taxes on political expenditures. Thezation, or the controlled organization by combin-
law imposes an excise tax on the political expen-ing their votes.2. One or more other organizations, if the
ditures of section 501(c)(3) organizations. A

amounts are paid or incurred primarily for
two-tier tax is imposed on both the organizations

fundraising. and the managers of those organizations.Tax on excess expenditures to influence leg-
islation. If an election for a tax year is in effect Taxes on organizations. An initial tax ofGrass roots nontaxable amount. The
for an organization and that organization ex- 10% of certain political expenditures is imposedgrass roots nontaxable amount for any organi-
ceeds the lobbying expenditures limits, an ex- on a charitable organization. A second tax ofzation for any tax year is 25% of the lobbying
cise tax of 25% of the excess lobbying 100% of the expenditure is imposed if the politi-nontaxable amount for the organization for that
expenditures for the tax year will be imposed. cal expenditure that resulted in the imposition oftax year.
Excess lobbying expenditures for a tax year, in the initial (first-tier) tax is not corrected within a
this case, means the greater of: specified period. These taxes must be paid byYears for which election is effective. Once

the organization.an organization elects to come under these pro- 1. The amount by which the lobbying expen-
visions, the election will be in effect for all tax ditures made by the organization during Taxes on managers. An initial tax of 21/2%
years that end after the date of the election and the tax year are more than the lobbying of the amount of certain political expenditures
begin before the organization revokes this elec- nontaxable amount for the organization for (up to $5,000 for each expenditure) is imposed
tion. that tax year, or on a manager of an organization who agrees to
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such expenditures knowing that they are politi- 501(c)(3) organizations are covered in chapter 3 Political activity. Promoting social welfare
cal expenditures. No tax will be imposed if the of this publication. does not include direct or indirect participation or
manager’s agreement was not willful and was The Table of Contents at the beginning of intervention in political campaigns on behalf of
due to reasonable cause. A second tax of 50% this publication, as well as the Organization Ref- or in opposition to any candidate for public of-
of the expenditures (up to $10,000 for each erence Chart, may help you locate at a glance fice. However, if you submit proof that your or-
expenditure) is imposed on a manager if he or the type of organization discussed in this chap- ganization is organized exclusively to promote
she refuses to agree to a correction of the ex- ter. social welfare, it can obtain exemption even if it
penditures that resulted in the imposition of the participates legally in some political activity on
initial (first-tier) tax. For purposes of these taxes, behalf of or in opposition to candidates for public
an organization manager is generally an officer, office. See the discussion in chapter 2 under
director, trustee, or any employee having au- Political Organization Income Tax Return.501(c)(4) - Civic
thority or responsibility concerning the organiza-
tion’s political expenditures. These taxes must Social or recreational activity. If social activ-Leagues and Social
be paid by the manager of the organization. ities will be the primary purpose of your organi-

Welfare Organizations zation, you should not file an application forPolitical expenditures. Generally, political
exemption as a social welfare organization butexpenditures that will trigger these taxes are

If your organization is not organized for profit should file for exemption as a social club de-amounts paid or incurred by a section 501(c)(3)
and will be operated only to promote social wel- scribed in section 501(c)(7).organization in any participation or intervention
fare to benefit the community, you should file

in any political campaign for or against any can-
Form 1024 to apply for recognition of exemption Retirement benefit program. An organiza-didate for public office. Political expenditures
from federal income tax under section 501(c)(4). tion established by its members that has as itsinclude publication or distribution of statements
The discussion that follows describes the infor- primary activity providing supplemental retire-for these purposes. Political expenditures also
mation you must provide when applying. For ment benefits to its members or death benefitsinclude certain expenditures by organizations
application procedures, see chapter 1. to their beneficiaries does not qualify as an ex-that are formed primarily to promote the candi-

To qualify for exemption under section empt social welfare organization. It may qualifydacy (or prospective candidacy) of an individual
501(c)(4), the organization’s net earnings must under another paragraph of section 501(c) de-for public office and by organizations that are
be devoted only to charitable, educational, or pending on all the facts.effectively controlled by a candidate and are
recreational purposes. In addition, no part of the However, a nonprofit association that is es-used primarily to promote that candidate.
organization’s net earnings can inure to the ben- tablished, maintained, and funded by a local
efit of any private shareholder or individual. If theCorrection of expenditure. A correction of government to provide the only retirement bene-
organization provides an excess benefit to cer-a political expenditure is the recovery, if possi- fits to a class of employees may qualify as a
tain persons, an excise tax may be imposed.ble, of all or part of the expenditure and the social welfare organization under section
See Excise tax on excess benefit transactions,establishment of safeguards to prevent future 501(c)(4).
under Excess Benefit Transactions in chapter 5political expenditures.
for more information about this tax. Tax treatment of donations. Donations to

Status after loss of exemption for lobbying
volunteer fire companies are deductible on theExamples. Types of organizations that areor political activities. As explained earlier, an
donor’s federal income tax return, but only ifconsidered to be social welfare organizationsorganization can lose its tax-exempt status
made for exclusively public purposes. Contribu-are civic associations and volunteer fire compa-under section 501(c)(3) because of lobbying ac-
tions to civic leagues or other section 501(c)(4)nies.tivities or participation or intervention in a politi-
organizations generally are not deductible as

cal campaign on behalf of or in opposition to a Nonprofit operation. You must submit evi- charitable contributions for federal income tax
candidate for public office. If this happens to an dence that your organization is organized and purposes. They may be deductible as trade or
organization, it cannot later qualify for exemp- will be operated on a nonprofit basis. However, business expenses, if ordinary and necessary in
tion under section 501(c)(4). such evidence, including the fact that your or- the conduct of the taxpayer’s business. How-

ganization is organized under a state law relat- ever, see Deduction not allowed for dues used
ing to nonprofit corporations, will not in itself for political or legislative activities, under
establish a social welfare purpose. 501(c)(6) - Business Leagues, etc. for more in-

formation.Social welfare. To establish that your organi-
For more information on social welfare orga-zation is organized exclusively to promote social

nizations, see Life Cycle of a Social Welfarewelfare, you should submit evidence with your4. Organization at IRS.gov.application showing that your organization will
operate primarily to further (in some way) the
common good and general welfare of the people Specific Organizations
of the community (such as by bringing aboutOther Section The following information should be contained incivic betterment and social improvements).

the application form and accompanying state-An organization that restricts the use of its
ments of certain types of civic leagues or socialfacilities to employees of selected corporations501(c)
welfare organizations.and their guests is primarily benefiting a private

group rather than the community. It thereforeOrganizations does not qualify as a section 501(c)(4) organiza- Volunteer fire companies. If your organiza-
tion. Similarly, an organization formed to repre- tion wishes to obtain exemption as a volunteer
sent member-tenants of an apartment complex fire company or similar organization, you should
does not qualify, since its activities benefit the submit evidence that its members are activelyIntroduction
member-tenants and not all tenants in the com- engaged in fire fighting and similar disaster as-

This chapter contains specific information for munity. However, an organization formed to pro- sistance, whether it actually owns the fire fight-
certain organizations described in section mote the legal rights of all tenants in a particular ing equipment, and whether it provides any
501(c), other than those organizations that are community may qualify under section 501(c)(4) assistance for its members, such as death and
described in section 501(c)(3). Section as a social welfare organization. medical benefits in case of injury to them.
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If your organization does not have an inde- Benefits to members. The payment by a la-
pendent social purpose, such as providing rec- bor organization of death, sick, accident, and501(c)(5) - Labor,
reational facilities for members, it may be similar benefits to its individual members with
exempt under section 501(c)(3). In this event, funds contributed by its members, if made underAgricultural and
your organization should file Form 1023. a plan to better the conditions of the members,

does not preclude exemption as a labor organi-Horticultural
Homeowners’ associations. A membership zation. However, an organization does not qual-
organization formed by a real estate developer ify for exemption as a labor organization if it hasOrganizations
to own and maintain common green areas, no authority to represent members in job-related
streets, and sidewalks and to enforce covenants If you are a member of an organization that matters, even if it provides weekly income to its
to preserve the appearance of the development wants to obtain recognition of exemption from members in the event of a lawful strike by the
should show that it is operated for the benefit of federal income tax as a labor, agricultural, or members’ union, in return for an annual pay-
all the residents of the community. The term horticultural organization, you should submit an ment by the member.
community generally refers to a geographical application on Form 1024. You must indicate in For more information on labor organizations,unit recognizable as a governmental subdivi- your application for exemption and accompany- see Life Cycle of a Labor Organization atsion, unit, or district thereof. Whether a particu- ing statements that no part of the organization’s IRS.gov.lar association meets the requirement of net earnings will inure to the benefit of any mem-
benefiting a community depends on the facts ber. In addition, you should follow the procedure Agricultural andand circumstances of each case. Even if an area for obtaining recognition of exempt status de-
represented by an association is not a commu- Horticultural Organizationsscribed in chapter 1. Submit any additional infor-
nity, the association can still qualify for exemp- mation that may be required, as described in this

Agricultural and horticultural organizations aretion if its activities benefit a community. section.
connected with raising livestock, forestry, culti-The association should submit evidence that

areas such as roadways and park land that it vating land, raising and harvesting crops orTax treatment of donations. Contributions to
owns and maintains are open to the general aquatic resources, cultivating useful or orna-labor, agricultural, and horticultural organiza-
public and not just its own members. It also must mental plants, and similar pursuits.tions are not deductible as charitable contribu-
show that it does not engage in exterior mainte- For the purpose of these provisions, aquatictions on the donor’s federal income tax return.
nance of private homes. resources include only animal or vegetable life,However, such payments may be deductible as

A homeowners’ association that is not ex- but not mineral resources. The term harvesting,business expenses if they are ordinary and nec-
empt under section 501(c)(4) and that is a con- in this case, includes fishing and related pur-essary in the conduct of the taxpayer’s trade or
dominium management association, a suits.business. For more information about certain
residential real estate management association, Agr icul tural  organizat ions can belimits affecting the deductibility of these busi-
or a timeshare association generally can elect quasi-public in character and are often designedness expenses, see Deduction not allowed for
under the provisions of section 528 to receive dues used for political or legislative activities, to encourage the development of better agricul-
certain tax benefits that, in effect, permit it to under 501(c)(6) - Business Leagues, etc. tural and horticultural products through a system
exclude its exempt function income from its

of awards, using income from entry fees, gate
gross income.

receipts, and donations to meet the necessaryLabor Organizations
expenses of upkeep and operation. When theOther organizations. Other nonprofit organi-
activities are directed toward the improvementA labor organization is an association of workerszations that qualify as social welfare organiza-
of marketing or other business conditions in onewho have combined to protect and promote thetions include:
or more lines of business, rather than the im-interests of the members by bargaining collec-

• An organization operating an airport that is tively with their employers to secure better work- provement of production techniques or the bet-
on land owned by a local government, ing conditions. terment of the conditions of persons engaged in
which supervises the airport’s operation, agriculture, the organization must qualify for ex-To show that your organization has the pur-
and that serves the general public in an emption as a business league, board of trade, orpose of a labor organization, you should include
area with no other airport, other organization, as discussed next in the sec-in the articles of organization or accompanying

tion on 501(c)(6) organizations.statements (submitted with your exemption ap-• A community association that works to im-
plication) information establishing that the or- The primary purpose of exempt agriculturalprove public services, housing, and resi-
ganization is organized to better the conditions and horticultural organizations must be to betterdential parking; publishes a free
of workers, improve the grade of their products, the conditions of those engaged in agriculture orcommunity newspaper; sponsors a com-
and develop a higher degree of efficiency in their horticulture, develop more efficiency in agricul-munity sports league, holiday programs,
respective occupations. In addition, no net earn- ture or horticulture, or improve the products.and meetings; and contracts with a private
ings of the organization can inure to the benefitsecurity service to patrol the community, The following list contains some examples of
of any member. activities that show an agricultural or horticul-• A community association devoted to pre-

tural purpose.serving the community’s traditions, archi- Composition of membership. While a labor
tecture, and appearance by representing it 1. Promoting various cooperative agricultural,organization generally is composed of employ-
before the local legislature and administra- horticultural, and civic activities among ru-ees or representatives of the employees (in the
tive agencies in zoning, traffic, and parking ral residents by a state and county farmform of collective bargaining agents) and similar
matters, and home bureau.employee groups, evidence that an organiza-

tion’s membership consists mainly of workers• An organization that tries to encourage in- 2. Exhibiting livestock, farm products, and
does not in itself indicate an exempt purpose.dustrial development and relieve unem- other characteristic features of agriculture
You must show in your application that yourployment in an area by making loans to and horticulture.
organization has the purposes described in thebusinesses so they will relocate to the

3. Testing soil for members and nonmemberspreceding paragraph. These purposes can bearea, and
of the farm bureau on a cost basis, theaccomplished by a single labor organization act-• An organization that holds an annual festi-

ing alone or by several organizations acting to- results of the tests and other recommenda-
val of regional customs and traditions.

gether through a separate organization. tions being furnished to the community
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members to educate them in soil treat- earnings inures to the benefit of any private Stock or commodity exchange. A stock or
ment. shareholder or individual. commodity exchange is not a business league,

chamber of commerce, real estate board, or
Professional football leagues The Internal4. Guarding the purity of a specific breed of

board of trade and is not exempt under section
Revenue Code specifically defines professionallivestock.

501(c)(6).
football leagues as exempt organizations under

5. Encouraging improvements in the produc-
section 501(c)(6). They are exempt whether or Legislative activity. An organization that istion of fish on privately owned fish farms.
not they administer a pension fund for football exempt under section 501(c)(6) can work for the

6. Negotiating with processors for the price to players. enactment of laws to advance the common busi-
be paid to members for their crops. ness interests of the organization’s members.General purpose. You must indicate in the

For more information on agricultural or horti- material submitted with your application that
Deduction not allowed for dues used for po-cultural organizations, see Life Cycle of an Agri- your organization will be devoted to the improve-
litical or legislative activities. A taxpayercultural or Horticultural Organization at IRS.gov. ment of business conditions of one or more lines
cannot deduct the part of dues or other pay-of business as distinguished from the perform-
ments to a business league, trade association,ance of particular services for individual per-
labor union, or similar organization that is for anysons. It must be shown that the conditions of a
of the following activities.particular trade or the interests of the community501(c)(6) -

will be advanced. Merely indicating the name of 1. Influencing legislation.
the organization or the object of the local statuteBusiness Leagues, etc.

2. Participating or intervening in a politicalunder which it is created is not enough to
campaign for, or against, any candidate fordemonstrate the required general purpose.If your association wants to apply for recognition
public office.of exemption from federal income tax as a non- Line of business. This term generally re-

profit business league, chamber of commerce, 3. Trying to influence the general public, orfers either to an entire industry or to all compo-
real estate board, or board of trade, it should file part of the general public, with respect tonents of an industry within a geographic area. It
Form 1024. For a discussion of the procedure to elections, legislative matters, or referen-does not include a group composed of busi-
follow, see chapter 1. dums (also known as grass roots lobby-nesses that market a particular brand within an

Your organization must indicate in its appli- ing).industry.
cation form and attached statements that no part

4. Communicating directly with certain execu-Common business interest. A commonof its net earnings will inure to the benefit of any
tive branch officials to try to influence theirbusiness interest of all members of the organi-private shareholder or individual and that it is not
official actions or positions.zation must be established by the applicationorganized for profit or organized to engage in an

documents.activity ordinarily carried on for profit (even if the See Dues Used for Lobbying or Political Activi-
business is operated on a cooperative basis or ties under Required Disclosures in chapter 2 forExamples. Activities that would tend to il-
produces only sufficient income to be more information.lustrate a common business interest are:
self-sustaining).

Exception for local legislation. MembersIn addition, your organization must be prima- 1. Promotion of higher business standards
can deduct dues (or assessments) to an organi-rily engaged in activities or functions that are the and better business methods and encour-
zation that are for expenses of:basis for its exemption. It must be primarily sup- agement of uniformity and cooperation by

ported by membership dues and other income a retail merchants association, 1. Appearing before, submitting statementsfrom activities substantially related to its exempt
to, or sending communications to mem-2. Education of the public in the use of credit,purpose.
bers of a local council or similar governingA business league, in general, is an associa- 3. Establishment of uniform casualty rates
body with respect to legislation or pro-tion of persons having some common business and compilation of statistical information by
posed legislation of direct interest to theinterest, the purpose of which is to promote that an insurance rating bureau operated by
member, orcommon interest and not to engage in a regular casualty insurance companies,

business of a kind ordinarily carried on for profit. 2. Communicating information between the
4. Establishment and maintenance of the in-Trade associations and professional associa- member and the organization with respect

tegrity of a local commercial market,tions are considered business leagues. to local legislation or proposed legislation
of direct interest to the organization or the5. Operation of a trade publication primarily

Chamber of commerce. A chamber of com- member.intended to benefit an entire industry, and
merce usually is composed of the merchants

Legislation or proposed legislation is of direct6. Encouragement of the use of goods andand traders of a city.
interest to a taxpayer if it will, or can reasonablyservices of an entire industry (such as a
be expected to, affect the taxpayer’s trade orlawyer referral service whose main pur-Board of trade. A board of trade often con-
business.pose is to introduce individuals to the usesists of persons engaged in similar lines of busi-

of the legal profession in the hope thatness. For example, a nonprofit organization De minimis exception. In-house expendi-
they will enter into lawyer-client relation-formed to regulate the sale of a specified agricul- tures of $2,000 or less for the year for activities
ships on a paying basis as a result).tural commodity to assure equal treatment of (1) –  (4) listed earlier will not prevent a deduc-

producers, warehouse workers, and buyers is a tion for dues if the dues meet all other tests to be
Improvement of business conditions.board of trade. deductible as a business expense.

Generally, this must be shown to be the purposeChambers of commerce and boards of trade
of the organization. This is not established by Grass roots lobbying. A tax-exempt tradeusually promote the common economic inter-
evidence of particular services that provide a association, labor union, or similar organizationests of all the commercial enterprises in a given
convenience or economy to individual members is considered to be engaging in grass rootstrade community.
in their businesses, such as advertising that lobbying if it contacts prospective members or

Real estate board. A real estate board con- carries the name of members, interest-free calls upon its own members to contact their
sists of members interested in improving the loans, assigning exclusive franchise areas, op- employees and customers for the purpose of
business conditions in the real estate field. It is eration of a real estate multiple listing system, or urging such persons to communicate with their
not organized for profit and no part of the net operation of a credit reporting agency. elected state or Congressional representatives
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to support the promotion, defeat, or repeal of apply to a club that is an auxiliary of a fraternal not be, in and of itself, a cause for nonrecogni-
legislation that is of direct interest to the organi- beneficiary society (discussed later) if that soci- tion of exemption. However, if one membership
zation. Any dues or assessments directly related ety is described in section 501(c)(8) and exempt class pays substantially lower dues and fees
to such activities are not deductible by the tax- from tax under section 501(a) and limits its than another membership class, although both
payer, since the individuals being contacted, membership to the members of a particular re- classes enjoy the same rights and privileges in
who are not members of the organization, are a ligion. using the club facilities, there may be an inure-
segment of the general public. ment of income to the benefited class, resulting

in a denial of the club’s exemption.Private benefit prohibited. No part of the or-
ganization’s net earnings can inure to the benefitTax treatment of donations. Contributions to Support. In general, your club should be
of any person having a personal and privateorganizations described in this section are not supported solely by membership fees, dues,
interest in the activities of the organization. Fordeductible as charitable contributions on the do- and assessments. However, if otherwise enti-
purposes of this requirement, it is not necessarynor’s federal income tax return. They may be tled to exemption, your club will not be disquali-
that net earnings be actually distributed. Evendeductible as trade or business expenses if ordi- fied because it raises revenue from members
undistributed earnings can benefit members.nary and necessary in the conduct of the tax- through the use of club facilities or in connection
Examples of this include a decrease in member-payer’s business. with club activities.
ship dues or an increase in the services the clubFor more information on business leagues,
provides to its members without a correspond-see Life Cycle of a Business League (Trade

Business activities. If your club will engageing increase in dues or other fees paid for clubAssociation) on IRS.gov.
in business, such as selling real estate, timber,support. However, fixed-fee payments to mem-
or other products or services, it generally will bebers who bring new members into the club are
denied exemption. However, evidence submit-not an inurement of the club’s net earnings, if the
ted with your application form that your organi-payments are reasonable compensation for per-501(c)(7) - Social and zation will provide meals, refreshments, orformance of a necessary administrative service.
services related to its exempt purposes only toRecreation Clubs its own members or their dependents or guestsPurposes. To show that your organization
will not cause denial of exemption.possesses the characteristics of a club withinIf your club is organized for pleasure, recreation,

the meaning of the exemption law, you should Facilities open to public. Evidence thatand other similar nonprofitable purposes and
submit evidence with your application that per- your club’s facilities will be open to the generalsubstantially all of its activities are for these
sonal contact, commingling, and fellowship exist public (persons other than members or theirpurposes, it should file Form 1024 to apply for
among members. You must show that members dependents or guests) may cause denial of ex-recognition of exemption from federal income
are bound together by a common objective of emption. This does not mean, however, that anytax.
pleasure, recreation, and other nonprofitable dealing with outsiders will automatically depriveIn applying for recognition of exemption, you
purposes. a club of exemption.should submit the information described in this

Fellowship need not be present betweensection. Also see chapter 1 for the procedures to Gross receipts from nonmembership
each member and every other member of a clubfollow. sources. A section 501(c)(7) organization can
if it is a material part in the life of the organiza-Typical organizations that should file for rec- receive up to 35% of its gross receipts, including
tion. A statewide or nationwide organization thatognition of exemption as social clubs include: investment income, from sources outside of its
is made up of individual members, but is divided

membership without losing its tax-exempt sta-• College alumni associations that are not into local groups, satisfies this requirement if
tus. Income from nontraditional business activitydescribed in chapter 3 under Alumni asso- fellowship is a material part of the life of each
with members is not exempt function income,ciation, local group.
and thus is included as income from sources

The term other nonprofitable purposes• College fraternities or sororities operating outside of the membership. Of the 35% gross
means other purposes similar to pleasure andchapter houses for students, receipts listed above, up to 15% of the gross
recreation. For example, a club that, in addition

receipts can be derived from the use of the• Country clubs, to its social activities, has a plan for the payment
club’s facilities or services by the general public.

of sick and death benefits is not operating exclu-• Amateur hunting, fishing, tennis, swim- If an organization has outside income that is
sively for pleasure, recreation, and other non-ming, and other sport clubs, more than these limits, all the facts and circum-
profitable purposes.

stances will be taken into account in determining• Dinner clubs that provide a meeting place,
Limited membership. The membership in whether the organization qualifies for exemptlibrary, and dining room for members,

a social club must be limited. To show that your status.• Hobby clubs, organization has a purpose that would charac-
Gross receipts. Gross receipts, for this pur-

terize it as a club, you should submit evidence• Garden clubs, and pose, are receipts from the normal and usual
with your application that there are limits on

(traditionally conducted) activities of the club.• Variety clubs. admission to membership consistent with the
These receipts include charges, admissions,

character of the club.
membership fees, dues, assessments, invest-

Discrimination prohibited. Your organiza- A social club that issues corporate member-
ment income, and normal recurring capital gains

tion will not be recognized as tax exempt if its ship is dealing with the general public in the form
on investments. Receipts do not include initia-

charter, bylaws, or other governing instrument, of the corporation’s employees. Corporate
tion fees and capital contributions. Unusual

or any written policy statement provides for dis- members of a club are not the kind of members
amounts of income, such as from the sale of a

crimination against any person on the basis of contemplated by the law. Gross receipts from
clubhouse or similar facility, are not included in

race, color, or religion. these members would be a factor in determining
gross receipts or in figuring the percentage lim-

However, a club that in good faith limits its whether the club qualifies as a social club. See
its.

membership to the members of a particular re- Gross receipts from nonmembership sources,
ligion to further the teachings or principles of that later. Bona fide individual memberships paid for Nontraditional activities. Activities con-
religion and not to exclude individuals of a partic- by a corporation would not have an effect on the ducted by a social club need to further its ex-
ular race or color will not be considered as dis- gross receipts source. empt purposes. Traditional business activities
criminating on the basis of religion. Also, the The fact that a social club may have an are those that further a social club’s exempt
restriction on religious discrimination does not associate (nonvoting) class of membership will purposes. Nontraditional business activities do
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not further the exempt purposes of a social club 4. Does not provide for the payment of life,Fraternal Beneficiary
even if conducted solely on a membership ba- sick, accident, or other benefits to its mem-Societies (501(c)(8))
sis. Nontraditional business activities are pro- bers.
hibited (subject to an insubstantial, trivial, and A fraternal beneficiary society, order, or associa- The organization can arrange with insurance
nonrecurrent test) for businesses conducted tion must file an application for recognition of companies to provide optional insurance to its
with both members and nonmebmbers. Exam- exemption from federal income tax on Form members without jeopardizing its exempt status.
ples of nontraditional business activities include 1024. The application and accompanying state-
sale of package liquor, take-out food, and ments should establish that the organization:
long-term room rental.

1. Is a fraternal organization,
501(c)(4), 501(c)(9), andFraternity foundations. If your organization 2. Operates under the lodge system or for the

is a foundation formed for the exclusive purpose exclusive benefit of the members of a fra- 501(c)(17) -of acquiring and leasing a chapter house to a ternal organization itself operating under
local fraternity chapter or sorority chapter main- the lodge system, and Employees’
tained at an educational institution and does not

3. Provides for the payment of life, sick, acci-engage in any social or recreational activities, it Associationsdent, or other benefits to the members ofmay be a title holding corporation (discussed
the society, order, or association or theirlater under section 501(c)(2) organizations and This section describes the information to be pro-dependents.under section 501(c)(25) organizations) rather vided upon application for recognition of exemp-

than a social club. tion by the following types of employees’
Lodge system. Operating under the lodge associations:
system means carrying on activities under aTax treatment of donations. Donations to
form of organization that comprises local 1. A voluntary employees’ beneficiary associ-exempt social and recreation clubs are not de-
branches, chartered by a parent organization ation (including federal employees’ as-ductible as charitable contributions on the do-
and largely self-governing, called lodges, chap- sociations) organized to pay life, sick,nor’s federal income tax return.
ters, or the like. accident, and similar benefits to members

or their dependents, or designated benefi-
Payment of benefits. It is not essential that ciaries, if no part of the net earnings of the
every member be covered by the society’s pro- association inures to the benefit of any pri-501(c)(8) and 501(c)(10)
gram of sick, accident, or death benefits. An vate shareholder or individual, and
organization can qualify for exemption if most of- Fraternal Beneficiary 2. A supplemental unemployment benefitits members are eligible for benefits, and the

trust whose primary purpose is providingbenefits are paid from contributions or dues paidSocieties and
for payment of supplemental unemploy-by those members.
ment benefits.The benefits must be limited to members andDomestic Fraternal

their dependents. If members will have the abil- Both the application form to file and the infor-
ity to confer benefits to other than themselvesSocieties mation to provide are discussed later under the
and their dependents, exemption will not be rec- section that describes your employee associa-
ognized.This section describes the information to be pro- tion. Chapter 1 describes the procedures to fol-

vided upon application for recognition of exemp- low in applying for exemption.Whole-life insurance. Whole-life insurance
tion by two types of fraternal societies: constitutes a life benefit under section 501(c)(8)
beneficiary and domestic. The major distinction even though the policy may contain investment Tax treatment of donations. Donations to
is that fraternal beneficiary societies provide for features such as a cash surrender value or a these organizations are not deductible as chari-
the payment of life, sick, accident, or other bene- policy loan. table contributions on the donor’s federal in-
fits to their members or their dependents, while come tax return.Reinsurance pool. Payments by a fraternaldomestic fraternal societies do not provide these

beneficiary society into a state-sponsored rein-benefits but rather devote their earnings to fra- Local Employees’surance pool that protects participating insurers
ternal, religious, charitable, etc., purposes. The

against excessive losses on major medical Associations (501(c)(4))procedures to follow in applying for recognition
health and accident insurance will not preclude

of exemption are described in chapter 1.
A local association of employees whose mem-exemption as a fraternal beneficiary society.

If your organization is controlled by a central bership is limited to employees of a designated
organization, you should check with your con- person or persons in a particular municipality,Domestic Fraternal Societiestrolling organization to determine whether your and whose income will be devoted exclusively to(501(c)(10))unit has been included in a group exemption charitable, educational, or recreational pur-
letter or can be added. If so, your organization poses. A local employees’ association must ap-A domestic fraternal society, order, or associa-
need not apply for individual recognition of ex- ply for recognition of exemption by filing Formtion must file an application for recognition of
emption. For more information, see Group Ex- 1024. The organization must submit evidenceexemption from federal income tax on Form
emption Letter in chapter 1 of this publication. that:1024. The application and accompanying state-

ments should establish that the organization:
Tax treatment of donations. Donations by an 1. It is of a purely local character,
individual to a domestic fraternal beneficiary so- 1. Is a domestic fraternal organization organ- 2. Its membership is limited to employees of
ciety or a domestic fraternal society operating ized in the U.S., a designated person or persons in a partic-
under the lodge system are deductible as chari-

ular locality, and2. Operates under the lodge system,table contributions only if used exclusively for
religious, charitable, scientific, literary, or educa- 3. Its net earnings will be devoted exclusively3. Devotes its net earnings exclusively to re-
tional purposes or for the prevention of cruelty to to charitable, educational, or recreationalligious, charitable, scientific, literary, edu-
children or animals. purposes.cational, and fraternal purposes, and
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A local association of employees that has Membership. Membership of a section 1. Each class of benefits under the plan is
provided under a classification of employ-501(c)(9) organization must consist of individu-established a system of paying retirement or
ees that is set forth in the plan and doesals who are employees and have an employ-death benefits, or both, to its members will not
not discriminate in favor of employees whoment-related common bond. This common bondqualify for exemption since the payment of these
are highly compensated individuals.can be a common employer (or affiliated em-benefits is not considered as being for charita-

ployers), coverage under one or more collectiveble, educational, or recreational purposes. Simi- 2. The benefits provided under each class of
bargaining agreements, membership in a laborlarly, a local association of employees that is benefits do not discriminate in favor of
union, or membership in one or more locals of a highly compensated individuals.operated primarily as a cooperative buying serv-
national or international labor union.

ice for its members in order to obtain discount A life insurance, disability, severance pay, orThe membership of an association can in-prices on merchandise, services, and activities supplemental unemployment compensationclude some individuals who are not employees,
does not qualify for exemption. benefit does not discriminate in favor of highlyprovided they have an employment-related

compensated individuals merely because thebond with the employee-members. For exam-
Voluntary Employees’ benefits available bear a uniform relationship tople, the owner of a business whose employees

the total compensation, or the basic or regularare members of the association can be a mem-Beneficiary Associations
rate of compensation, of employees covered byber. An association will be considered com-(501(c)(9)) the plan.posed of employees if 90% of its total

For purposes of determining whether a planmembership on one day of each quarter of itsAn application for recognition of exemption as a
meets the nondiscrimination requirements, thetax year consists of employees.voluntary employees’ beneficiary association
employer can elect to exclude all disability or

must be filed on Form 1024. The material sub- Employees. Employees include individuals severance payments payable to individuals who
mitted with the application must show that your who became entitled to membership because are in pay status as of January 1, 1985. This will
organization: they are or were employees. For example, an not apply to any increase in such payment by

individual will qualify as an employee even any plan amendment adopted after June 22,1. Is a voluntary association of employees, though the individual is on a leave of absence or 1984.
has been terminated due to retirement, disabil-2. Will provide for payment of life, sick, acci- If a plan provides a benefit for which there is
ity, or layoff.dent, or other benefits to members or their a nondiscrimination provision provided under

Generally, membership is voluntary if an af-dependents or designated beneficiaries Chapter 1 of the Internal Revenue Code as a
firmative act is required on the part of an em- condition of that benefit being excluded fromand substantially all of its operations are
ployee to become a member. Conversely, gross income, these nondiscrimination require-for this purpose, and
membership is involuntary if the designation as ments do not apply. The benefit will be consid-

3. Will not allow any of its net earnings to a member is due to employee status. However, ered nondiscriminatory only if it meets the
inure to the benefit of any private individual an association will be considered voluntary if nondiscrimination provision of the applicable
or shareholder except in the form of sched- employees are required to be members of the Code section. For example, benefits provided
uled benefit payments. organization as a condition of their employment under a medical reimbursement plan would

and they do not incur a detriment (such as a meet the nondiscrimination requirements for anTo be complete, an application must include a
payroll deduction) as a result of their member- association, if the benefits meet the nondiscrimi-copy of the document (such as the trust instru-
ship. An employer has not imposed involuntary nation requirements of section 105(h)(3) andment) by which the organization was created; a
membership on the employee if membership is 105(h)(4).

full description of the benefits available to par-
required as the result of a collective bargaining

Excluded employees. Certain employeesticipants and the terms and conditions of eligibil- agreement or as an incident of membership in a
who are not covered by a plan can be excludedity for benefits (usually contained in a plan labor organization.
from consideration in applying these require-document); and, if providing benefits pursuant to
ments. These include employees:a collective bargaining agreement, a copy of that Payment of benefits. The information submit-

agreement. ted with your application must show that your 1. Who have not completed 3 years of serv-
organization will pay life, sick, accident, supple- ice,

Note. Under section 4976, the reversion of mental unemployment, or other similar benefits.
2. Who have not attained age 21,funds from a section 501(c)(9) organization to The benefits can be provided directly by your

the employer who created the beneficiary asso- association or indirectly by your association 3. Who are seasonal or less than half-time
ciation may subject the employer to a 100% through the payments of premiums to an insur- employees,
penalty excise tax on the amount of the rever- ance company (or fees to a medical clinic). Ben-

4. Who are not in the plan and who are in-sion. efits can be in the form of medical, clinical, or
cluded in a unit of employees covered by ahospital services, transportation furnished for
collective bargaining agreement if themedical care, or money payments.Notice requirement. An organization will not class of benefits involved was the subject

be considered tax exempt under this section of good faith bargaining, or
Nondiscrimination requirements. An organ-

unless the organization gives notice to the IRS
ization that is part of a plan will not be exempt 5. Who are nonresident aliens and who re-

that it is applying for recognition of exempt sta-
ceive no earned income from the employerunless the plan meets certain nondiscrimination

tus. The organization gives notice by filing Form that has United States source income.requirements. However, if the organization is
1024. If the notice is not given by 15 months part of a plan that is a collective bargaining
after the end of the month in which the organiza- Highly compensated individual. A highlyagreement that was the subject of good faith
tion was created, the organization will not be compensated individual is one who:bargaining between employee organizations
exempt for any period before notice is given. An and employers, the plan need not meet these

1. Owned 5 percent or more of the employerextension of time for filing the notice can be requirements for the organization to qualify as
at any time during the current year or thegranted under the same procedures as those tax exempt.
preceding year,described for section 501(c)(3) organizations in A plan meets the nondiscrimination require-

chapter 3 under Application for Recognition of ments only if both of the following statements 2. Received more than $110,000 in 2011 in
are true.Exemption. compensation from the employer for the
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preceding year (the amount is annualized chapter 3 under Application for Recognition of
for inflation. Go to IRS.gov, and search Exemption. 501(c)(12) - Local
“Pension Plan Limitation” for the year), and

Benevolent Life3. Was among the top 20% of employees by Types of payments. You must show that the
compensation for the preceding year. supplemental unemployment compensation Insurance

benefits will be benefits paid to an employeeHowever, the employer can choose not to have
(3) apply. because of the employee’s involuntary separa- Associations, Mutual

tion from employment (whether or not the sepa-Aggregation rules. The employer can Irrigation andration is temporary) resulting directly from achoose to treat two or more plans as one plan for
reduction-in-force, discontinuance of a plant orpurposes of meeting the nondiscrimination re- Telephone Companies,
operation, or other similar conditions. In addi-quirements. Employees of controlled groups of

corporations, trades, or businesses under com- tion, sickness and accident benefits (but not and Like Organizations
mon control, or members of an affiliated service vacation, retirement, or death benefits) may be
group, are treated as employees of a single included in the plan if these are subordinate to Each of the following organizations apply for
employer. Leased employees are treated as the unemployment compensation benefits. recognition of exemption from federal income
employees of the recipient. tax by filing Form 1024.

Diversion of funds. It must be impossible 1. Benevolent life insurance associations of aOne employee. A trust created to provide
under the plan (at any time before the satisfac- purely local character and like organiza-benefits to one employee will not qualify as a

tions.tion of all liabilities with respect to employeesvoluntary employees’ beneficiary association
under section 501(c)(9). under the plan) to use or to divert any of the 2. Mutual ditch or irrigation companies and

corpus or income of the trust to any purpose like organizations.
Supplemental other than the payment of supplemental unem-

3. Mutual or cooperative telephone compa-
ployment compensation benefits (or sickness orUnemployment Benefit nies and like organizations.
accident benefits to the extent just explained).Trusts (501(c)(17))

A like organization is an organization that per-
forms a service comparable to that performed byA trust or trusts forming part of a written plan

Discrimination in benefits. Neither the terms any one of the above organizations.(established and maintained by an employer, his
of the plan nor the actual payment of benefits  The information to be provided upon appli-or her employees, or both) providing solely for
can be discriminatory in favor of the company’s cation by each of these organizations is de-the payment of supplemental unemployment
officers, stockholders, supervisors, or highly scribed in this section. For information as to thecompensation benefits must file the application
paid employees. However, a plan is not discrimi- procedures to follow in applying for exemption,for recognition of exemption on Form 1024. The
natory merely because benefits bear a uniform see chapter 1.trust must be a valid, existing trust under local
relationship to compensation or the rate of com-law and must be evidenced by an executed

document. A conformed copy of the plan of General requirements. These organizationspensation.
which the trust is a part should be attached to must use their income solely to cover losses and
the application. expenses, with any excess being returned to

Prohibited transactions and exemption. If members or retained to cover future losses andTo be complete, an application must include
your organization is a supplemental unemploy- expenses. They must collect at least 85% ofa copy of the document (such as the trust instru-
ment benefit trust and has received a denial of their income from members for the sole purposement) by which the organization was created; a
exemption because it engaged in a prohibited of meeting losses and expenses.full description of the benefits available to par-
transaction, as defined by section 503(b), it canticipants and the terms and conditions of eligibil-
file a claim for exemption in any tax year follow- Mutual character. These organizations, otherity for benefits (usually contained in a plan
ing the tax year in which the notice of denial was than benevolent life insurance associations,document); and, if providing benefits pursuant to

must be organized and operated on a mutual ora collective bargaining agreement, a copy of that issued. It must file the claim on Form 1024. The
cooperative basis. They are associations of per-agreement. organization must include a written declaration
sons or organizations, or both, banded togetherthat it will not knowingly again engage in a pro-

Note. Under section 4976, the reversion of to provide themselves a mutually desirable serv-hibited transaction. An authorized principal of-
funds from a section 501(c)(17) organization to ice approximately at cost and on a mutual basis.ficer of your organization must make this
the employer who created the supplemental un- To maintain the mutual characteristic of demo-

declaration under the penalties of perjury.
employment benefit trust may subject the em- cratic ownership and control, they must be so

If your organization has satisfied all require-ployer to a 100% penalty excise tax on the organized and operated that their members
amount of the reversion. have the right to choose the management, toments as a supplemental unemployment benefit

receive services at cost, to receive a return oftrust described in section 501(c)(17), it will be
any excess of payments over losses and ex-Notice requirement. An organization will not notified in writing that it has been recognized as
penses, and to share in any assets upon disso-be considered tax exempt under this section exempt. However, the organization will be ex-
lution.unless the organization gives notice to the IRS empt only for those tax years after the tax year in

that it is applying for recognition of exempt sta- The rights and interests of members in thewhich the claim for exemption (Form 1024) is
tus. The organization gives notice by filing Form annual savings of the organization must be de-filed. Tax year in this case means the estab-
1024. If the notice is not given by 15 months termined in proportion to their business with the

lished annual accounting period of the organiza-
after the end of the month in which the organiza- organization. Upon dissolution, gains from the

tion or, if the organization has not established antion was created, the organization will not be sale of appreciated assets must be distributed to
annual accounting period, the calendar year.exempt for any period before such notice is all persons who were members during the pe-
For more information about the requirements forgiven. An extension of time for filing the notice is riod the assets were owned by the organization
reestablishing an exemption previously denied,granted under the same procedures as those in proportion to the amount of business done
contact the IRS.described for section 501(c)(3) organizations in during that period. The bylaws must not provide
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for forfeiture of a member’s rights and interest 1. Qualified pole rentals, Gain from the sale or conversion of the or-
upon withdrawal or termination. ganization’s property is not considered an

2. Any provision or sale of electric energy
amount received from members in determining

Membership. Membership of a mutual or- transmission services or ancillary service if
whether the organization’s income consists of

ganization consists of those who join the organi- the services are provided on a nondiscrimi-
amounts collected from members.

zation to obtain its services, and have a voice in natory open access basis under an open
Because the 85% income test is based onits management. In a stock company, the stock- access transmission tariff approved or ac-

gross income, capital losses cannot be used toholders are members. However, a mutual life cepted by the Federal Energy Regulatory
reduce capital gains for purposes of this test.insurance organization cannot have policyhold- Commission (FERC) or under an indepen-

ers other than its members. Example. The books of an organization re-dent transmission provider agreement ap-
flect the following for the calendar year.proved or accepted by FERC (other thanLosses and expenses. In furnishing serv-

income received or accrued directly or indi-ices substantially at cost, an organization must
Collections from members . . . . . . . . $2,400rectly from a member),use its income solely for paying losses and ex-
Short-term capital gains . . . . . . . . . 600

penses. Any excess income not retained in rea- 3. The provision or sale of electric energy dis- Short-term capital losses . . . . . . . . . 400
sonable reserves for future losses and tribution services or ancillary services if the Other income . . . . . . . . . . . . . . . . None
expenses belongs to members in proportion to services are provided on a nondiscrimina- Gross income ($2,400 + $600 =$3000) 100%
their patronage or business done with the organ- Collected from members ($2,400) . . . 80%tory open-access basis to distribute elec-
ization. If such patronage refunds are retained in tric energy not owned by the mutual or
reasonable amounts for purposes of expanding Since amounts collected from members doelectric cooperative company:
and improving facilities, retiring capital indebted- not constitute at least 85% of gross income, the
ness, acquiring other assets, and unexpected organization is not entitled to exemption froma. To end-users who are served by distri-
expenses, the organization must maintain rec- federal income tax for the year.bution facilities not owned by the com-
ords sufficient to reflect the equity of each mem- Voluntary contributions in the nature of giftspany or any of its members (other than
ber in the assets acquired with the funds. are not taken into account for purposes of theincome received or accrued directly or

85% computation.indirectly from a member), orDistributions of proceeds. The coopera-
Other tax-exempt income besides gifts istive may distribute the unexpended balance of b. Generated by a generation facility not

considered as income received from other thancollections or assessments remaining on hand owned or leased by the company or any
members in applying the 85% test.at the end of the year to members or patrons of its members and which is directly

If the 85% test is not met, your organization,prorated on the basis of their patronage or busi- connected to distribution facilities
if classifiable under this section, will not qualifyness done with the cooperative. Such distribu- owned by the company or any of its
for exemption as any other type of organizationtion represents a refund in the costs of services members (other than income received
described in this publication.rendered to the member. or accrued directly or indirectly from a

member), Tax treatment of donations. Donations to anThe 85% Requirement organization described in this section are not
4. Any nuclear decommissioning transaction, deductible as charitable contributions on the do-All of the organizations listed above must submit or nor’s federal income tax return.evidence with their application that they receive
5. Any asset exchange or conversion trans-85% or more of their gross income from their

action. Local Life Insurancemembers for the sole purpose of meeting losses
and expenses. Nevertheless, certain items of AssociationsAn electric cooperative’s sale of excess fuel
income are excluded from the computation of at cost in the year of purchase is not income for

A benevolent life insurance association or anthe 85% requirement if the organization is a purposes of determining compliance with the
organization seeking recognition of exemptionmutual or cooperative telephone or electric com- 85% requirement.
on grounds of similarity to a benevolent life in-pany.

Qualified pole rental. The term qualified surance association must submit evidence upon
Mutual or cooperative telephone company. pole rental means any rental of a pole (or other applying for recognition of exemption that it will
A mutual or cooperative telephone company will structure used to support wires) if the pole (or be of a purely local character, that its excess
exclude from the computation of the 85% re- other structure) is used: funds will be refunded to members or retained in
quirement any income received or accrued from: reasonable reserves to meet future losses and

1. By the telephone or electric company to expenses, and that it meets the 85% income1. A nonmember telephone company for the support one or more wires that are used by requirement. If an organization issues policiesperformance of communication services in- the company in providing telephone or for stipulated cash premiums, or if it requiresvolving the completion of long distance electric services to its members, and advance deposits to cover the cost of the insur-calls to, from, or between members of the
ance and maintains investments from which2. Pursuant to the rental to support one ormutual or cooperative telephone company,
more than 15% of its income is derived, it will notmore wires (in addition to wires described

2. Qualified pole rentals, be entitled to exemption.in (1)) for use in connection with the trans-
To establish that your organization is of amission by wire of electricity or of tele-3. The sale of display listings in a directory

purely local character, it should show that itsphone or other communications.furnished to its members, or
activities will be confined to a particular commu-

The term rental, for this purpose, includes4. The prepayment of a loan created in 1987, nity, place, or district irrespective of political sub-
any sale of the right to use the pole (or other1988, or 1989, under section 306A, 306B, divisions. If the activities of an organization are
structure).or 311 of the Rural Electrification Act of limited only by the borders of a state, it cannot

1936. The 85% requirement is applied on the basis be purely local in character. A benevolent life
of an annual accounting period. Failure of an insurance association that does not terminate
organization to meet the requirement in a partic-Mutual or cooperative electric company. A membership when a member moves from the
ular year precludes exemption for that year, butmutual or cooperative electric company will ex- local area in which the association operates will
has no effect upon exemption for years in whichclude from the computation of the 85% require- qualify for exemption if it meets the other re-

ment any income received or accrued from: the 85% requirement is met. quirements.
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A copy of each type of policy issued by your cemetery company that also engages in charita- after July 7, 1975, is considered an interest in
the net earnings of the organization.organization should be included with the appli- ble activities, such as the burial of paupers, will

cation for recognition of exemption. be regarded as operating within this standard.
Perpetual care organization. A perpetual

The fact that a mutual cemetery company limits
care organization, including, for example, a trustOrganizations similar to local benevolent life its membership to a particular class of individu-
organized to receive, maintain, and administerinsurance companies. These organizations als, such as members of a family, will not affect funds that it receives from a nonprofitinclude those that in addition to paying death its status as mutual so long as all the other tax-exempt cemetery under state law and con-benefits also provide for the payment of sick, requirements of section 501(c)(13) are met. tracts, can apply for recognition of exemption onaccident, or health benefits. However, an organ- If your organization is a nonprofit corporation Form 1024, even though it does not own theization that pays only sick, accident, or health chartered solely for the purpose of the disposal land used for burial. However, the income frombenefits, but not life insurance benefits, is not an of human bodies by burial or cremation, you these funds must be devoted exclusively to theorganization similar to a benevolent life insur- should show that it is not permitted by its charter perpetual care and maintenance of the nonprofitance association and should not apply for recog- to engage in any business not necessarily inci- cemetery as a whole. Also, no part of the netnition of exemption as described in this section. dent to that purpose. Operating a mortuary is not earnings can inure to the benefit of any private

permitted. However, selling monuments, mark-Burial and funeral benefit insurance or- shareholder or individual.
ers, vaults, and flowers solely for use in theganization. This type of organization can ap- In addition, a perpetual care organization not
cemetery is permitted if the profits from theseply for recognition of exemption as an operated for profit, but established as a civic
sales are used to maintain the cemetery as aorganization similar to a benevolent life insur- enterprise to maintain and administer funds, the
whole.ance company if it establishes that the benefits income of which is devoted exclusively to the

are paid in cash and if it is not engaged directly perpetual care and maintenance of an aban-
How income can be used. You should showin the manufacture of funeral supplies or the doned cemetery as a whole, may qualify for
that your organization’s earnings are or will beperformance of funeral services. An organiza- exemption.
used only in one or more of the following ways.tion that provides its benefits in the form of

Care of individual plots. When funds aresupplies and service is not a life insurance com-
received by a cemetery company for the perpet-1. To pay the ordinary and necessary ex-pany. Such an organization can seek recogni-
ual care of an individual lot or crypt, a trust ispenses of operating, maintaining, and im-tion of exemption from federal income tax,
created that is subject to federal income tax. Anyproving the cemetery or crematorium.however, as a mutual insurance company other
trust income that is used or permanently setthan life. 2. To buy cemetery property.
aside for the care, maintenance, or beautifica-
tion of a particular family burial lot or mausoleum3. To create a fund that will provide a sourceMutual or Cooperative crypt is not deductible in computing the trust’sof income for the perpetual care of the

Associations taxable income.cemetery or a reasonable reserve for any
ordinary or necessary purpose.

Mutual ditch or irrigation companies, mutual or Common and preferred stock. A cemetery
No part of the net earnings of your organiza-cooperative telephone companies, and like or- company that issues common stock can qualify

tion can inure to the benefit of any private share-ganizations need not establish that they are of a for exemption only if no dividends may be paid.
holder or individual.purely local character. They can serve noncon- The payment of dividends must be legally pro-

Ordinary and necessary expenses in con-tiguous areas. hibited either by the corporation’s charter or by
nection with the operation, management, main- applicable state law.Like organization. A like organization is a tenance, and improvement of the cemetery are Generally, a cemetery company or cremato-cooperative or mutual organization that per- permitted, as are reasonable fees for the serv- rium is not exempt if it issues preferred stock.forms a service similar to mutual ditch, irrigation, ices of a manager. However, it can still be exempt if the preferredtelephone, or electric companies. Examples in-

stock was issued before November 28, 1978, orBuying cemetery property. Payments canclude the following: cooperatives that provide
was issued after that date under a written planbe made to amortize debt incurred to buy land,protection of river banks to prevent erosion,
adopted before that date. The adoption of thebut cannot be in the nature of profit distributions.water and sewer services, cable television, sat-
plan must be shown by the acts of the responsi-You must show the method used to finance theellite, television, cellular phone services,
ble officers and appear on the official records ofpurchase of the cemetery property and that thetwo-way radio service, or natural gas services.
the organization.purchase price of the land at the time of its sale

The preferred stock issued either before No-to the cemetery was not unreasonable.
vember 28, 1978, or under a plan adoptedExcept for holders of preferred stock (dis-
before that date, must meet all the followingcussed later), no person can have any interest in501(c)(13) - Cemetery
requirements.the net earnings of a tax-exempt cemetery com-

pany or crematorium. Therefore, if property isCompanies 1. The preferred stock entitles the holders to
transferred to the organization in exchange for

dividends at a fixed rate that is not more
an interest in the organization’s net earnings,If your organization wishes to obtain recognition than the greater of the legal rate of interest
the organization will not be exempt so long asof exemption from federal income tax as a cem- in the state of incorporation or 8% a year
that interest remains outstanding.etery company or a corporation chartered solely on the value of the consideration for which

for the purpose of the disposal of human bodies An equity interest in the organization is an the stock was issued.
by burial or cremation, it must file an application interest in the net earnings of the organization.

2. The organization’s articles of incorporationon Form 1024. For the procedure to follow to file However, an interest in the organization that is
require:an application, see Application, Approval, and not an equity interest may still be an interest in

Appeal Procedures in chapter 1. the organization’s net earnings. For example, a
a. That the preferred stock be retired at

bond issued by a cemetery company that pro-A nonprofit mutual cemetery company that
par as rapidly as funds become avail-

vides for a fixed rate of interest and also pro-seeks recognition of exemption should submit
able from operations, and

vides for additional interest payments based onevidence with its application that it is owned and
the income of the organization is considered anoperated exclusively for the benefit of its lot b. That all funds not required for the pay-
interest in the net earnings of the organization.owners who hold lots for bona fide burial pur- ment of dividends on or for the retire-
Similarly, a convertible debt obligation issuedposes and not for purposes of resale. A mutual ment of preferred stock be used by the
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company for the care and improvement Similar organizations, formed before September 5. Its dividends on shares, if any, are distrib-
of the cemetery property. 1, 1957, that provide reserve funds for (but not uted as prescribed by the state credit

insurance of shares or deposits in) one of the union law.
types of savings institutions described in (1), (2),

I, the undersigned, a duly authorized officer of
or (3) above may be exempt from tax if 85% orTax treatment of donations. Donations to the Credit Union, Inc., declare
more of the organization’s income is from pro-exempt cemetery companies, corporations that the above information is a true statement of
viding reserve funds and from investments.chartered solely for human burial purposes, and facts concerning the credit union.
There is no specific restriction against the issu-perpetual care funds (operated in connection

S i g n a t u r e  o fance of capital stock for these organizations.with such exempt organizations) are deductible
Officer Title

as charitable contributions on the donor’s fed- Building and loan associations, savings and
eral income tax return. However, a donor cannot loan associations, mutual savings banks, and Other Mutualdeduct a contribution made for the perpetual cooperative banks, other than those described

Financial Organizationscare of a particular lot or crypt. Payments made in this section, are not exempt from tax. How-
to a cemetery company or corporation as part of ever, certain corporations organized and oper-

Every other organization included in this sectionthe purchase price of a burial lot or crypt, ated in conjunction with farmers’ cooperatives
must show in its application the state in whichwhether irrevocably dedicated to the perpetual can be exempt under section 521.
the organization is incorporated and the date ofcare of the cemetery as a whole or earmarked
incorporation; the character of the organization;for the care of a particular lot, are also not

Application form. The IRS does not provide a the purpose for which it was organized; its actualdeductible.
printed application form for the use of organiza- activities; the sources of its receipts and the
tions described in this section. Any form of writ- disposition thereof; whether any of its income
ten application is acceptable as long as it shows may be credited to surplus or may benefit any
the information indicated in this section and in- private shareholder or individual; whether the501(c)(14) - Credit cludes a declaration that it is made under the law relating to loans, investments, and dividends
penalties of perjury. The application must be is being complied with; and, in general, all factsUnions and Other submitted in duplicate. relating to its operations that affect its right to

exemption.Mutual Financial State-Chartered The application must include detailed infor-
Credit Unions mation showing either that the organization pro-Organizations

vides both reserve funds for and insurance of
Your organization must show on its application shares and deposits of its member financial or-If your organization wants to obtain recognition
that it is formed under a state credit union law, ganizations or that the organization providesof exemption as a credit union without capital
the state and date of incorporation, and that the reserve funds for shares or deposits of its mem-stock, organized and operated under state law
state credit union law with respect to loans, bers and 85% or more of the organization’sfor mutual purposes and without profit, it must
investments, and dividends, if any, is being com- income is from providing reserve funds and fromfile an application that includes the facts, infor-
plied with. investments. There should be attached a con-mation, and attachments described in this sec-

formed copy of the articles of incorporation ortion. In addition, it should follow the procedures A form of statement furnished to applicants
other document setting forth the permitted pow-for filing an application described in Application by the Credit Union National Association is ac-
ers or activities of the organization; the bylaws orProcedures in chapter 1. ceptable in meeting the application require-
other similar code of regulations; and the latestments for credit unions, and may be usedFederal credit unions organized and oper-
annual financial statement showing the receipts,instead of the statement form of application justated in accordance with the Federal Credit
disbursements, assets, and liabilities of the or-described. The following is a reproduction of thatUnion Act, as amended, are instrumentalities of
ganization.form.the United States and, therefore, are exempt

under section 501(c)(1). They are included in a
group exemption letter issued to the National Claim for Exemption from Federal Income
Credit Union Administration. They are not dis- T a x  ( D a t e ) T h e
cussed in this publication. 501(c)(19) - Veterans’undersigned  (Complete name)

State-chartered credit unions and other mu- Credit Union, Inc., (Complete ad- Organizationstual financial organizations file applications for dress, including street and number), a credit
recognition of exemption from federal income union operating under the credit union law of the

A post or organization of past or present mem-tax under section 501(c)(14). The other mutual State of , claims exemption from
bers of the Armed Forces of the United Statesfinancial organizations must be corporations or federal income tax and supplies the following
must file Form 1024 to apply for recognition ofassociations without capital stock organized information relative to its operation.
exemption from federal income tax. You shouldbefore September 1, 1957, and operated for
follow the general procedures outlined in chap-1. Date of incorporation .mutual purposes and without profit to provide
ter 1. The organization must also meet the quali-reserve funds for, and insurance of, shares or 2. It was incorporated under the credit union
fications described in this section.deposits in: law of the State of , and is

Examples of groups that qualify for exemp-being operated under uniform bylaws
1. Domestic building and loan associations, tion are posts or auxiliaries of the Americanadopted by said state.

Legion, Veterans of Foreign Wars, and similar2. Cooperative banks (without capital stock)
3. In making loans, the state credit union law organizations.organized and operated for mutual pur-

requirements, including their purposes, se-
poses and without profit, To qualify for recognition of exemption, yourcurity, and rate of interest charged

application should show:3. Mutual savings banks (not having capital thereon, are complied with.
stock represented by shares), or

4. Its investments are limited to securities 1. That the post or organization is organized
4. Mutual savings banks described in section which are legal investments for credit un- in the United States or any of its posses-

591(b). ions under the state credit union law. sions,
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2. That at least 75% of the members are past member of the parent organization, or re- June 30, 1992. However, an organization that
or present members of the U.S. Armed lated to a member of such organization has already received a determination or ruling
Forces and that at least 97.5% of all mem- within two degrees of kinship. letter from the IRS recognizing its exemption
bers of the organization are past or pres- under section 501(c)(20) may, if it otherwise4. No part of its net earnings inure to the
ent members of the U.S. Armed Forces, qualifies, request a ruling or determination modi-benefit of any private shareholder or indi-
cadets (including only students in college fying its exemption from section 501(c)(20) tovidual.
or university ROTC programs or at armed section 501(c)(9) effective July 1, 1992.
services academies) or spouses, widows,

Trusts or foundations. Trusts or foundationswidowers, ancestors, or lineal descendants
for a veterans’ organization also can apply forof any of those listed here, and
recognition of exemption provided that the par-

3. That no part of net earnings inure to the 501(c)(21) - Black Lungent organization meets the requirements ex-
benefit of any private shareholder or indi- plained earlier. The trust or foundation must also
vidual. Benefit Trustsmeet all the following qualifications.

In addition to these requirements, a veter-
If your organization wishes to obtain recognition1. The trust or foundation is in existenceans’ organization also must be operated exclu-
of exemption as a black lung benefit trust, it mustunder local law and, if it is organized forsively for one or more of the following purposes.
file its application by letter and include a copy ofcharitable purposes, has a dissolution pro-
its trust instrument. The general procedures tovision similar to charitable organizations.1. To promote the social welfare of the com-

(See Articles of Organization in chapter 3 follow for obtaining recognition are discussed inmunity (that is, to promote in some way the
of this publication.) chapter 1 of this publication. This section de-common good and general welfare of the

scribes the additional (or specific) information topeople of the community). 2. The corpus or income cannot be diverted
be provided upon application.or used other than for:2. To assist disabled and needy war veterans

and members of the U.S. Armed Forces
Requirements. A black lung benefit trust thata. The funding of a veterans’ organization,and their dependents and the widows and

described in this section, is established in writing, created or organized inorphans of deceased veterans.
the United States, and contributed to by any

b. Religious, charitable, scientific, literary,3. To provide entertainment, care, and assis- person (except an insurance company) will qual-or educational purposes or for the pre-tance to hospitalized veterans or members ify for tax-exempt status if it meets both of thevention of cruelty to children or animals,of the U.S. Armed Forces. following requirements. The trust must be irrevo-or
cable and there can be no right or possibility or4. To carry on programs to perpetuate the

c. An insurance set aside. reversion of the corpus or income of the trust tomemory of deceased veterans and mem-
the coal mine operator or other creator, exceptbers of the Armed Forces and to comfort

3. The trust income is not unreasonably ac- that the creator may recover excess contribu-their survivors.
cumulated and, if the trust or foundation is tions.

5. To conduct programs for religious, charita- not an insurance set aside, a substantial
ble, scientific, literary, or educational pur- portion of the income is in fact distributed 1. Its only purpose is:
poses. to the parent organization or for the pur-

a. To satisfy in whole or in part the liabilityposes described in item 2(b).6. To sponsor or participate in activities of a
of that person (generally, the coal mine

patriotic nature. 4. It is organized exclusively for one or more operator contributing to the trust) for, or
of the purposes listed earlier in this section7. To provide insurance benefits for its mem- with respect to, claims for compensa-
that are specifically applicable to the par-bers or dependents of its members or tion arising under federal or state stat-
ent organization.both. utes for disability or death due to

pneumoconiosis,8. To provide social and recreational activi-
Tax treatment of donations. Donations to

ties for its members. b. To pay the premiums for insurance thatwar veterans’ organizations are deductible as
covers only that liability,charitable contributions on the donor’s federal

income tax return. At least 90% of the organiza-Auxiliary unit. An auxiliary unit or society of a c. To pay the administrative and other in-
tion’s membership must consist of war veterans.veterans’ organization can apply for recognition cidental expenses of that trust (includ-
The term war veterans means persons, whetherof exemption provided that the veterans’ organi- ing legal, accounting, actuarial, and
or not present members of the U.S. Armedzation (parent organization) meets the require- trustee expenses) in connection with
Forces, who have served in the U.S. Armedments explained earlier in this section. The the operation of the trust and process-
Forces during a period of war (including theauxiliary unit or society must also meet all the ing of black lung claims against such
Korean and Vietnam conflicts, the Persian Gulffollowing additional requirements. person arising under federal or state
war, and later declared wars).

statutes, and
1. It is affiliated with, and organized in accor-

dance with, the bylaws and regulations for- d. To pay accident and health benefits or
mulated by the parent organization. insurance premiums and other adminis-

trative expenses for retired coal miners501(c)(20) - Group2. At least 75% of its members are either
and their spouses. The amount of as-past or present members of the U.S. Legal Services Plan sets available for such use is generallyArmed Forces, spouses of those mem-
limited to 110% of the present value ofbers, or related to those members within Organizations the liability for black lung benefits.two degrees of kinship (grandparent,

brother, sister, and grandchild represent
An organization or trust created in the U.S. for 2. No part of its assets can be used for, orthe most distant allowable relationship).
the exclusive function of forming a part of a diverted to, any purposes other than:

3. All of its members either are members of qualified group legal services plan or plans can-
a. The purposes described in 1,the parent organization, spouses of a not be exempt under section 501(c)(20) after

Chapter 4 Other Section 501(c) Organizations Page 61



Page 62 of 80 of Publication 557 13:51 - 29-NOV-2011

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

b. Payments into the Black Lung Disability You must show that your organization is a title-holding corporation must submit the neces-
corporation. If you are in doubt as to whether sary application and supporting documents toTrust Fund or into the general fund of
your organization qualifies as a corporation for enable the IRS to determine whether the organi-the U.S. Treasury (other than in satis-
this purpose, contact your IRS office. zation for which title is held qualifies for exemp-faction of any tax or other civil or crimi-

A title-holding corporation will qualify for ex- tion. A copy of a ruling or determination letternal liability of the person who
emption only if there is effective ownership and issued to the organization for which title is heldestablished or contributed to the trust),
control over it by the distributee exempt organi- will be proof that it qualifies for exemption. How-

c. Investment in public debt securities of
zation. For example, the distributee organization ever, until the organization for which title is held

the U.S., obligations of a state or local
may control the title-holding corporation by own- obtains recognition of exempt status or proof is

government that are not in default as to ing its voting stock or possessing the power to submitted to show that it qualifies, the ti-
principal or interest, or time or demand select nominees to hold its voting stock. tle-holding corporation cannot obtain recogni-
deposits in a bank or an insured credit tion of exemption.

Corporate charter. The corporate charterunion located in the United States.
must confine the purposes and powers of your(These investments are restricted to the Tax treatment of donations. Donations to an
organization to holding title to property, collect-extent that the trustee determines that a exempt title-holding corporation generally are
ing income from the property, and turning theportion of the assets is not currently not deductible as charitable contributions on the
income over to an exempt organization. If theneeded for the purposes described in donor’s federal income tax return.
charter authorizes your organization to engage1.)
in activities that go beyond these limits, its ex-
emption may not be recognized even if its actual
operations are so limited. If your organization’sAn annual information return is required of 501(c)(25) -original charter does not limit its powers, you canexempt trusts described in section 501(c)(21).
amend the charter to conform to the requiredForm 990-BL, Information and Initial Excise Tax Title-Holding
limits and submit evidence with your applicationReturn for Black Lung Benefit Trusts and Cer-
that the charter has been amended.tain Related Persons, must be used for this Corporations or Trusts

purpose. A trust that normally has gross receipts Payment of income. You must show that your
in each tax year of no more than $50,000 is for Multiple Parentcorporation is required to turn over the entire
excepted from this filing requirement. However, income from the property, less expenses, to one Corporationsit must submit an annual electronic notice, Form or more exempt organizations.
990-N (e-Postcard). Actual payment of the income is required. A

If your organization wants to obtain recognitionmere obligation to use the income for the ex-Excise taxes. See Chapter 5 for informa- of exemption from federal income tax as anempt organization’s benefit, or the fact that suchtion on the excise tax that may be imposed on organization organized for the exclusive pur-organization has control over the income doesthe organization. pose of acquiring, holding title to, and collectingnot satisfy this requirement.
income from real property, and turning over the

Tax treatment of donations. Contributions Expenses. Expenses may reduce the entire amount less expenses to member organi-
by a taxpayer (generally, the coal mine operator) amount of income required to be turned over to zations exempt from income tax, it should file its
to a black lung benefit trust are deductible for the tax-exempt organization for which your or- application on Form 1024. For a discussion of
federal income tax purposes under section 192. ganization holds property. The term expenses the procedures for obtaining recognition of ex-
The deduction is limited, and any excess contri- (for this purpose) includes not only ordinary and emption, see chapter 1, Application Procedures.
butions are subject to an excise tax of 5%. Form necessary expenses paid or incurred, but also
6069, Return of Excise Tax on Excess Contribu- Who can control the organization. Organi-reasonable additions to depreciation reserves
tions to Black Lung Benefit Trust Under Section zations recognized as exempt under this sectionand other reserves that would be proper for a
4953 and Computation of Section 192 Deduc- can have up to 35 shareholders or beneficiaries,business corporation holding title to and main-
tion, is used to compute the allowable deduction in contrast to title-holding organizations recog-taining property.
and any excise tax liability. The form does not nized as exempt under section 501(c)(2), whichIn addition, the title-holding corporation can
have to be filed if there is no excise tax liability. can have only one controlling parent organiza-retain part of its income each year to apply to
For more information about these contributions, tion.debt on property to which it holds title. This
see Form 6069 and its instructions. transaction is treated as if the income had been

Organizational requirements. A 501(c)(25)turned over to the exempt organization and the
organization must be either a corporation or alatter had used the income to make a contribu-
trust. Only one class of stock is permitted in thetion to the capital of the title-holding corporation
case of a corporation. In the case of a trust, onlythat in turn applied the contribution to the debt.501(c)(2) - Title-Holding
one class of beneficial interest is allowed.

Waiver of payment of income. Generally, Organizations eligible to acquire or hold in-Corporations for Single there is no payment of rent when the occupant of terests in this type of title-holding organization
property held by your title-holding corporation is are qualified pension, profit-sharing, or stockParent Corporations
the exempt organization for which your corpora- bonus plans, governmental plans, governments
tion holds the title. In this situation, the statutory and their agencies and instrumentalities, andIf your organization wants to obtain recognition
requirement that income be paid over to the charitable organizations.of exemption from federal income tax as a cor-
exempt organization is satisfied if your corpora-

poration organized to hold title to property, col- The articles of incorporation or trust instru-
tion turns over whatever income is available.

lect income from that property, and turn over the ment must include provisions showing that the
entire amount less expenses to a single parent Application for recognition of exemption. corporation or trust is organized to meet the
organization that is exempt from income tax, it In addition to the information required by Form requirements of the statute, including compli-
must file its application on Form 1024. The infor- 1024, the title-holding corporation must furnish ance with the limitations on membership and
mation to submit upon application is described evidence that the organization for which title is classes of stock or beneficial interest, and com-
in this section. For a discussion of the proce- held has obtained recognition of exempt status. pliance with the income distribution require-
dures for obtaining recognition of exemption, If that organization has not been specifically ments. The organizing document must permit
see chapter 1, Application Procedures. notified in writing by the IRS that it is exempt, the the organization’s shareholders or beneficiaries
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to dismiss the organization’s investment advi- Real property. Real property can include per- letter for recognition of exemption from federal
sor, if any, upon a vote of the shareholders or sonal property leased in connection with real income tax under section 501(c)(27).
beneficiaries holding a majority interest in the property, but only if the rent from the personal To qualify for exemption, any membership
organization. property is not more than 15% of the total rent organization must meet all the following require-

for both the real property and the personal prop-The organizing document must permit the ments.
erty.shareholders or beneficiaries to terminate their

1. It was established by a state before Juneinterests by at least one of the following meth- Real property acquired after June 10, 1987,
ods. 1, 1996, exclusively to reimburse its mem-cannot include any interest as a tenant in com-

bers for losses under workers’ compensa-mon (or similar interest) or any indirect interest.
1. By selling or exchanging their stock or tion acts.

beneficial interest to any organization de-
2. The state requires that the membershipscribed in section 501(c)(25)(C), provided

consist of all persons who issue insurancethat the sale or exchange does not cause 501(c)(26) -the number of shareholders or beneficia- covering workers’ compensation losses in
ries to exceed 35. the state and all persons and governmentState-Sponsored

entities who self-insure against those2. By having their stock or beneficial interest
losses.redeemed by the section 501(c)(25) organ- High-Risk Health

ization upon 90 days notice. 3. It operates as a nonprofit organization byCoverage returning surplus income to its members orIf state law prevents a corporation from including
workers’ compensation policyholders on ain its articles of incorporation the above provi- Organizations
periodic basis and by reducing initial pre-sions, such provisions must instead be included

in the bylaws of the corporation. miums in anticipation of investment in-A state-sponsored organization established to
come.A 501(c)(25) organization can be organized provide medical care to high-risk individuals

as a nonstock corporation if its articles of incor- should apply by letter for recognition of exemp-
poration or bylaws provide members with the tion from federal income tax under section

501(c)(27)(B) -- Organizations formed aftersame rights as described above. 501(c)(26).
December 31, 1997. Any organization (includ-

To qualify for exemption, the organization ing a mutual insurance company) can qualify forSubsidiaries. A wholly owned subsidiary will
must be a membership organization established

exemption if it meets all of the following require-not be treated as a separate corporation, and all
by a state exclusively to provide coverage for

ments.assets, liabilities, and items of income, deduc-
medical care on a nonprofit basis to high-risk

tion, and credit will be treated as belonging to
individuals who are state residents. It can pro- 1. It is created by state law and is organizedthe section 501(c)(25) organization. Subsidiar-
vide coverage either by issuing insurance itself and operated under state law exclusivelyies should not apply separately for recognition of
or by entering into an arrangement with a health to:exemption.
maintenance organization (HMO).

a. Provide workmen’s compensation insur-The state must determine the composition ofTax treatment of donations. Donations to an
ance which is required by state law ormembership in the organization. No part of theexempt title-holding corporation generally are
state law must provide significant disin-net earnings of the organization can inure to thenot deductible as charitable contributions on the
centives if employers fail to purchasebenefit of any private shareholder or individual.donor’s federal income tax return.
such insurance, and

High-risk individuals. These are individuals,Unrelated Business Income b. Provide related coverage which is inci-
their spouses and qualifying children, who, be- dental to workmen’s compensation in-
cause of a pre-existing medical condition:In general, the receipt of unrelated business surance.

income by a section 501(c)(25) organization will
1. Cannot get medical care coverage for thatsubject the organization to loss of exempt status 2. It provides workmen’s compensation insur-condition through insurance or an HMO, orsince the organization cannot be exempt from ance to any employer in the state (for em-

taxation if it engages in any business other than 2. Can get coverage for that condition only at ployees in the state or temporarily
that of holding title to real property and collecting a rate that is substantially higher than the assigned out-of-state) which seeks such
the income from the property. However, exempt rate for the same coverage from the insurance and meets other reasonable re-status generally will not be affected by the re- state-sponsored organization. quirements relating to the insurance.ceipt of debt-financed income that is treated as
unrelated business taxable income solely be- 3. The state makes a financial commitment to
cause of section 514. such organization either by extending its

full faith and credit to the initial debt of theUnder section 514(c)(9), certain sharehold- 501(c)(27) - Qualifieders or beneficiaries are not subject to unrelated organization or by providing the initial op-
debt-financed income tax under section 514 on erating capital of the organization.State-Sponsoredtheir investments through the organization.

4. The assets of the organization revert to theThese shareholders are generally schools, col-
state upon dissolution or the organizationWorkers’leges, universities, or supporting organizations
is not permitted to dissolve under stateof such educational institutions. Organizations Compensation law.other than these will take into account as gross

income from an unrelated trade or business their 5. The majority of the board of directors orOrganizationspro rata share of income that is treated as unre- oversight body of such organization are
lated debt-financed income because section appointed by the chief executive officer or

501(c)(27)(A) -- Pre-June 1, 1996, Organiza-514(c)(9) does not apply. These organizations other executive branch official of the state,
tions. A state-sponsored workers’ compensa-will also take their pro rata share of the allowable

by the state legislature, or by both.
tion reinsurance organization should apply bydeductions from unrelated taxable income.
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1. Entities described in section 501(c), includ- after the entity has become a party to it, is a
ing but not limited to the following common subsequently listed transaction.
types of entities:5. Entity Level Tax
a. Instrumentalities of the United States

described in section 501(c)(1); Section 4965(a)(1) imposes an entity level ex-
cise tax on any tax-exempt entity described in 1,b. Churches, hospitals, museums,Excise Taxes 2, 3, or 4 above that becomes a party to aschools, scientific research organiza-
prohibited tax shelter transaction or is a party totions, and other charities described in
a subsequently listed transaction (defined ear-section 501(c)(3);
lier). The excise tax imposed on a tax-exemptIntroduction c. Civic leagues, social welfare organi- entity applies to tax years in which the entity

zations, and local associations of em- becomes a party to the prohibited tax shelterAn excise tax may be imposed on certain
ployees described in section 501(c)(4); transaction and any subsequent tax years. Thetax-exempt organizations.

amount of the excise tax depends on whetherd. Labor, agricultural, or horticultural or-
the tax-exempt entity knew or had reason toganizations described in sectionTopics
know that the transaction was a prohibited tax501(c)(5);This chapter discusses:
shelter transaction at the time it became a party

e. Business leagues, chambers of com- to the transaction.• Prohibited tax shelter transactions merce, trade associations, and other or- To figure and report the excise tax imposed
ganizations described in section• Excess benefit transactions on a tax-exempt entity for being a party to a
501(c)(6); prohibited tax shelter transaction, file Form• Excess business holdings

4720.f. Voluntary employees’ beneficiary as-
• Taxable distributions of sponsoring organi- sociations (VEBAs) described in section For more information about this excise tax,

zations 501(c)(9); including information about how it is figured, see
the Instructions for Form 4720.• Taxes on prohibited benefits distributed g. Credit unions described in section

from donor advised funds 501(c)(14);

• Excise taxes on private foundations Manager Level Taxh. Insurance companies described in
section 501(c)(15); and• Excise taxes on 501(c)(21) black lung

Section 4965(a)(2) imposes an excise tax on
benefit trusts i.  Veterans’ organizations described in any tax-exempt entity manager who approves or

section 501(c)(19). otherwise causes the entity to be a party to a
prohibited tax shelter transaction and knows (orUseful Items

2. Religious or apostolic associations or cor- has reason to know) that the transaction is aYou may want to see:
porations described in section 501(d). prohibited tax shelter transaction. The excise

tax, in the amount of $20,000, is assessed for3. Entities described in section 170(c), includ-Forms (and Instructions)
each approval or other act causing the organiza-ing states, possessions of the United
tion to be a party to the prohibited tax shelter❏ 4720 Return of Certain Excise Taxes States, the District of Columbia, political
transaction. To report this tax, file Form 4720.Under Chapters 41 and 42 of the subdivisions of states and political subdivi-

Internal Revenue Code sions of possessions of the United States
(but not including the United States).

See chapter 6 for more information about get-
4. Indian tribal governments within the mean-ting Form 4720. Excess Benefit

ing of section 7701(a)(40).

Transactions
Entity manager.  An entity manager is any
person with authority or responsibility similar toProhibited Tax Shelter Excise tax on excess benefit transactions.
that exercised by an officer, director, or trustee,

A disqualified person who benefits from an ex-
and, for any act, the person that has authority orTransactions cess benefit transaction, such as compensation,
responsibility with respect to the prohibited

fringe benefits, or contract payments from cer-
transaction.Section 4965 imposes an excise tax on: tain section 501(c)(3) or 501(c)(4) organiza-

tions, may have to pay an excise tax under• Certain tax-exempt entities that are party Prohibited tax shelter transaction. A prohib-
section 4958. A manager of the organizationto prohibited tax shelter transactions, and ited tax shelter transaction is any listed transac-
may also have to pay an excise tax under sec-tion, within the meaning of section 6707A(c)(2),• Any entity manager who approves or oth- tion 4958. These taxes are reported on Formand any prohibited reportable transactions. Aerwise causes the entity to be a party to a 4720.prohibited reportable transaction is a confiden-prohibited tax shelter transaction and The excise taxes are imposed if an applica-tial transaction within the meaning of Regula-knows or has reason to know that the ble tax-exempt organization provides an excesstions section 1.6011-4(b)(3), and a transactiontransaction is a prohibited tax shelter benefit to a disqualified person and that benefitwith contractual protection within the meaning oftransaction. exceeds the value of the benefit an organizationRegulations section 1.6011-4(b)(4). See the In-
received in the exchange.structions for Form 8886 for more information on

There are three taxes under section 4958.Additionally, section 6033 provides new disclo- listed transactions and prohibited reportable
Disqualified persons are liable for the first twosure requirements on a tax-exempt entity that is transactions.
taxes and certain organization managers area party to a prohibited tax shelter transaction.
liable for the third tax.Subsequently listed transaction. Any trans-

Tax-exempt entities. Tax-exempt entities action to which the tax-exempt entity is a party  Taxes imposed on excess benefit transac-
that are subject to section 4965 include: and is later determined to be a listed transaction tions apply to transactions occurring on or after
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September 14, 1995. However, these taxes do applicable tax-exempt organization, or any indi- For purposes of determining the value of eco-
not apply to a transaction under a written con- vidual having powers or responsibilities similar nomic benefits, the value of property, including
tract that was binding on September 13, 1995, to officers, directors, or trustees of the organiza- the right to use property, is the fair market value.
and at all times thereafter before the transaction tion, regardless of title. An organization man- Fair market value is the price at which property,
occurred. ager is not considered to have participated in an or the right to use property, would change hands

excess benefit transaction where the manager between a willing buyer and a willing seller,
has opposed the transaction in a manner con- neither being under any compulsion to buy, sell,Tax on Disqualified Persons
sistent with the fulfillment of the manager’s re- or transfer property or the right to use property,
sponsibilities to the organization. For example, a and both having reasonable knowledge of rele-An excise tax equal to 25% of the excess benefit
director who votes against giving an excess vant facts.is imposed on each excess benefit transaction
benefit would ordinarily not be subject to thebetween an applicable tax-exempt organization Donor advised fund transactions occurring
10% tax.and a disqualified person. The disqualified per- after August 17, 2006. For a donor advised

A person participates in a transaction know-son who benefited from the transaction is liable fund, an excess benefit transaction includes a
ingly if the person:for the tax. See definition of Disqualified per- grant, loan, compensation, or other similar pay-

sons, earlier, at Disqualified persons. ment from the fund to a:• Has actual knowledge of sufficient facts so
that, based solely upon those facts, suchAdditional tax on the disqualified person. If • Donor or donor advisor,
transaction would be an excess benefitthe 25% tax is imposed and the excess benefit

• Family member of a donor, or donor advi-transaction;transaction is not corrected within the taxable
sor,period, an additional excise tax equal to 200% of • Is aware that such a transaction under

the excess benefit is imposed on any disquali- • 35% controlled entity of a donor, or donorthese circumstances may violate the provi-
fied person involved. advisor, orsions of federal tax law governing excess

If a disqualified person makes a payment of benefit transactions; and • 35% controlled entity of a family memberless than the full correction amount, the 200%
of a donor, or donor advisor.• Negligently fails to make reasonable at-tax is imposed only on the unpaid portion of the

tempts to ascertain whether the transac-correction amount. If more than one disqualified
The excess benefit in this transaction is thetion is an excess benefit transaction, orperson received an excess benefit from an ex-

amount of the grant, loan, compensation, orthe manager is in fact aware that it is suchcess benefit transaction, all such disqualified
other similar payment. For additional informa-a transaction.persons are jointly and severally liable for the
tion see the Instructions for Form 4720.taxes. Knowing does not mean having reason to know.

To avoid the 200% tax, a disqualified person Supporting organization transactions occur-The organization manager ordinarily will not be
must correct the excess benefit transaction dur- ring after July 25, 2006. For any supportingconsidered knowing if, after full disclosure of the
ing the taxable period. The 200% tax is abated organization, defined in section 509(a)(3), anfactual situation to an appropriate professional,
(refunded if collected) if the excess benefit excess benefit transaction includes grants,the organization manager relied on the profes-
transaction is corrected within a 90-day correc- loans, compensation, or other similar paymentsional’s reasoned written opinion on matters
tion period beginning on the date a statutory provided by the supporting organization to a:within the professional’s expertise or if the man-
notice of deficiency is issued. ager relied on the fact that the requirements for • Substantial contributor,

the rebuttable presumption of reasonablenessTaxable period. The taxable period means
• Family member of a substantial contribu-have been satisfied. Participation by an organi-the period beginning with the date on which the

tor,zation manager is willful if it is voluntary, con-excess benefit transaction occurs and ending on
scious, and intentional. An organizationthe earlier of: • 35% controlled entity of a substantial con-
manager’s participation is due to reasonable tributor, or• The date a notice of deficiency was mailed cause if the manager has exercised responsibil-

to the disqualified person for the initial tax • 35% controlled entity of a family memberity on behalf of the organization with ordinary
on the excess benefit transaction, or of a substantial contributor.business care and prudence.

• The date on which the initial tax on the
Additionally, an excess benefit transaction in-excess benefit transaction for the disquali- Excess Benefit Transaction

cludes any loans provided by the supportingfied person is assessed.
organization to a disqualified person (other thanAn excess benefit transaction is a transaction in
an organization described in section 509(a)(1),which an economic benefit is provided by an
(2), or (4)).Tax on Organization applicable tax-exempt organization, directly or

The excess benefit for substantial contribu-indirectly, to or for the use of any disqualifiedManagers
tors and parties related to those contributorsperson, and the value of the economic benefit
includes the amount of the grant, loan, compen-If tax is imposed on a disqualified person for any provided by the organization exceeds the value
sation, or other similar payment. For additionalexcess benefit transaction, an excise tax equal of the consideration (including the performance
information see the Instructions for Form 4720.to 10% of the excess benefit is imposed on an of services) received for providing such benefit.

Excess benefit transaction rules generally doorganization manager who knowingly partici- The excess benefit transaction rules apply to all
not apply to transactions between a supportingpated in an excess benefit transaction, unless transactions with disqualified persons, regard-
organization and its supported organization thatsuch participation was not willful and was due to less of whether the amount of the benefit pro-
are described in sections 501(c)(4), (5), or (6).reasonable cause. This tax cannot exceed vided is determined in whole or in part by the

$20,000 ($10,000 for transactions entered in a revenues of one or more activities of the organi-
tax year beginning before August 18, 2006), for zation.

Date of Occurrenceeach transaction. There is also joint and several
liability for this tax. A person can be liable for

To determine whether an excess benefit An excess benefit transaction occurs on theboth the tax paid by the disqualified person and
transaction has occurred, all consideration and date the disqualified person receives the eco-the organization manager tax.
benefits exchanged between a disqualified per- nomic benefit from the organization for federal

Organization Manager. An organization son and the applicable tax-exempt organization, income tax purposes. However, when a single
manager is any officer, director, or trustee of an and all entities it controls, are taken into account. contractual arrangement provides for a series of
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compensation or other payments to or for the along with their family members and 35% con-Applicable Tax-Exempt
use of a disqualified person during the disquali- trolled entities.Organization
fied person’s tax year, any excess benefit trans-

Investment advisor. Investment advisorAn applicable tax-exempt organization is a sec-action with respect to these payments occurs on
means for any sponsoring organization, any per-

tion 501(c)(3) or 501(c)(4) organization that isthe last day of the taxpayer’s tax year.
son compensated by such organization (but not

tax-exempt under section 501(a), or was suchIn the case of benefits provided to a qualified an employee of such organization) for managing
pension, profit-sharing, or stock bonus plan, the an organization at any time during a 5-year pe- the investment of, or providing investment ad-
transaction occurs on the date the benefit is riod ending on the day of the excess benefit vice for, assets maintained in donor advised
vested. In the case of the transfer of property transaction. funds maintained by such sponsoring organiza-
subject to a substantial risk of forfeiture, or in the An applicable tax-exempt organization does tion.
case of rights to future compensation or prop- not include:

Substantial contributor. In general, a sub-erty, the transaction occurs on the date the prop-
stantial contributor means any person who con-erty, or the rights to future compensation or 1. A private foundation as defined in section
tributed or bequeathed an aggregate of moreproperty, is not subject to a substantial risk of 509(a),
than $5,000 to the organization, if that amount isforfeiture. Where the disqualified person elects

2. A governmental entity that is: more than 2% of the total contributions andto include an amount in gross income in the tax
bequests received by the organization beforeyear of transfer under section 83(b), the excess a. Exempt from (or not subject to) taxation
the end of the tax year of the organization inbenefit transaction occurs on the date the dis- without regard to section 501(a), or
which the contribution or bequest is received byqualified person receives the economic benefit

b. Not required to file an annual return, or the organization from such person. A substantialfor federal income tax purposes.
contributor includes the grantor of a trust.

3. A foreign organization, recognized by theCorrecting the excess benefit. An excess
Family members. Family members of a dis-

benefit transaction is corrected by undoing the IRS or by treaty, that receives substantially
qualified person include a disqualified person’s

excess benefit to the extent possible, and by all of its support (other than gross invest-
spouse, brothers or sisters (whether by whole or

taking any additional measures necessary to ment income) from sources outside the half-blood), spouses of brothers or sisters
place the organization in a financial position not United States. (whether by whole or half-blood), ancestors,
worse than what it would have been if the dis-

children (including a legally adopted child),An organization is not treated as a sectionqualified person were dealing under the highest
grandchildren, great grandchildren, and501(c)(3) or 501(c)(4) organization for any pe-fiduciary standards.
spouses of children, grandchildren, and greatriod covered by a final determination that theA disqualified person corrects an excess
grandchildren (whether by whole or half-blood).organization was not tax-exempt under sectionbenefit by making a payment in cash or cash

501(a), but only if the determination was not 35% controlled entity. The term 35% con-equivalents, excluding payment by a promissory
based on private inurement or one or more ex- trolled entity means:note, equal to the correction amount to the appli-
cess benefit transactions.cable tax-exempt organization. The correction

1. A corporation in which a disqualified per-amount equals the excess benefit plus the inter-
son owns more than 35% of the total com-est on the excess benefit. The interest rate can
bined voting power,Disqualified Personbe no lower than the applicable federal rate,

compounded annually, for the month the trans- 2. A partnership in which such persons ownA disqualified person is:action occurred. more than 35% of the profits interest, or
A disqualified person can, with the agree- • Any person (at any time during the 5-year

3. A trust or estate in which such personsment of the applicable tax-exempt organization, period ending on the date of the transac-
own more than 35% of the beneficial inter-make a payment by returning the specific prop- tion) in a position to exercise substantial
est.erty previously transferred in the excess trans- influence over the affairs of the organiza-

action. In this case, the disqualified person is In determining the holdings of a businesstion,
treated as making a payment equal to the lesser enterprise, any stock or other interest owned• A family member of an individual de-of: directly or indirectly shall apply.

scribed in 1, and
• The fair market value of the property on Persons having substantial influence. Per-

• A 35% controlled entity.the date the property is returned to the sons who hold certain powers, responsibilities,
organization, or or interests are among those who are in a posi-

tion to exercise substantial influence over theFor donor advised funds, sponsoring organi-• The fair market value of the property on
affairs of the organization. This includes, forzations, and certain supporting organiza-the date the excess benefit transaction oc-
example, voting members of the governingtions occurring after August 17, 2006. Thecurred.
body, and persons holding the power of:following persons will be considered disqualified

persons along with certain family members andIf the payment resulting from the return of • Presidents, chief executives, or chief oper-
35% controlled entities associated with them.property is less than the correction amount, the ating officers.

disqualified person must make an additional • Donors of donor advised funds, • Treasurers and chief financial officers.cash payment to the organization equal to the
• Investment advisors of sponsoring organi-difference. • Persons with a material financial interest

zations, andIf the payment resulting from the return of the in a provider-sponsored organization.
property exceeds the correction amount de- • Disqualified persons of a section 509(a)(3)
scribed above, the organization can make a Persons not considered to have substan-supporting organization for the organiza-
cash payment to the disqualified person equal to tial influence. Persons who are not consid-tions that organization supports.
the difference. ered to be in a position to exercise substantial

influence over the affairs of an organization in-For certain supporting organization trans-Exception. For a correction of an excess
clude:actions occurring after July 25, 2006. Sub-benefit transaction (discussed earlier), no

stantial contributors to supporting organizationsamount repaid in a manner prescribed by the • An employee who receives benefits that
will also be considered disqualified personsSecretary can be held in a donor advised fund. total less than the highly compensated
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amount in section 414(q)(1)(B)(i) and who from customary fees received for the pro- the organization providing the benefit clearly in-
dicates its intent to treat the benefit as compen-fessional advice rendered.does not hold the executive or voting pow-
sation when the benefit is paid.ers mentioned earlier in the discussion on • Any preferential treatment the person re-

An applicable tax-exempt organization (orDisqualified Person, is not a family mem-
ceives based on the size of the person’s

entity that it controls) is treated as clearly indicat-ber of a disqualified person, and is not a donation is also offered to others making
ing its intent to provide an economic benefit assubstantial contributor, comparable widely solicited donations.
compensation for services only if the organiza-• Tax-exempt organizations described in tion provides written substantiation that is con-• The direct supervisor of the person is not

section 501(c)(3), and temporaneous with the transfer of the economica disqualified person.
benefits under consideration. Ways to provide• Section 501(c)(4) organizations with re- • The person does not participate in any
contemporaneous written substantiation of itsspect to transactions engaged in with management decisions affecting the or-
intent to provide an economic benefit as com-other section 501(c)(4) organizations. ganization as a whole or a discrete seg-
pensation include:

ment of the organization that represents a
Facts and circumstances. The determina- • The organization produces a signed writ-substantial portion of the activities, assets,

tion of whether a person has substantial influ- ten employment contract,income, or expenses of the organization,
ence over the affairs of an organization is based

as compared to the organization as a • The organization reports the benefit ason all the facts and circumstances. Facts and
whole. compensation on an original Form W-2,circumstances that show a person has substan-

Form 1099, or Form 990, or on antial influence over the affairs of an organization In the case of multiple organizations affiliated amended form filed before starting an IRSinclude, but are not limited to, the following. by common control or governing documents, the examination, or
determination of whether a person does or does• The person founded the organization.

• The disqualified person reports the benefitnot have substantial influence is made sepa-• The person is a substantial contributor to as income on the person’s original Formrately for each applicable tax-exempt organiza-
the organization under the section 1040, or on an amended form filed beforetion. A person may be a disqualified person with
507(d)(2)(A) definition, only taking into ac- starting an IRS examination.respect to transactions with more than one or-
count contributions to the organization for

ganization.
the past 5 years. Exception. If the economic benefit is ex-

Reasonable compensation. Reasonable cluded from the disqualified person’s gross in-• The person’s compensation is primarily
compensation is the value that would ordinarily come for income tax purposes, the applicablebased on revenues derived from activities
be paid for like services by like enterprises under tax-exempt organization is not required to indi-of the organization that the person con-
like circumstances. The section 162 standard cate its intent to provide an economic benefit astrols.
will apply in determining the reasonableness of compensation for services.

• The person has or shares authority to con- compensation. The fact that a bonus or reve-
Rebuttable presumption that a transactiontrol or determine a substantial portion of nue-sharing arrangement is subject to a cap is a

is not an excess benefit transaction. Pay-the organization’s capital expenditures, relevant factor in determining reasonableness of
ments under a compensation arrangement areoperating budget, or compensation for em- compensation.
presumed to be reasonable and the transfer ofployees. To determine the reasonableness of com-
property (or right to use property) is presumed topensation, all items of compensation provided• The person manages a discrete segment be at fair market value, if the following threeby an applicable tax-exempt organization in ex-or activity of the organization that repre- conditions are met.change for performance of services are takensents a substantial portion of the activities,

into account in determining the value of com- 1. The transaction is approved in advance byassets, income, or expenses of the organi-
pensation (except for economic benefits that are an authorized body of the organization (orzation, as compared to the organization as
disregarded under the discussion Disregarded an entity it controls) which is composed ofa whole.
benefits, later). Items of compensation include: individuals who do not have a conflict of• The person owns a controlling interest interest concerning the transaction.• All forms of cash and noncash compensa-(measured by either vote or value) in a

tion, including salary, fees, bonuses, sev- 2. Before making its determination, the au-corporation, partnership, or trust that is a
erance payments, and deferred noncash thorized body obtained and relied upon ap-disqualified person.
compensation, propriate data as to comparability. (There

• The person is a nonstock organization is a special safe harbor for small organiza-• The payment of liability insurance premi-controlled directly or indirectly by one or tions. If the organization has gross receiptsums for, or the payment or reimbursementmore disqualified persons. of less than $1 million, appropriate compa-by the organization of penalties, taxes, or
rability data includes data on compensa-certain expenses under section 4958, un-Facts and circumstances tending to show that tion paid by three comparableless excludable from income as a dea person does not have substantial influence organizations in the same or similar com-minimis fringe benefit under sectionover the affairs of an organization include, but munities for similar services.)132(a)(4),are not limited to, the following.

3. The authorized body adequately docu-• All other compensatory benefits, whether• The person has taken a bona fide vow of ments the basis for its determination con-or not included in gross income for incomepoverty as an employee, agent, or on be- currently with making that determination.tax purposes,half of a religious organization. The documentation should include:
• Taxable and nontaxable fringe benefits,• The person is an independent contractor

except fringe benefits described in section a. The terms of the approved transactionwhose sole relationship to the organization
132, and and the date approved,

is providing professional advice (without
having decision-making authority) with re- • Foregone interest on loans. b. The members of the authorized body
spect to transactions from which the inde- who were present during debate on the
pendent contractor will not economically An economic benefit is not treated as consid- transaction that was approved and

eration for the performance of services unlessbenefit either directly or indirectly aside those who voted on it,

Chapter 5 Excise Taxes Page 67



Page 68 of 80 of Publication 557 13:51 - 29-NOV-2011

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

c. The comparability data obtained and re- nonperformance) and without substantial pen-
lied upon by the authorized body and alty, is treated as a new contract, as of the Taxable Distributions
how the data was obtained, earliest date any termination or cancellation

would be effective. Also, if the parties make a of Sponsoringd. Any actions by a member of the author-
material change to a contract, which includes an

ized body having conflict of interest,
extension or renewal of the contract (except for Organizationsand
an extension or renewal resulting from the exer-

e. Documentation of the basis of the de- cise of an option by the disqualified person), or a An excise tax is imposed on a sponsoring organ-
termination before the later of the next more than incidental change to the amount pay- ization for each taxable distribution it makes
meeting of the authorized body or 60 able under the contract, it is treated as a new from a donor advised fund. An excise tax is also
days after the final actions of the au- contract as of the effective date of the material imposed on any fund manager of the sponsoring
thorized body are taken, and approval change. organization who agreed to the making of a
of records as reasonable, accurate, and distribution, knowing that it is a taxable distribu-More information. For more information,
complete within a reasonable time tion.see the Instructions to Forms 990 and 4720. The
thereafter.

rules listed above also apply to Section
Taxable distribution. A taxable distribution is501(c)(29) organizations.
any distribution from a donor advised fund to anyDisregarded benefits. The following eco-
natural person or to any other person if:nomic benefits are disregarded for section 4958

purposes. 1. The distribution is for any purpose otherExcess Business than one specified in section 170(c)(2)(B),• Nontaxable fringe benefits that are ex-
orcluded from income under section 132. Holdings

2. The sponsoring organization maintaining• Benefits provided to a volunteer for the
the donor advised fund does not exerciseorganization if the benefit is provided to Private foundations are generally not permitted
expenditure responsibility with respect tothe general public in exchange for a mem- to hold more than a 20% interest in an unrelated
the distribution in accordance with sectionbership fee or contribution of $75 or less. business enterprise. They may be subject to an
4945(h).excise tax on the amount of any excess busi-• Benefits provided to a member of an or-

ness holdings. For purposes of section 4943, for  However, a taxable distribution does notganization due to the payment of a mem-
tax years beginning after August 17, 2006, do- include a distribution from a donor advised fundbership fee or to a donor as a result of a
nor advised funds and certain supporting organi- to:deductible contribution, if a significant
zations are considered private foundations.number of disqualified persons make simi- • Any organization described in section

lar payments or contributions and are of- Donor advised fund. In general, a donor ad- 170(b)(1)(A) (other than a disqualified sup-
fered a similar economic benefit. vised fund is a fund or account separately identi- porting organization),

fied by reference to contributions of a donor or• Benefits provided to a person solely as a • The sponsoring organization of the donordonors that is owned and controlled by a spon-member of a charitable class that the ap- advised fund, orsoring organization and for which the donor hasplicable tax-exempt organization intends
or expects to have advisory privileges concern- • Any other donor advised fund.to benefit as part of the accomplishment of
ing the distribution or investment of the funds.its exempt purpose.

The tax on taxable distributions applies to
Supporting organizations. Only certain sup-• A transfer of an economic benefit to or for distributions occurring in tax years beginning
porting organizations are subject to the excessthe use of a governmental unit, as defined after August 17, 2006.
business holdings tax under section 4943.in section 170(c)(1), if exclusively for pub-
These include (1) Type III supporting organiza-lic purposes. Sponsoring organization. A sponsoring or-
tions that are not functionally integrated and (2) ganization is a section170(c) organization that is

Special exception for initial contracts. Type II supporting organizations that accept any not a government organization (as referred to in
Section 4958 does not apply to any fixed pay- gift or contribution from a person who by himself section 170(c)(1) and (2)(A)) or a private foun-
ment made to a person under an initial contract. or in connection with a related party controls the dation and maintains one or more donor advised

supported organization that the Type II support-A fixed payment is an amount of cash or funds.
ing organization supports.other property specified in the contract, or deter-

Donor advised fund.  A donor advised fund ismined by a fixed formula that is specified in the
Taxes. A private foundation that has excess a fund or account:contract, which is to be paid or transferred in
holdings in a business enterprise may become

exchange for the provision of specified services
liable for an excise tax based on the amount of 1. Which is separately identified by referenceor property.
holdings. The initial tax is 10% (5% for tax years to contributions of a donor or donors,

A fixed formula can, generally, incorporate beginning before August 18, 2006) of the value
an amount that depends upon future specified 2. Which is owned and controlled by a spon-of the excess holdings and is imposed on the
events or contingencies, as long as no one has soring organization, andlast day of each tax year that ends during the
discretion when calculating the amount of a pay- taxable period. The excess holdings are deter- 3. For which the donor (or any person ap-
ment or deciding whether to make a payment mined on the day during the tax year when they pointed or designated by the donor) has or
(such as a bonus). were the largest. expects to have advisory privileges con-

An initial contract is a binding written contract If the foundation keeps the excess business cerning the distribution or investment of
between an applicable tax-exempt organization holdings after the initial tax has been imposed, it the funds held in the donor advised funds
and a person who was not a disqualified person becomes liable for an additional tax of 200% of or accounts because of the donor’s status
immediately before entering into the contract. the remaining excess business holdings unless as a donor.

A binding written contract, providing it can be it disposes of them within the taxable period.
terminated or canceled by the applicable For more information on the tax on excess
tax-exempt organization without the other business holdings, see the Instructions for Form
party’s consent (except as a result of substantial 4720.
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Exception. A donor advised fund does not
include: Taxes on Prohibited Excise Taxes on
1. A fund or account that makes distributions Benefits Distributed Private Foundationsonly to a single identified organization or

governmental entity, or From Donor Advised There is an excise tax on the net investment
2. Any fund or account for a person de- income of most domestic private foundations.Fundsscribed in 3 above that gives advice about This tax must be reported on Form 990-PF and

which individuals receive grants for travel, must be paid annually at the time for filing that
study, or similar purposes, if: return or in quarterly estimated tax payments ifProhibited benefit. If any donor, donor advi-

the total tax for the year (section 4940 tax minussor, or related party advises the sponsoring or-
a. The person’s advisory privileges are credits) is $500 or more. Report estimated taxesganization about making a distribution which

performed exclusively by such person on Form 990-W.results in a donor, donor advisor, or related party
in their capacity as a committee mem-

receiving (either directly or indirectly) a more In addition, there are several other rules thatber of which all the committee members
than incidental benefit, then such benefit is a apply to excise taxes on private foundations.are appointed by the sponsoring organi-
prohibited benefit. The tax on prohibited benefits These include: zation.
applies to distributions occurring in tax years

1. Restrictions on self-dealing between pri-beginning after August 17, 2006.b. No combination of persons with advi-
vate foundations and their substantial con-sory privileges, described in 3 above, or

Donor advisor. A donor advisor is any person tributors and other disqualified persons,persons related to those in 3 above di-
appointed or designated by a donor to advise arectly or indirectly control the commit- 2. Requirements that the foundation annuallysponsoring organization on the distribution ortee, or distribute income for charitable purposes,investment of amounts held in the donor’s fund

c. All grants from the fund or account are or account. 3. Limits on their holdings in any business
awarded on an objective and nondis- enterprise,Related party. A related party includes anycriminatory basis according to a proce-

family member or 35% controlled entity. See the 4. Provisions that investments must not jeop-dure approved in advance by the board
definition of those terms under Disqualified Per- ardize the carrying out of exempt pur-of directors of the sponsoring organiza-
son, earlier. poses, andtion. The procedure must be designed

to ensure that all grants meet the re- Tax on donor, donor advisor, or related per- 5. Provisions to assure that expenditures fur-
quirements of section 4945(g)(1), (2), or son.  A tax of 125% of the benefit resulting ther the organization’s exempt purposes.
(3). from the distribution is imposed on both the party

Violations of these provisions give rise towho advised as to the distribution (which might
taxes and penalties against the private founda-be a donor, donor advisor, or related party) andDisqualified supporting organization. A dis- tion and, in some cases, its managers, its sub-the party who received such benefit (whichqualified supporting organization includes a stantial contributors, and certain relatedmight be a donor, donor advisor, or relatedType III supporting organization that is not func-
persons.party). The advisor and the party who receivedtionally integrated and any Type I, Type II, or

For more information on the excise taxesthe benefit are jointly and severally liable for thefunctionally integrated Type III supporting or-
imposed on private foundations, see the Instruc-tax.ganization where the donor or donor advisor
tions for Form 4720 and the Instructions for(and any related parties) directly or indirectly Tax on fund managers. If a tax is imposed on Form 990-PF.controls a supported organization of the sup- a prohibited benefit received by a donor, donor

porting organization. advisor, or related person, a tax of 10% of the
amount of the prohibited benefit is imposed onTax on sponsoring organization. A tax of
any fund manager who agreed to the distribution20% of the amount of each taxable distribution is Excise Taxes on Blackknowing that it would confer a prohibited benefit.imposed on the sponsoring organization.
Any fund manager who took part in the distribu- Lung Benefit TrustsTax on fund manager. If a tax is imposed on a tion and is liable for the tax must pay the tax. The

taxable distribution of the sponsoring organiza- maximum amount of tax on all fund managers
If your organization makes any expenditures,tion, a tax of 5% of the distribution will be im- for any one taxable distribution is $10,000. If
payments, or investments other than those de-posed on any fund manager who agreed to the more than one fund manager is liable for tax on
scribed in chapter 4 under  501(c)(21) - Blackdistribution knowing that it was a taxable distri- a taxable distribution, all such managers are
Lung Benefit Trusts a tax equal to 10% of thebution. Any fund manager who took part in the jointly and severally liable for the tax.
amount of such expenditures is imposed on thatdistribution and is liable for the tax must pay the
trust. If there are any acts of self-dealing be-tax. The maximum amount of tax on all fund Exception. If a person engaged in an excess
tween the trust and a disqualified person, a taxmanagers for any one taxable distribution is benefit transaction and received a prohibited
equal to 10% of the amount involved is imposed$10,000. If more than one fund manager is liable benefit for the same transaction, the person is
on the disqualified person. Both of these excisefor tax on a taxable distribution, all such manag- taxed under section 4958, and no tax is imposed
taxes are reported on Schedule A (Formers are jointly and severally liable for the tax. under section 4967 for a prohibited benefit.
990-BL). See the Form 990-BL instructions forFor more information on the tax on taxable For more information on taxes on prohibited
more information on these taxes and what has todistributions of sponsoring organizations, see benefits distributed from donor advised funds,

the Instructions for Form 4720. see the Instructions for Form 4720. be filed, even if the trust is excepted from filing.

Chapter 5 Excise Taxes Page 69



Page 70 of 80 of Publication 557 13:51 - 29-NOV-2011

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

visiting our YouTube channel www.you- • Check the status of your 2011 refund. Go
tube.com/tasta and our Facebook page at to IRS.gov and click on Where’s My Re-
www.facebook.com/YourVoiceAtIRS, or fund. Wait at least 72 hours after the IRS6. by following our tweets at www.twitter. acknowledges receipt of your e-filed re-
com/YouVoiceatIRS. turn, or 3 to 4 weeks after mailing a paper

return. If you filed Form 8379 with your
Low Income Taxpayer Clinics (LITCs). return, wait 14 weeks (11 weeks if youHow To Get Tax

The Low Income Taxpayer Clinic program filed electronically). Have your 2011 tax
serves individuals who have a problem with the return available so you can provide your
IRS and whose income is below a certain level. social security number, your filing status,Help
LITCs are independent from the IRS. Most and the exact whole dollar amount of your
LITCs can provide representation before the refund.You can get help with unresolved tax issues,
IRS or in court on audits, tax collection disputes,order free publications and forms, ask tax ques- • Download forms, including talking tax
and other issues for free or a small fee. If antions, and get information from the IRS in sev- forms, instructions, and publications.
individual’s native language is not English, someeral ways. By selecting the method that is best
clinics can provide multilingual information • Order IRS products online.for you, you will have quick and easy access to
about taxpayer rights and responsibilities. Fortax help. • Research your tax questions online.
more information, see Publication 4134, Low
Income Taxpayer Clinic List. This publication is • Search publications online by topic orContacting your Taxpayer Advocate. The
a v a i l a b l e  a t  I R S . g o v ,  b y  c a l l i n g keyword.Taxpayer Advocate Service (TAS) is an inde-
1-800-TAX-FORM (1-800-829-3676), or at yourpendent organization within the IRS. We help • Use the online Internal Revenue Code,
local IRS office.taxpayers who are experiencing economic

Regulations, or other official guidance.
harm, such as not being able to provide necessi-

Free tax services. Publication 910, IRS • View Internal Revenue Bulletins (IRBs)ties like housing, transportation, or food; taxpay-
Guide to Free Tax Services, is your guide to IRS published in the last few years.ers who are seeking help in resolving tax
services and resources. Learn about free taxproblems with the IRS; and those who believe • Figure your withholding allowances usinginformation from the IRS, including publications,that an IRS system or procedure is not working the withholding calculator online at www.services, and education and assistance pro-as it should. Here are seven things every tax- irs.gov/individuals.grams. The publication also has an index of overpayer should know about TAS:
100 TeleTax topics (recorded tax information) • Determine if Form 6251 must be filed by• The Taxpayer Advocate Service is your you can listen to on the telephone. The majority using our Alternative Minimum Tax (AMT)

voice at the IRS. of the information and services listed in this Assistant.
publication are available to you free of charge. If• Our service is free, confidential, and tai- • Sign up to receive local and national taxthere is a fee associated with a resource orlored to meet your needs. news by email.service, it is listed in the publication.

• You may be eligible for our help if you Accessible versions of IRS published prod- • Get information on starting and operating
have tried to resolve your tax problem ucts are available on request in a variety of a small business.
through normal IRS channels and have alternative formats for people with disabilities.
gotten nowhere, or you believe an IRS
procedure just isn’t working as it should. Free help with your return. Free help in pre- Phone. Many services are available by

paring your return is available nationwide from• We help taxpayers whose problems are phone. 
IRS-trained volunteers. The Volunteer Incomecausing financial difficulty or significant
Tax Assistance (VITA) program is designed tocost, including the cost of professional
help low-income taxpayers and the Tax Coun-representation. This includes businesses
seling for the Elderly (TCE) program is designedas well as individuals. • Ordering forms, instructions, and publica-
to assist taxpayers age 60 and older with their tions. Call 1-800-TAX FORM• Our employees know the IRS and how to tax returns. Many VITA sites offer free electronic (1-800-829-3676) to order current-year

navigate it. If you qualify for our help, we’ll filing and all volunteers will let you know about forms, instructions, and publications, and
assign your case to an advocate who will credits and deductions you may be entitled to prior-year forms and instructions. You
listen to your problem, help you under- claim. To find the nearest VITA or TCE site, call should receive your order within 10 days.
stand what needs to be done to resolve it, 1-800-829-1040.
and stay with you every step of the way • Asking tax questions. Call the IRS withAs part of the TCE program, AARP offers the
until your problem is resolved. your tax questions at 1-800-829-1040.Tax-Aide counseling program. To find the near-

est AARP Tax-Aide site, call 1-888-227-7669 or• We have at least one local taxpayer advo- • Solving problems. You can get
visit AARP’s website at www.aarp.org/money/cate in every state, the District of Colum- face-to-face help solving tax problems
taxaide.bia, and Puerto Rico. You can call your every business day in IRS Taxpayer As-

local advocate, whose number is in your sistance Centers. An employee can ex-For more information on these programs, go
phone book, in Pub. 1546, Taxpayer Ad- plain IRS letters, request adjustments toto IRS.gov and enter keyword “VITA” in the
vocate Service—Your Voice at the IRS, your account, or help you set up a pay-upper right-hand corner.
and on our website at www.irs.gov/advo- ment plan. Call your local Taxpayer Assis-

Internet. You can access the IRS web-
cate. You can also call our toll-free line at tance Center for an appointment. To find

site at IRS.gov 24 hours a day, 7 days
1-877-777-4778 or TTY/TDD the number, go to www.irs.gov/localcon-

a week to:
1-800-829-4059. tacts or look in the phone book under

United States Government, Internal Reve-• You can learn about your rights and re-
nue Service.

sponsibilities as a taxpayer by visiting our • E-file your return. Find out about commer-
online tax toolkit at www.taxtoolkit.irs.gov. cial tax preparation and e-file services • TTY/TDD equipment. If you have access
You can get updates on hot tax topics by available free to eligible taxpayers. to TTY/TDD equipment, call
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1-800-829-4059 to ask tax questions or to stores, copy centers, city and county gov-
order forms and publications. Internal Revenue Serviceernment offices, credit unions, and office

1201 N. Mitsubishi Motorwaysupply stores have a collection of products• TeleTax topics. Call 1-800-829-4477 to lis-
Bloomington, IL 61705-6613available to print from a CD or photocopyten to pre-recorded messages covering

from reproducible proofs. Also, some IRSvarious tax topics. DVD for tax products. You can orderoffices and libraries have the Internal Rev-
Publication 1796, IRS Tax Products• Refund information. To check the status of enue Code, regulations, Internal Revenue
DVD, and obtain:your 2011 refund, call 1-800-829-1954 or Bulletins, and Cumulative Bulletins avail-

1-800-829-4477 (automated refund infor- able for research purposes.
mation 24 hours a day, 7 days a week).

• Services. You can walk in to your local • Current-year forms, instructions, and pub-Wait at least 72 hours after the IRS ac-
Taxpayer Assistance Center every busi- lications.knowledges receipt of your e-filed return,
ness day for personal, face-to-face taxor 3 to 4 weeks after mailing a paper re- • Prior-year forms, instructions, and publica-
help. An employee can explain IRS letters,turn. If you filed Form 8379 with your re- tions.
request adjustments to your tax account,turn, wait 14 weeks (11 weeks if you filed
or help you set up a payment plan. If you • Tax Map: an electronic research tool andelectronically). Have your 2011 tax return

finding aid.need to resolve a tax problem, have ques-available so you can provide your social
tions about how the tax law applies to yoursecurity number, your filing status, and the • Tax law frequently asked questions.
individual tax return, or you are more com-exact whole dollar amount of your refund.

• Tax Topics from the IRS telephone re-fortable talking with someone in person,If you check the status of your refund and
sponse system.visit your local Taxpayer Assistanceare not given the date it will be issued,

Center where you can spread out yourplease wait until the next week before • Internal Revenue Code—Title 26 of the
records and talk with an IRS representa-checking back. U.S. Code.
tive face-to-face. No appointment is nec-

• Other refund information. To check the • Fill-in, print, and save features for most taxessary—just walk in. If you prefer, you
status of a prior year refund or amended forms.can call your local Center and leave a
return refund, call 1-800-829-1040. message requesting an appointment to re- • Internal Revenue Bulletins.

solve a tax account issue. A representa-
Evaluating the quality of our telephone • Toll-free and email technical support.tive will call you back within 2 business

services. To ensure IRS representatives give days to schedule an in-person appoint- • Two releases during the year.accurate, courteous, and professional answers, ment at your convenience. If you have an –  The first release will ship the beginningwe use several methods to evaluate the quality ongoing, complex tax account problem or of January 2012.of our telephone services. One method is for a a special need, such as a disability, an –  The final release will ship the beginningsecond IRS representative to listen in on or appointment can be requested. All other of March 2012.record random telephone calls. Another is to ask issues will be handled without an appoint-
some callers to complete a short survey at the ment. To find the number of your local Purchase the DVD from National Technicalend of the call.

office, go to Information Service (NTIS) at www.irs.gov/
www.irs.gov/localcontacts or look in the cdorders for $30 (no handling fee) or callWalk-in. Many products and services
phone book under United States Govern- 1-877-233-6767 toll free to buy the DVD for $30are available on a walk-in basis.
ment, Internal Revenue Service. (plus a $6 handling fee).

Mail. You can send your order for
forms, instructions, and publications to• Products. You can walk in to many post
the address below. You should receiveoffices, libraries, and IRS offices to pick up

a response within 10 days after your request iscertain forms, instructions, and publica-
tions. Some IRS offices, libraries, grocery received.
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Organization Reference Chart

Section of Application Annual return Contributions
1986 Code Description of organization General nature of activities  Form No. required to be  allowable

 filed

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

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

Exempt Organization exempt organization

501(c)(3) Religious, Educational, Charitable, Activities of nature implied by 1023 9901 or 990-EZ8, Yes, generally
Scientific, Literary, Testing for Public description of class of organization or 990-PF
Safety, to Foster National or
International Amateur Sports
Competition, or Prevention of Cruelty
to Children or Animals Organizations

501(c)(4) Civic Leagues, Social Welfare Promotion of community welfare; 1024 9901 or 990-EZ8 No, generally 2, 3

Organizations, and Local charitable, educational, or recreational
Associations of Employees

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

Organizations purpose being to improve conditions of
work, and to improve products of
efficiency

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

Commerce, Real Estate Boards, conditions of one or more lines of
etc. business

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

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

to members purposes

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

Associations accident, or other benefits to members

501(c)(10) Domestic Fraternal Societies Lodge devoting its net earnings to 1024 9901 or 990-EZ8 Yes, if for certain
and Associations charitable, fraternal, and other Sec. 501(c)(3)

specified purposes. No life, sickness, or purposes
accident benefits to members

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

Associations retirement benefits

501(c)(12) Benevolent Life Insurance Activities of a mutually beneficial 1024 9901 or 990-EZ8 No2

Associations, Mutual Ditch or nature similar to those implied by the
Irrigation Companies, Mutual or description of class of organization
Cooperative Telephone Companies,
etc.

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

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

Mutual Reserve Funds

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

Associations substantially at cost

501(c)(16) Cooperative Organizations to Financing crop operations in Form 1120-C6 9901 or 990-EZ8 No2

Finance Crop Operations conjunction with activities of a marketing

or purchasing association

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

Benefit Trusts supplemental unemployment
compensation benefits

501(c)(18) Employee Funded Pension Trust Payment of benefits under a No Form6 9901 or 990-EZ8 No2

(created before June 25, 1959) pension plan funded by employees
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Section of Application Annual return Contributions
1986 Code Description of organization General nature of activities  Form No. required to be  allowable

 filed

501(c)(19) Post or Organization of Past or Activities implied by nature of 1024 9901 or 990-EZ8 No, generally7

Present Members of the Armed organization
Forces

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

satisfy their liability for disability or 
death due to black lung diseases

501(c)(22) Withdrawal Liability Payment Fund To provide funds to meet the No Form6 9901 or 990-EZ8 No5

liability of employers withdrawing from 
a multi-employer pension fund

501(c)(23) Veterans’ Organization (created To provide insurance and other No Form6 9901 or 990-EZ8 No, generally7

before 1880) benefits to veterans

501(c)(25) Title Holding Corporations or Trusts Holding title and paying over 1024 9901 or 990-EZ8 No
with Multiple Parent Corporations income from property to 35 or fewer

parents or beneficiaries

501(c)(26) State-Sponsored Organization Provides health care coverage to No Form6 9901 or 990-EZ8 No
Providing Health Coverage for high-risk individuals
High-Risk Individuals

501(c)(27) State-Sponsored Workers’ Reimburses members for losses No Form6 9901 or 990-EZ8 No
Compensation Reinsurance under workers’ compensation acts
Organization

501(c)(28) National Railroad Retirement Manages and invests the assets of the No Form None No11

Investment Trust Railroad Retirement Account

501(c)(29) CO-OP health insurance issuers A qualified health insurance issuer TBD 9901 or 990-EZ8 No13

which has received a loan or grant
under the CO-OP program

501(d) Religious and Apostolic Associations Regular business activities; No Form 10659 No2

Communal religious community

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

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

501(k) Child Care Organizations Provides care for children 1023 9901 or 990-EZ8 Yes

501(n) Charitable Risk Pools Pools certain insurance risks of sec. 1023 9901 or 990-EZ8 Yes
501(c)(3) organizations

501(q) Credit Counseling Organization Credit counseling services 1023 102312 No

521(a) Farmers’ Cooperative Associations Cooperative marketing and 1028 990-C No
purchasing for agricultural procedures

527 Political organizations A party, committee, fund, 8871 1120-POL10 No
association, etc., that directly or 9901 or 990-EZ8

indirectly accepts contributions or
makes expenditures for political
campaigns
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1For exceptions to the filing requirement, see chapter 2 and the form 6Application is by letter to the address shown on Form 8718. A copy of the
instructions. Note: For annual tax periods beginning after 2006, most organizing document should be attached and the letter should be signed by
tax-exempt organizations, other than churches, are required to file an annual an officer. 
Form 990, 990-EZ, or 990-PF with the IRS or to submit an annual electronic
notice, Form 990-N (e-Postcard), to the IRS. Tax-exempt organizations failing 7Contributions to these organizations are deductible only if 90% or more of
to file an annual return or submit an annual notice as required for 3 the organization’s members are war veterans. 
consecutive years will automatically lose their tax-exempt status.

8For limits on the use of Form 990-EZ, see chapter 2 and the general
2An organization exempt under a subsection of section 501 other than instructions for Form 990-EZ (or Form 990). 
501(c)(3) can establish a charitable fund, contributions to which are
deductible. Such a fund must itself meet the requirements of section 9Although the organization files a partnership return, all distributions are
501(c)(3) and the related notice requirements of section 508(a). deemed dividends. The members are not entitled to pass through treatment

of the organization’s income or expenses. 
3Contributions to volunteer fire companies and similar organizations are
deductible, but only if made for exclusively public purposes. 10Form 1120-POL is required only if the organization has taxable income as

defined in section 527(c). 
4Deductible as a business expense to the extent allowed by section 192.

11Only required to annually file so much of the Form 990 that relates to the
5Deductible as a business expense to the extent allowed by section 194A. names and addresses of the officers, directors, trustees, and key employees,

and their titles, compensation, and hours devoted to their positions (Part VII
of Form 990) and complete Tax exempt status (Item I in the Heading of Form
990). 

12See section 501(q) if the organization provides credit counseling services
and seeks recognition of exemption under section 501(c)(4). Use Form 1024
if applying for recognition under section 501(c)(4).

13See section 501(c)(29) for details.
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To help us develop a more useful index, please let us know if you have ideas for index entries.
Index See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.
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Appendix. Sample Articles of Organization

The following are examples of a charter (Draft A) and a declaration of trust (Draft B) that contain the required information as
to purposes and powers of an organization and disposition of its assets upon dissolution. You should bear in mind that
requirements for these instruments may vary under applicable state law.

See Private Foundations and Public Charities for the special provisions required in a private foundation’s governing
instrument in order for it to qualify for exemption.

Articles of Incorporation of the undersigned, a majority of whom are citizens of the United States, desiring to form a
Non-Profit Corporation under the Non-Profit Corporation Law of , do hereby certify:

First: The name of the Corporation shall be .

Second: The place in this state where the principal office of the Corporation is to be located is the City of
, County.

Third: Said corporation is organized exclusively for charitable, religious, educational, and scientific purposes, including, for
such purposes, the making of distributions to organizations that qualify as exempt organizations under section 501(c)(3) of
the Internal Revenue Code, or the corresponding section of any future federal tax code.

Fourth: The names and addresses of the persons who are the initial trustees of the corporation are as follows:
Name , Address

Fifth: No part of the net earnings of the corporation shall inure to the benefit of, or be distributable to its members, trustees,
officers, or other private persons, except that the corporation shall be authorized and empowered to pay reasonable
compensation for services rendered and to make payments and distributions in furtherance of the purposes set forth in Article
Third hereof. No substantial part of the activities of the corporation shall be the carrying on of propaganda, or otherwise
attempting to influence legislation, and the corporation shall not participate in, or intervene in (including the publishing or
distribution of statements) any political campaign on behalf of or in opposition to any candidate for public office.
Notwithstanding any other provision of these articles, the corporation shall not carry on any other activities not permitted to be
carried on (a) by a corporation exempt from federal income tax under section 501(c)(3) of the Internal Revenue Code, or the
corresponding section of any future federal tax code, or (b) by a corporation, contributions to which are deductible under
section 170(c)(2) of the Internal Revenue Code, or the corresponding section of any future federal tax code.
If reference to federal law in articles of incorporation imposes a limitation that is invalid in your state, you may wish to
substitute the following for the last sentence of the preceding paragraph: “Notwithstanding any other provision of these
articles, this corporation shall not, except to an insubstantial degree, engage in any activities or exercise any powers that are
not in furtherance of the purposes of this corporation.”

Sixth: Upon the dissolution of the corporation, assets shall be distributed for one or more exempt purposes within the
meaning of section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future federal tax code, or
shall be distributed to the federal government, or to a state or local government, for a public purpose. Any such assets not so
disposed of shall be disposed of by a Court of Competent Jurisdiction of the county in which the principal office of the
corporation is then located, exclusively for such purposes or to such organization or organizations, as said Court shall
determine, which are organized and operated exclusively for such purposes.
In witness whereof, we have hereunto subscribed our names this day of ,
20 .
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Appendix. Sample Articles of Organization, continued

Draft B 

The Charitable Trust. Declaration of Trust made as of the day of
, 20 , by , of , and

, of , who hereby declare and agree that they have received this day
from , as Donor, the sum of Ten Dollars ($10) and that they will hold and manage the
same, and any additions to it, in trust, as follows:

First: This trust shall be called “The Charitable Trust.”

Second: The trustees may receive and accept property, whether real, personal, or mixed, by way of gift, bequest, or devise,
from any person, firm, trust, or corporation, to be held, administered, and disposed of in accordance with and pursuant to the
provisions of this Declaration of Trust; but no gift, bequest, or devise of any such property shall be received and accepted if it
is conditioned or limited in such manner as to require the disposition of the income or its principal to any person or
organization other than a “charitable organization” or for other than “charitable purposes” within the meaning of such terms as
defined in Article Third of this Declaration of Trust, or as shall, in the opinion of the trustees, jeopardize the federal income tax
exemption of this trust pursuant to section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future
federal tax code.

Third:

A. The principal and income of all property received and accepted by the trustees to be administered under this Declaration
of Trust shall be held in trust by them, and the trustees may make payments or distributions from income or principal, or
both, to or for the use of such charitable organizations, within the meaning of that term as defined in paragraph C, in such
amounts and for such charitable purposes of the trust as the trustees shall from time to time select and determine; and the
trustees may make payments or distributions from income or principal, or both, directly for such charitable purposes, within
the meaning of that term as defined in paragraph D, in such amounts as the trustees shall from time to time select and
determine without making use of any other charitable organization. The trustees may also make payments or distributions
of all or any part of the income or principal to states, territories, or possessions of the United States, any political
subdivision of any of the foregoing, or to the United States or the District of Columbia but only for charitable purposes within
the meaning of that term as defined in paragraph D. Income or principal derived from contributions by corporations shall be
distributed by the trustees for use solely within the United States or its possessions. No part of the net earnings of this trust
shall inure or be payable to or for the benefit of any private shareholder or individual, and no substantial part of the
activities of this trust shall be the carrying on of propaganda, or otherwise attempting to influence legislation. No part of the
activities of this trust shall be the participation in, or intervention in (including the publishing or distributing of statements),
any political campaign on behalf of or in opposition to any candidate for public office.

B. The trust shall continue forever unless the trustees terminate it and distribute all of the principal and income, which
action may be taken by the trustees in their discretion at any time. On such termination, assets shall be distributed for one
or more exempt purposes within the meaning of section 501(c)(3) of the Internal Revenue Code, or the corresponding
section of any future federal tax code, or shall be distributed to the federal government, or to a state or local government,
for a public purpose. The donor authorizes and empowers the trustees to form and organize a nonprofit corporation limited
to the uses and purposes provided for in this Declaration of Trust, such corporation to be organized under the laws of any
state or under the laws of the United States as may be determined by the trustees; such corporation when organized to
have power to administer and control the affairs and property and to carry out the uses, objects, and purposes of this trust.
Upon the creation and organization of such corporation, the trustees are authorized and empowered to convey, transfer,
and deliver to such corporation all the property and assets to which this trust may be or become entitled. The charter,
bylaws, and other provisions for the organization and management of such corporation and its affairs and property shall be
such as the trustees shall determine, consistent with the provisions of this paragraph.
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C. In this Declaration of Trust and in any amendments to it, references to “charitable organizations” or “charitable
organization” mean corporations, trusts, funds, foundations, or community chests created or organized in the United States
or in any of its possessions, whether under the laws of the United States, any state or territory, the District of Columbia, or
any possession of the United States, organized and operated exclusively for charitable purposes, no part of the net
earnings of which inures or is payable to or for the benefit of any private shareholder or individual, and no substantial part
of the activities of which is carrying on propaganda, or otherwise attempting to influence legislation, and which do not
participate in or intervene in (including the publishing or distributing of statements) any political campaign on behalf of or in
opposition to any candidate for public office. It is intended that the organization described in this paragraph C shall be
entitled to exemption from federal income tax under section 501(c)(3) of the Internal Revenue Code, or the corresponding
section of any future federal tax code.

D. In this Declaration of Trust and in any amendments to it, the term “charitable purposes” shall be limited to and shall
include only religious, charitable, scientific, literary, or educational purposes within the meaning of those terms as used in
section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future federal tax code, but only such
purposes as also constitute public charitable purposes under the law of trusts of the State of .

Fourth: This Declaration of Trust may be amended at any time or times by written instrument or instruments signed and
sealed by the trustees, and acknowledged by any of the trustees, provided that no amendment shall authorize the trustees to
conduct the affairs of this trust in any manner or for any purpose contrary to the provisions of section 501(c)(3) of the Internal
Revenue Code, or the corresponding section of any future federal tax code. An amendment of the provisions of this Article
Fourth (or any amendment to it) shall be valid only if and to the extent that such amendment further restricts the trustees’
amending power. All instruments amending this Declaration of Trust shall be noted upon or kept attached to the executed
original of this Declaration of Trust held by the trustees.

Fifth: Any trustee under this Declaration of Trust may, by written instrument, signed and acknowledged, resign his office. The
number of trustees shall be at all times not less than two, and whenever for any reason the number is reduced to one, there
shall be, and at any other time there may be, appointed one or more additional trustees. Appointments shall be made by the
trustee or trustees for the time in office by written instruments signed and acknowledged. Any succeeding or additional
trustee shall, upon his or her acceptance of the office by written instrument signed and acknowledged, have the same
powers, rights, and duties, and the same title to the trust estate jointly with the surviving or remaining trustee or trustees as if
originally appointed.

None of the trustees shall be required to furnish any bond or surety. None of them shall be responsible or liable for the acts or
omissions of any other of the trustees or of any predecessor or of a custodian, agent, depositary, or counsel selected with
reasonable care. 

The one or more trustees, whether original or successor, for the time being in office, shall have full authority to act even
though one or more vacancies may exist. A trustee may, by appropriate written instrument, delegate all or any part of his or
her powers to another or others of the trustees for such periods and subject to such conditions as such delegating trustee
may determine. 

The trustees serving under this Declaration of Trust are authorized to pay to themselves amounts for reasonable expenses
incurred and reasonable compensation for services rendered in the administration of this trust, but in no event shall any
trustee who has made a contribution to this trust ever receive any compensation thereafter.

Sixth: In extension and not in limitation of the common law and statutory powers of trustees and other powers granted in this
Declaration of Trust, the trustees shall have the following discretionary powers.

a) To invest and reinvest the principal and income of the trust in such property, real, personal, or mixed, and in such
manner as they shall deem proper, and from time to time to change investments as they shall deem advisable; to invest in
or retain any stocks, shares, bonds, notes, obligations, or personal or real property (including without limitation any
interests in or obligations of any corporation, association, business trust, investment trust, common trust fund, or
investment company) although some or all of the property so acquired or retained is of a kind or size which but for this
express authority would not be considered proper and although all of the trust funds are invested in the securities of one
company. No principal or income, however, shall be loaned, directly or indirectly, to any trustee or to anyone else,
corporate or otherwise, who has at any time made a contribution to this trust, nor to anyone except on the basis of an
adequate interest charge and with adequate security.
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b) To sell, lease, or exchange any personal, mixed, or real property, at public auction or by private contract, for such
consideration and on such terms as to credit or otherwise, and to make such contracts and enter into such undertakings
relating to the trust property, as they consider advisable, whether or not such leases or contracts may extend beyond the
duration of the trust. 

c) To borrow money for such periods, at such rates of interest, and upon such terms as the trustees consider advisable,
and as security for such loans to mortgage or pledge any real or personal property with or without power of sale; to acquire
or hold any real or personal property, subject to any mortgage or pledge on or of property acquired or held by this trust.

d) To execute and deliver deeds, assignments, transfers, mortgages, pledges, leases, covenants, contracts, promissory
notes, releases, and other instruments, sealed or unsealed, incident to any transaction in which they engage. 

e) To vote, to give proxies, to participate in the reorganization, merger, or consolidation of any concern, or in the sale,
lease, disposition, or distribution of its assets; to join with other security holders in acting through a committee, depositary,
voting trustees, or otherwise, and in this connection to delegate authority to such committee, depositary, or trustees and to
deposit securities with them or transfer securities to them; to pay assessments levied on securities or to exercise
subscription rights in respect of securities.

 f) To employ a bank or trust company as custodian of any funds or securities and to delegate to it such powers as they
deem appropriate; to hold trust property without indication of fiduciary capacity but only in the name of a registered
nominee, provided the trust property is at all times identified as such on the books of the trust; to keep any or all of the trust
property or funds in any place or places in the United States of America; to employ clerks, accountants, investment
counsel, investment agents, and any special services, and to pay the reasonable compensation and expenses of all such
services in addition to the compensation of the trustees.

Seventh: The trustees’ powers are exercisable solely in the fiduciary capacity consistent with and in furtherance of the
charitable purposes of this trust as specified in Article Third and not otherwise.

Eighth: In this Declaration of Trust and in any amendment to it, references to “trustees” mean the one or more trustees,
whether original or successor, for the time being in office.

Ninth: Any person may rely on a copy, certified by a notary public, of the executed original of this Declaration of Trust held by
the trustees, and of any of the notations on it and writings attached to it, as fully as he might rely on the original documents
themselves. Any such person may rely fully on any statements of fact certified by anyone who appears from such original
documents or from such certified copy to be a trustee under this Declaration of Trust. No one dealing with the trustees need
inquire concerning the validity of anything the trustees purport to do. No one dealing with the trustees need see to the
application of anything paid or transferred to or upon the order of the trustees of the trust.

Tenth: This Declaration of Trust is to be governed in all respects by the laws of the State of .
• Trustee 
• Trustee 
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Introduction 
Saturday night bingo in the church hall, 
one-armed bandits in the social club, video 
lottery at the veterans’ club, poker night 
at the fraternal lodge – all of these are 
examples of gaming* – sometimes called 
gambling – by organizations exempt from 
federal income tax. 

For many years now, exempt organizations have operated these and many 
other types of games as a part of their activities. Why do organizations 
“game?” Probably the number one reason is to raise funds – either to help 
cover the cost of running their organizations or to support worthy causes. 
For some organizations, gaming also permits its members to socialize with 
each other and fosters fellowship. 

Whatever the reason, an organization conducting any type of gaming should 
understand how the activity can impact its federal tax-exempt status, as well 
as its tax and information reporting responsibilities. In the following chap-
ters, this publication will provide an exempt organization – whether it is run-
ning games already or deciding whether to start – the information it needs 
to operate in a manner that will not jeopardize its exempt status or generate 
unexpected tax bills. 

Note: Many states and localities regulate gaming by exempt organizations. 
This publication does not address state or local gaming licensing require-
ments. For licensing requirements, please consult the appropriate agencies 
in your locale. 

*Gaming includes (but is not limited to): bingo, pull-tabs/instant bingo (including satellite and progressive bingo), 
Texas Hold-Em Poker and other card games, raffles, scratch-offs, charitable gaming tickets, break-opens, hard 
cards, banded tickets, jar tickets, pickle cards, Lucky Seven cards, Nevada Club tickets, casino nights, Las Vegas 
nights, and coin-operated gambling devices. Coin-operated gambling devices include slot machines, electronic 
video slot or line games, video poker, video blackjack, video keno, video bingo, video pull-tab games, etc. 
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6 Chapter 1 - Gaming’s Impact on Tax-Exempt Status 

 

 

 

Gaming’s Impact on Tax-Exempt Status 
This chapter will explore the impact of gaming on an organization’s tax-exempt status according to the section of the 
Internal Revenue Code (the Code) under which it is exempt. Chapter 2 will explore when an organization’s gaming 
might give rise to income tax liability. You should refer to your organization’s exemption letter from the IRS to deter-
mine the subsection under which you were granted exemption. If you do not have a copy of your organization’s letter, 
you may call EO Customer Services at 877-829-5500 (toll-free) to request a copy or to determine your organiza-
tion’s subsection. 

Gaming is no different than the conduct of any other trade or business carried on for profit. Though the activity may 
generate funds to pay expenses associated with the conduct of exempt activities, gaming itself does not further the 
exempt purposes of most types of organizations. 

There are several categories of organizations, however, whose exempt function includes social or recreational activi-
ties for members and their bona fide guests. For these organizations, gaming itself may further an exempt purpose. 

For more information on specific subsections, see the following summaries and also Publication 557, Tax-Exempt 
Status for Your Organization. 

Section 501(c)(3) – Charities, Schools, Churches, and Religious Organizations 
An organization may qualify for exemption under section 501(c)(3) of the Code if it is organized and operated ex-
clusively for religious, charitable, scientific, literary or educational purposes or for the purposes of testing for public 
safety, fostering national or international amateur sports competition, or preventing cruelty to children or animals. To 
be exempt under section 501(c)(3), an organization must engage in activities that accomplish one or more of these 
purposes. Examples of section 501(c)(3) organizations include schools, churches, and non-profit hospitals. 

A common misconception is that gaming is a “charitable” activity. There is nothing inherently charitable about gam-
ing. It is a recreational activity and a business. Although a charity may use the proceeds from gaming to pay expenses 
associated with its charitable programs, gaming itself does not further exempt purposes. Thus, the sole purpose of 
a 501(c)(3) organization cannot be to conduct gaming. 

In addition, a section 501(c)(3) organization must not be organized or operated for the benefit of private inter-
ests, such as the creator or the creator’s family, shareholders of the organization, other designated individuals or 

persons controlled directly 
or indirectly by such pri-
vate interests. No part of 
the net earnings of a sec-
tion 501(c)(3) organization 
may inure to the benefit of 
any private shareholder or 
individual.* An organization 
puts its exempt status in 
jeopardy when gaming re-
sults in inurement or private 
benefit to individuals, or 
where funds from the activ-
ity are diverted for private 
purposes. 

A charity conducting gam-
ing as an insubstantial part 
of its activities will not or-
dinarily jeopardize its tax-
exempt status but may be 
subject to the tax on unre-
lated business income. See 
Chapter 2. 

The IRS determines wheth-
er an organization is con-
ducting a “substantial” 
unrelated activity by exam-
ining all of the facts and 
circumstances. There is 
no “bright-line” or numeri-
cal test prescribed by the 

*A private shareholder or individual is a person having a personal and private interest in the activities of the organization. 
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Code. The IRS will consider the dollars raised by and spent on an unrelated activity as well as the time and other 
resources devoted to it in making the determination of substantiality. 

Every 501(c)(3) organization has a second important tax classification: It is either a private foundation or a public 
charity. Certain types of organizations – schools, hospitals and churches, among others – are specifically listed in 
the Code as public charities. Many organizations, however, must show and maintain a broad base of financial support 
from the general public in order to be classified as public charities. If these organizations receive too much of their 
financial support from a limited number of sources or from an unrelated trade or business, such as gaming, they may 
fail the “public support” test and be classified as private foundations. Private foundations may have to cease gaming 
to avoid an excise tax on unrelated business enterprises. 

For more information about foundation classification, the public support tests for certain public charities, and the 
special tax rules that apply to private foundations, see Publication 557, Tax-Exempt Status for Your Organization. 

Section 501(c)(4) – Social Welfare Organizations 
Section 501(c)(4) organizations promote social welfare. These types of organizations are sometimes called civic 
leagues. They operate primarily to further the common good and general welfare of the people of a community 
through civic betterment and social improvements. No part of a section 501(c)(4)’s net earnings may be used to 
benefit any private shareholder or individual. An organization puts its exempt status in jeopardy when gaming revenue 
is diverted for private purposes. Examples of social welfare organizations include civic leagues, volunteer fire com-
panies and homeowners’ associations. 

Gaming is considered both a business and a recreational activity; it does not ordinarily promote social welfare. For 
example, Rev. Rul. 66-150 holds that a 501(c)(4) organization whose primary activity was to operate a social facil-
ity (including a bar, restaurant, and game room) is not exempt. Therefore, a section 501(c)(4) organization whose 
primary activity is gaming may jeopardize its exempt status. 

In very limited situations, however, a social activity such as gaming may be considered a social welfare activity. The 
volunteer fire company described in Rev. Rul. 74-361, provided a club room for both on and off duty members of 
the department when they were not otherwise engaged in fire calls. The facility was not open to the general public. 
Access to the social club served to increase camaraderie of the firefighters and encouraged better performance of 
the department, thus promoting social welfare. 

A social welfare organization having a primary purpose other than gaming will not ordinarily jeopardize its tax-exempt 
status by conducting gaming, but its gaming income may be subject to the tax on unrelated business income. See 
Chapter 2. 

Section 501(c)(5) and 501(c)(6) – Labor and Agricultural Organizations and Business Leagues 
Section 501(c)(5) describes labor, agricultural, and horticultural organizations. They have the objective of bettering 
the conditions of workers, improving the grade of products, and/or developing a higher degree of efficiency in a 
particular occupation. 501(c)(6) organizations are devoted to the improvement of conditions of one or more lines of 
business. Like section 501(c)(3) and section 501(c)(4) organizations, inurement of any part of the net earnings of a 
section 501(c)(5) or section 501(c)(6) organization to the benefit of any private shareholder or individual jeopardizes 
its exemption. 

Gaming does not further the exempt purposes of any of these types of organizations. Thus, an organization exempt 
under sections 501(c)(5) or 501(c)(6) may jeopardize its exemption if gaming becomes the organization’s primary 
activity, and the gaming income may also be subject to the tax on unrelated business income. See Chapter 2. 

Section 501(c)(7), 501(c)(8) and 501(c)(10) – Social Clubs and Fraternal Organizations 
The exempt function of organizations classified under these sections includes providing social and recreational ac-
tivities for members and their bona fide guests.† Thus, social clubs and fraternal organizations may engage in gaming 
involving only members without jeopardizing their exempt status. 

Gaming open to the general public does not further the exempt purposes of social clubs or fraternal organizations. 
Section 501(c)(7), 501(c)(8) and 501(c)(10) organizations whose primary activity is public gaming jeopardize their 
exempt status and the gaming income may also be subject to the tax on unrelated business income. See Chapter 
2. 

Section 501(c)(7) social clubs endanger their exempt status when receipts from nonmembers – including those 
from gaming activities – exceed a certain amount. A social club may receive no more than 35% of its gross annual 
receipts (including investment income) from sources outside of its membership. Within that 35%, no more than 15% 
of gross receipts can come from the public’s use of club facilities or services. If those limits are exceeded, the club’s 
exempt status may be in jeopardy. 

†For section 501(c)(7), 501(c)(8), 501(c)(10) and 501(c)(19) organizations, the term “bona fide guests” is generally defined as individuals whom 
the member invites and for whom the member pays. If, for example, a nonmember pays for his or her own wagers in gaming activities, he or she 
is considered to be a member of the general public and not a guest, even though he or she may have entered the organization’s premises with a 
member. Also, if an organization requires only a nominal payment to join as a “member,” individuals making such a payment to gain admission to 
the organization’s facilities or activities may not be considered members or bona fide guests. 

Chapter 1 - Gaming’s Impact on Tax-Exempt Status 7 
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Section 501(c)(19) – Veterans’ Organizations 
This subsection describes posts or organizations of past or present members of the U.S. Armed Forces. To qualify, 
at least 75% of the members must be past or present members of the U.S. Armed Forces and at least 97.5% of all 
members must be past or present members of the U.S. Armed Forces, cadets (including only students in college 
or university ROTC programs or at armed services academies) or spouses, widows, widowers, ancestors or lineal 
descendants of past or present members of the U.S. Armed Forces or of cadets. In addition to these membership 
requirements, a veterans’ organization must be operated for one or more of the following purposes: 

•	� To promote the social welfare of the community. 

•	� To assist disabled and needy war veterans and members of the U.S. Armed Forces and their dependents 
and the widows and orphans of deceased veterans. 

•	� To provide entertainment, care, and assistance to hospitalized veterans or members of the U.S. Armed 
Forces. 

•	� To carry on programs to perpetuate the memory of deceased veterans and members of the Armed Forces 
and to comfort their survivors. 

•	� To conduct programs for religious, charitable, scientific, literary, or educational purposes. 

•	� To sponsor or participate in activities of a patriotic nature. 

•	� To provide insurance benefits for its members or dependents of its members or both. 

•	� To provide social and recreational activities for its members. 

(Note: Some older veterans’ organizations hold exemption as 501(c)(4) social welfare organizations.) 

Gaming that is limited to members and bona fide guests furthers a 501(c)(19) veterans’ organization’s social and 
recreational purposes. However, if a 501(c)(19) organization permits the general public to participate in its social and 
recreational activities – including gaming – the activity does not further an exempt function. 

Veterans’ organizations may endanger their exempt status if a social or recreational activity open to the public be-
comes a primary activity of the organization. If a social or recreational activity (such as gaming) that is open to the 
public is not the primary purpose of a veterans’ organization, exemption will not be jeopardized, but the gaming 
income may be subject to the tax on unrelated business income. See Chapter 2. 

In addition, inurement of any part of the net earnings of a section 501(c)(19) organization to the benefit of any private 
shareholder or individual jeopardizes its exemption. 

For more information about veterans’ organizations, see Publication 3386, Tax Guide – Veterans’ Organizations. 

Section 527 – Political Organizations 
A political organization exempt under section 527 of the Code is organized and operated primarily for the purpose 
of directly or indirectly accepting contributions or making expenditures to influence or attempt to influence the selec-
tion, nomination, election, or appointment of an individual to a federal, state, or local public office. 

Generally, political organization income (including contributions and proceeds from political fundraising or entertain-
ment events) is not subject to tax under the Code, as long as the income results from events that are political in 
nature and not carried on in the ordinary course of a trade or business. One factor that indicates an event is “political” 
is the extent to which it is related to a political activity aside from the need of the organization for income or funds. 

Political organizations often conduct raffles to raise funds. In general, the proceeds from a raffle are taxable unless 
they result from a political fundraising or entertainment event. Where there is no evidence that the sale of raffle tickets 
is closely related to a political event, the IRS will generally conclude that revenue is taxable income. 

Income from bingo is also exempt function income for political organizations, provided it is segregated for use for an 
exempt (political) function. To be exempt, the game from which the income is derived must meet the requirements for 
the statutory bingo exclusion described in Chapter 2. 



 

 

 

 
 

 

 

 

 

 

Gaming and Unrelated Business Income 
An exempt organization is not taxed on its income from an activity that is substantially related to its exempt purposes 
even if that activity is a trade or business. However, if an exempt organization regularly carries on a trade or business 
that is not substantially related to its exempt purpose, except that the trade or business provides funds to carry out 
that purpose, the organization is subject to tax on its income from that unrelated trade or business. As explained in 
Chapter 1, gaming is often considered unrelated to exempt purposes. 

This Chapter provides an overview of the unrelated business income (UBI) tax and the exclusions from that tax. See 
Publication 598, Tax on Unrelated Business Income of Exempt Organizations, for a more in-depth discussion of 
the unrelated business income tax and additional information regarding filing requirements and computing unrelated 
business income. 

The following three conditions must be met before an activity may be classified as an unrelated trade or business 
regularly carried on:‡ 

•	� First, the activity must be considered a trade or business; 

•	� Second, the activity must be regularly carried on; and 

•	� Third, the activity must not be substantially related to the organization’s exempt purpose. (The fact that the 
activity generates income for the organization to spend on its charitable programs does not make the activ-
ity related to the organization’s exempt purpose.) 

Does gaming generate UBI?  Let’s look at each of the three parts of the definition in relation to gaming. 

First, gaming is generally considered a “trade or business” if it generates revenue. 

Second, gaming is considered “regularly carried on” if it is conducted with a frequency and continuity similar to com-
parable activities of a non-exempt organization and if pursued in a manner similar to commercial gaming activities. 
Gaming activities will not ordinarily be treated as regularly carried on if they occur only occasionally or sporadically. 
For example, gaming conducted only at an annual fundraising event is not regularly carried on. On the other hand, 
gaming that occurs weekly is considered to be regularly carried on. 

Third, gaming is not per se an exempt activity. As discussed in Chapter 1, whether gaming is substantially related to 
an organization’s exempt purposes will depend on the classification of the exempt organization. 

Even if a gaming activity meets the three-part UBI definition, there are some other exceptions that may apply. These 
include: 

•	� Certain bingo games; 

•	� Activities conducted with substantially all volunteer labor; 

•	� Qualified public entertainment activities; and 

•	� Games of chance conducted in North Dakota. 

These exceptions are explained below in more detail. In addition to these exceptions, gaming does not generate 
taxable income when it actually furthers the exempt purposes for which an organization exists. This can be the case 
for membership organizations (generally, section 501(c)(7), 501(c)(8), 501(c)(10) and 501(c)(19) organizations), 
as explained in Chapter 1. 
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‡Social clubs exempt under section 501(c)(7) are treated differently under the UBI tax rules. See the separate discussion on Unrelated Busi-
ness Income Tax and Section 501(c)(7) Social Clubs below. 
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Bingo 
Certain bingo games are not included in the term “unrelated trade or business.” In order to qualify for this statutory 
bingo exclusion, a game must: 

• Meet the definition of bingo under the Code and Regulations; 

• Not violate state or local law where it is played; and 

• Be played in a jurisdiction where bingo games are not regularly carried on by for-profit organizations. 

Bingo is defined as a game of chance played with cards that are generally printed with five rows of five squares each. 
Participants place markers over randomly called numbers on the cards in an attempt to form a pre-selected pattern 
such as a horizontal, vertical, or diagonal line, or all four corners. The first participant to form the pre-selected pattern 
wins the game. In addition, for a game to meet the legal definition of bingo, wagers must be placed, winners must be 
determined, and prizes or other property must be distributed in the presence of all persons placing wagers in that 
game. 

A wagering game that does not meet the definition of bingo under the Code and Regulations does not qualify for the 
exclusion regardless of its name. For example: 

• Satellite and Internet bingo do not qualify because these games are conducted in many different places 
simultaneously, and those placing wagers are not all present when the wagers are placed, the winners are 
determined, and the prizes are distributed. 

• “Instant Bingo,” “Mini Bingos,” and similar pull-tab or scratch-off games do not qualify. In these games, a 
player places a wager by purchasing a card containing pre-printed numbers or a pattern covered by tabs or 
film. By uncovering the numbers or pattern, the player discovers whether the card is a winner. Unlike bingo 
meeting the exclusion, the winners of these games are pre-determined. 

The bingo exclusion applies only if the game is legal under the laws of the jurisdiction where it is conducted. The fact 
that a jurisdiction’s law prohibiting bingo is rarely enforced or is widely disregarded does not make the conduct of 
bingo legal for this purpose. 

The bingo exclusion applies only if for-profit organizations cannot regularly carry on bingo games in any part of the 
same jurisdiction. Jurisdiction is normally the entire state; however, in certain situations, local jurisdiction will con-
trol. 

Example: Church Z, a tax-exempt organization, conducts weekly bingo games in State O. State and local laws in 
State O expressly provide that bingo games may be conducted by tax-exempt organizations. Bingo games are not 
conducted in State O by any for-profit businesses. Because Z’s bingo games are not conducted in violation of state 
or local law and are not the type of activity ordinarily carried out on a commercial basis in State O, Z’s bingo games 
do not constitute an unrelated trade or business. 

Because of the statutory bingo exclusion, an exempt organization may conduct games meeting the exclusion to raise 
funds, and the activity will not generate unrelated business income subject to taxation. (The exception does not apply 
to 501(c)(7) social clubs. See below.) 
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Volunteer Labor 
Does your organization use volunteers to conduct its gaming? Even if gaming is not limited to bingo games that meet 
the above bingo exclusion, it will not be considered an unrelated trade or business – and the income earned from 
it will not be taxed – if substantially all of the work is performed by volunteers. Although “substantially all” is not 
defined in this context, an unofficial guideline borrowed from other areas of exempt organization law is 85%. That is, if 
at least 85% of the work (as measured by the number of hours worked), absent other factors, is carried on by people 
who work without pay and no more than 15% of the work is carried on by people who are compensated. Please note, 
that few cases strictly apply the 85% test. Instead, “substantially all” is to be applied in a general manner. 

Example: A volunteer fire company regularly holds a slot machine night that is open to the public. Holding public slot 
machine nights on a regular basis may, given the facts and circumstances of a particular case, be considered unre-
lated trade or business. However, because the work at the slot machine night was performed by unpaid volunteers, 
the income from the wagering is not taxable as unrelated business income. 

Tip: If you intend to rely on the volunteer labor exclusion to exclude gaming from unrelated trade 
or business, you should maintain accurate records reflecting the number of hours worked by com 
pensated and volunteer workers. 

“Compensation” is interpreted broadly and may include payments to bartenders, waitresses, snack bar staff, main-
tenance workers, security, and other workers, as well as the tips such workers receive from patrons at the gaming 
session. A worker who obtains goods or services at a reduced price in return for his services may be considered to 
be compensated. 

Example: ABC Organization operates a private school and sponsors gaming to raise revenue for the school. Par-
ents who work at the gaming session are given a tuition reduction of $50 for each week they work. This reduction of 
tuition is compensation to the parents; they are not working as “volunteers.” 

Compensation may also include non-monetary benefits such as free drinks or food if such items are more than a 
mere gratuity and are intended to be compensation for the workers’ services. On the other hand, a worker who re-
ceives merely insignificant monetary or non-monetary benefits is considered a volunteer, not a compensated worker. 
Determining whether a benefit is insignificant requires consideration not only of the value of the benefit but also: 

• The quantity and quality of the work performed; 

• The cost to the organization of providing the benefit; and 

• The connection between the benefit received and the performance of services. 

Note that the volunteer labor exclusion is in addition to the “bingo” exclusion discussed above. Thus, if gaming 
satisfies the bingo exclusion, the bingo income is not taxed even if workers are paid, as long as state or local law 
does not prohibit payment. Many jurisdictions, however, require as a condition of receiving a gaming license that 
exempt organizations conduct their gaming activities with all volunteer labor. If an exempt organization violates such 
a requirement by compensating its bingo game workers, then the bingo exception would not apply if such payment 
rendered the game illegal under state law. 

Compensation includes tips. If tipping is allowed, the exception for volunteer labor may not apply. Many jurisdictions 
strictly prohibit tipping at gaming venues. When the organization conducts bingo, the bingo exclusion may not be 
applicable if tipping occurs in violation of the jurisdiction’s prohibition. 

Chapter 2 - Gaming and Unrelated Business Income 11 
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Qualified Public Entertainment 
Income from qualified public entertainment activities is also excluded from the definition of unrelated business in-
come. A “public entertainment activity” is one traditionally conducted at a fair or exposition promoting agriculture and 
education, including any activity whose purpose is designed to attract the public to fairs or expositions or to promote 
the breeding of animals or the development of products or equipment. A “qualifying organization” is an organization 
exempt under section 501(c)(3), section 501(c)(4), or section 501(c)(5) that regularly conducts an agricultural and 
educational fair or exposition as one of its substantial exempt purposes. 

To be excluded from the term “unrelated trade or business,” a public entertainment activity must be conducted by a 
qualifying organization either: 

•	� In conjunction with an international, national, state, regional, or local fair or exposition; 

•	� In accordance with provisions of state law that permit only qualifying organizations (or an agency, instrumen-
tality, or political subdivision of the state) to conduct the activity; or 

•	� In accordance with provisions of state law that permit a qualifying organization to be granted a license to 
conduct the activity for 20 days or less on payment to the state of a lower percentage of the revenue from 
the licensed activity than is required from non-qualifying organizations. 

Example: Organization X, a 501(c)(5) agricultural organization, conducts harness racing at an agricultural fair in 
State L pursuant to a state law that permits the organization to conduct parimutuel betting in connection with the 
races. Income from wagers placed is excluded from the tax on unrelated business income. 

Games of Chance Conducted in North Dakota 
Most games of chance conducted by exempt organizations in North Dakota are not unrelated trades or businesses if 
conducting the games does not violate any state or local law. See section 311 of the Deficit Reduction Act of 1984, 
as amended by section 1834 of the Tax Reform Act of 1986. 

Unrelated Business Income Tax and Section 501(c)(7) Social Clubs 
Most types of exempt organizations pay tax on their unrelated business taxable income. A section 501(c)(7) social 
club, on the other hand, must pay tax on its gross income except that portion that is considered exempt function 
income. 

The exempt function income of a social club is, generally, its gross income from dues, fees, and charges received 
from members in return for providing recreational and social facilities or services to those members, their depen-
dents, or guests. Because gaming is recreational and social, the income a social club receives from gaming activities 
limited to its members is considered exempt function income and is not subject to tax. On the other hand, income 
received from gaming activities open to nonmembers is part of the social club’s gross income that is subject to the 
unrelated business income tax. 

Social clubs do not qualify for any of the exclusions explained above. Even if a social club conducts a bingo game 
that would fall within the bingo exclusion or uses only volunteers to conduct all of its gaming, if the general public 
participates, the income will be taxable. In addition, the nonmember income, if a large enough percentage of the 
social club’s overall income, may jeopardize its exempt status. 

Determining Whether Gaming Generates UBI – Flow Chart 
The UBI rules and exceptions are complex and can be confusing. At the end of this chapter is a “flow chart” designed 
to help you assess whether your gaming – or other – activity creates UBI for your organization. Exhibit A is for all 
organizations except 501(c)(7) social clubs. Please note that the flow chart is intended to serve only as a summary 
of the unrelated business income rules and exclusions. See Publication 598, Tax on Unrelated Business Income of 
Exempt Organizations, for a complete explanation. 

Reporting UBI and Paying Tax 
When gross UBI (gross receipts minus cost of good sold) equals or exceeds $1,000, an organization must file Form 
990-T, Exempt Organization Business Income Tax Return. If an organization’s total anticipated tax for the year equals 
or exceeds $500, it must pay quarterly estimated tax, using Form 990-W, Estimated Tax on Unrelated Business 
Taxable Income for Tax-Exempt Organizations. Failure to file the appropriate forms may subject the organization to 
penalties. 

If you find that you are unable to file Form 990-T by the original due date, you can request an extension of time by 
filing Form 8868, Application for Extension of Time To File an Exempt Organization Return, by that original due 
date. If you are a corporation, you may request an automatic 6-month extension. If you are a trust, you may request 
an automatic 3-month extension and, if necessary, an additional 3-month extension that will be granted at the IRS’s 
discretion. 

You must pay any unrelated business income tax due by the original due date for filing Form 990-T. No extension for 
paying the tax will be given. Do not send the payment with Form 990-T. You must deposit the tax by EFTPS or tax 
coupon. 



Is It Unrelated Business Taxable Income (UBTI)? (Does Not Apply to 501(c)(7) Organizations) 

Is gaming a trade or 
business? 

Is gaming regularly 
carried on? 

Is gaming substantially 
related to exempt 

purpose? 

Does gaming meet 
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Maintaining Records 
Recordkeeping 
An exempt organization must maintain complete books and records so that it can meet its reporting responsibilities 
and determine any tax liabilities it may have. Exempt organizations must keep the same types of books and records 
that other businesses maintain. These include cash receipt and disbursement journals, accounts payable journals, 
general ledgers, detailed source documents, and copies of any federal tax returns filed. See Publication 583, Start-
ing a Business and Keeping Records, for general information about tax recordkeeping requirements. 

Publication 4221-PC, Compliance Guide for 501(c)(3) Public Charities, or Publication 4221-NC, Compliance 
Guide for Tax Exempt Organizations (other than 501(c)(3) Public Charities and Private Foundations), contain in-
formation on recordkeeping requirements that apply specifically to exempt organizations. Revenue Procedure 71—17, 
available on the IRS website at IRS.gov, explains the recordkeeping required of 501(c)(7) social clubs to document 
member vs. nonmember income. Fraternal organizations (section 501(c)(8) and 501(c)(10)) and veterans organiza-
tions (section 501(c)(19)) should also maintain complete records of member and nonmember income. 

Organizations that conduct gaming must maintain records of gross receipts from gaming, prize payouts, and other 
related disbursements to substantiate information submitted on the exempt organization information return (Form 
990 or 990-EZ), and the income tax return (Form 990-T), if one is required. 

In general, an organization must maintain records until the statute of limitations expires; generally three years from 
the later of the filing or due date of a return. Employment tax returns should be kept for four years after the due date 
of return, or four years from the date when the organization paid the tax, if the payment date was later than the due 
date. 

Effective Gaming Controls 
Gaming can generate substantial amounts of income. Much of it is cash that passes through many hands at each 
gaming session. Exempt organizations should carefully oversee and control gaming to ensure that funds are not 
diverted to private individuals or for private purposes. 

Effective oversight is more than simply choosing a location to hold the gaming and approving the lease or other ar-
rangements with the gaming operator. The exempt organization should maintain active involvement in the conduct of 
the games themselves. 

Here is an example of appropriate oversight for a bingo operation that conducts multiple sessions per week: 

•	� A gaming manager/operator controls the execution of the games, including payouts, and records transac-
tions on a “daily sheet.” 

•	� A cashier – a different person from the gaming manager/operator – receives funds and records serial num-
bers of games sold. 

•	� A third person serves as cash controller and prepares inventory/paid out reports, independently counts cash 
receipts, and matches the cash to the reports prepared by the gaming manager/operator. He or she also 
prepares and makes the bank deposit. 

•	� A fourth person serves as inventory controller and reviews the daily sheets received from the gaming man-
ager/operator to determine inventory usage and profit achieved. The inventory controller may also receive 
the bank statement directly and ensure that all deposits stated on the daily sheet appear on it. 

•	� A fifth person writes the checks to pay gaming expenses. 

•	� The organization’s board of directors reviews and compares bingo reports or daily sheets with previous 
reports for consistency. The board monitors the games to ensure internal controls are functioning properly. 

If an organization also sells pull-tabs at its bingo sessions or conducts other forms of gaming, it will want to imple-
ment additional controls, such as verifying that the gaming operator reports all receipts. 

State and local laws may require additional recordkeeping and reporting and impose specific internal controls over 
gaming. Contact the appropriate agencies to determine the state and local rules that may apply. 



 

 

 

 

 

 

 

 

 

 

 

 

Exempt Organizations Reporting Requirements 
The Code requires most exempt organizations to file an annual information return showing gross income, gross 
receipts and disbursements and other information the IRS needs to administer the tax laws. Form 990, Return of 
Organization Exempt from Income Tax, or Form 990-EZ, Short Form Return of Organization Exempt from Income 
Tax, are the standard forms used to make this report. (See the Charities & Non-Profits section of the IRS’s website 
at www.irs.gov/eo for the filing thresholds for each of these forms.) 

Most organizations whose annual gross receipts are normally $25,000 or less ($50,000 or less, beginning in 2010) 
are not required to file either of these forms. However, instead they must file a simple notice electronically on Form 
990-N. The electronic notice is also called an e-Postcard. (See the Charities & Non-Profits section of the IRS’s 
website at www.irs.gov/eo for guidance on filing an e-Postcard.) 

For a gaming organization, gross receipts includes all amounts wagered in games, not just the net proceeds after 
winning wagers have been paid out. Therefore, most organizations conducting gaming will have gross receipts well 
above the Form 990-N filing threshold. 

Note: If an organization eligible to file an e-Postcard chooses to file a Form 990 or 990-EZ instead, it must file a 
complete return, including all required sections and schedules. 

Churches and certain other religious organizations are excepted from filing either an annual return or an e-Post-
card. 

If you are required to file an annual return or e-Postcard, you must file it by the15th day of the 5th month after your 
accounting period ends. If your accounting period coincides with the calendar year, file your return or e-Postcard by 
May 15th following the close of the tax year. 

You can get an automatic 3-month extension of time for filing a Form 990 return by filing Form 8868, Application for 
Extension of Time To File an Exempt Organization Return, by the original due date of the return. You can request an 
additional 3-month extension by filing another Form 8868 before the first extension expires. A second extension will 
be granted at the IRS’s discretion. You cannot get an extension of the due date for filing an e-Postcard. 

If you are required to file an information return or e-Postcard, and you fail to do so for three consecutive years, your 
exempt status is automatically terminated by law. 

You must make a copy of your Form 990 or 990-EZ annual information returns available for public inspection during 
normal business hours at your principal office and at regional or district offices. A return must be made available for 
a period of three years from the date it was required to be filed. You are not required, however, to disclose the names 
and addresses of any contributors reported on Schedule B of the return. 

Schedule G, Form 990 or Form 990-EZ 
If your organization’s revenue from gaming exceeds a certain amount, you will be required to complete and attach 
Schedule G, Supplemental Information Regarding Fundraising or Gaming Activities, to your Form 990 or Form 
990-EZ. (For details on the threshold amounts triggering filing of Schedule G, see the instructions for Form 990 or 
Form 990-EZ available on the Charities & Non-Profits section of the IRS’s website at www.irs.gov/eo/.) 

Part III of Schedule G requires specific information about your organization’s gaming activities. To be able to com-
plete this part, for each tax year you will need to know: 

•	� Gross revenues from bingo, pull-tabs/instant bingo, and other types of gaming; 

•	� Cash and non-cash prizes paid for each type of gaming; 

•	� Rent or costs of facilities and other direct gaming expenses; 

•	� Percentage of your organization’s games operated in your own facilities and in outside facilities; 

•	� Percentage of volunteer labor for each type of gaming; 

•	� States in which you operated gaming activities and the states in which your organization holds gaming 
licenses; 

•	� Revocation, suspension or termination of any of your organization’s gaming licenses; 

•	� Amount of mandatory charitable distributions from gaming proceeds required under state law, or the amount 
of proceeds spent on your organization’s own exempt activities; 

•	� Names and addresses of the gaming manager and the person who prepares your gaming/special events 
books and records; and 

•	� Information about third parties with which your organization has contracts to receive gaming revenue. 
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For detailed information about filing requirements for Forms 990, 990-EZ or 990-N see the instructions for 
Form 990 or 990-EZ on the website. The instructions include an explanation of the public inspection rules 
for these forms mentioned earlier in this chapter. The website also will have a current version of Schedule 
G and its instructions. 



 

  

 
 

 

 

 

 

 

Workers Conducting Gaming Activities 
It is Saturday night, and your lodge is hosting its weekly bingo game for members and their guests. During the game, 
Mr. P tends the bar and Ms. J calls the numbers. The lodge pays Ms. J $10 an hour for calling numbers. Mr. P, though 
not paid for tending bar, does receive tips from bingo patrons. You probably know that you should withhold income, 
social security, and Medicare taxes from Ms. J’s wages and send these taxes and the employer share of social 
security and Medicare taxes to the IRS, as well as report the wages and tax to both Ms. J and the Social Security 
Administration (SSA) on Form W-2, Wage and Tax Statement. But did you also know that you may have reporting 
and withholding requirements for Mr. P’s tip income? 

This chapter, first, will help your organization classify whether its gaming activity workers are employees, independent 
contractors or volunteers. (You will have important, different compliance requirements for each type of worker.) Sec-
ond, it will examine compensation: Is your organization compensating its gaming workers and if so, how, and how 
much? (Just a “tip” here: Mr. P’s tips do count as compensation!) Third, we’ll look at how to make sure that your 
organization does not inadvertently turn its gaming “volunteers” into compensated employees. 

Finally, we will do a quick survey of your organization’s reporting and withholding responsibilities for any compen-
sated employees and independent contractors. (These requirements apply to any workers your organization pays 
– not just those employed in its gaming activities.) The chapter also discusses the recordkeeping and reporting that 
employees must do for tip income. 

Employee, Independent Contractor or Volunteer? 
A worker at your organization’s gaming activity is considered one of these: 

•	� An employee – someone whose work your organization has the right to control and direct. 

•	� An independent contractor – someone your organization contracts with to provide a specific service or 
product. Your organization contracts with the person for the end product or service and does not have the 
right to supervise or direct how the independent contractor does the work. 

•	� A volunteer – someone who works for your organization for no compensation, either monetary or non-mone-
tary. Note that volunteers can be either employees or independent contractors under the common law test. 

Generally, if a worker is compensated in any manner, he or she will be either an employee or an independent contrac-
tor. As noted above, someone is your employee when you have the right to control and direct that person’s work, not 
only as to the result to be accomplished but also as to the details and means by which that result is accomplished. 
In other words, an employee is someone who is subject to your will and control not only as to what shall be done 
but how it shall be done. You need not actually direct or control how the person works; simply your right to do so is 
sufficient to make the person your employee. 

For more information on how to determine whether a worker is an employee or independent contractor, see Publica-
tion 15-A, Employer’s Supplemental Tax Guide. Then, if you are still unsure whether the person you are paying is an 
employee or independent contractor, you can ask the IRS for a ruling by filing Form SS-8, Determination of Worker 
Status for Purposes of Federal Employment Taxes and Income Tax Withholding. 

Types of Compensation 
All pay that you give to an employee for services performed is considered wages and is subject to federal employ-
ment taxes unless an exception applies. The pay may be in cash or in other forms. It includes salaries, bonuses, 
commissions and fringe benefits. How you measure or make the payments does not matter. 

If your organization uses a method other than cash or a readily negotiable instrument (a check) to pay its workers, 
you are paying them “in kind.” Payments in kind may be in the form of goods, lodging, food, clothing, or services. 
Generally, the fair market value of such payments at the time that they are provided is subject to employment taxes; 
see below. 

Tips gaming activity workers receive from players, whether cash or non-cash, are taxable income. Tips paid to a 
worker in cash, checks or other cash equivalent (including charged tips) of more than $20 in a calendar month while 
working for any one employer are also wages subject to employment taxes. 

Volunteers and Gaming Activities 
Exempt organizations often rely on uncompensated workers when conducting gaming. In fact, many states and lo-
calities require that exempt organizations use all (or substantially all) volunteer labor to conduct their games in order 
to qualify for a license. 

If a “volunteer” worker at a gaming activity is permitted to receive tips from players and the volunteer is subject to 
the direction and control of the organization, he or she becomes a compensated employee. The organization would 
have the same reporting and withholding requirements for this person as for any other employee. (See below.) In 
addition, by permitting the otherwise-volunteer worker to receive tips, the organization may be violating state or local 
rules that require all volunteer labor for licensed gaming organizations. 
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Exempt organizations often want to recognize and thank their volunteers, and often do so with awards or gifts. In 
general, if these are non-cash items of nominal value, such as turkeys or hams around the holidays, they would not 
constitute taxable wages. However, cash items, including gift certificates as well as any other taxable fringe benefit, 
would be a payment of taxable compensation, and if the volunteer is subject to the organization’s right to direct and 
control, the amounts are wages. This is true even if the organization receives donated gift certificates, which it then 
passes on to its volunteers. Organizations should be aware that their methods of thanking or recognizing volunteers 
may create employment tax and reporting responsibilities. 

What if an organization permits an individual to help out at a gaming activity and thereby “work off” a program pay-
ment or fee that he or she would otherwise have? These arrangements – whether “voluntary” or required – can also 
result in a worker having wages subject to employment taxes. 

Example: Private school X, a 501(c)(3) organization, sponsors a weekly bingo game to raise funds for the school. 
Parents who work at the bingo 
games are given a tuition reduc-
tion of $100 for each week they 
work. 

The fair market value of the par-
ent’s or guardian’s work at the 
weekly bingo game is $100 – the 
amount of the tuition reduction. A 
parent who works at the weekly 
bingo game has compensation of 
$100. If the parent is subject to 
the organization’s right to direct 
and control, the parent is an em-
ployee with wages of $100. 

Your Organization’s 
Reporting and Withholding 
Responsibilities for 
Employees 
If your organization’s gaming work-
ers are employees, you are respon-
sible for withholding and paying 
employment taxes and filing and 
furnishing the required employ-
ment tax forms and information re-
turns. This section provides a gen-
eral discussion about withholding 
and reporting employment taxes. If 
your organization has employees, 
see Publication 15, (Circular E), 
Employer’s Tax Guide, and the In-
structions for Forms W-2 and W-3 
for the specific rules you will need 
to follow. 

Soliciting a Social Security 
Number – An employer has a requirement to solicit an employee’s social security number (SSN) at the time the 
employee begins. Because the employee is required to furnish Form W-4, Employee’s Withholding Allowance Cer-
tificate, to the employer on commencement of employment, Form W-4 may be used for the initial solicitation of the 
employee’s SSN. See Publication 1586, Reasonable Cause Regulations and Requirements for Missing and Incor-
rect Name/TINs, for more information regarding solicitation requirements when employees do not furnish their SSNs. 

Withholding Income Tax – As an employer, you must withhold federal income tax from your employees’ wages. 
To know how much tax to withhold, you should have a Form W-4 on file for each employee. Ask all new employees 
to give you a signed Form W-4 when they start work. You can provide Formulario W-4(SP), Certificado de Exención 
de Retenciones del Empleado, in place of Form W-4, to your Spanish-speaking employees. Generally, a Form W-4 
remains in effect until the employee gives you a new one. 

In some cases, where a serious under-withholding problem is found to exist for a particular employee, the IRS may 
issue a notice (commonly referred to as a “lock-in letter”) to the employer specifying the withholding rate (marital sta-
tus) and maximum number of withholding allowances permitted for a specific employee for purposes of calculating 
the required withholding. The IRS will provide the employee with an opportunity to dispute the determination before 
the employer adjusts withholding based on the lock-in letter. 



 

 

After the lock-in letter takes effect, the employer must disregard any Form W-4 that results in less tax withheld, until 
the IRS notifies the employer otherwise. However, the employer must honor any Form W-4 that claims a withhold-
ing rate (marital status), withholding allowances, and any additional amount that results in more income tax withheld 
than at the withholding rate and withholding allowances specified in the lock-in letter. Employers who use electronic 
Form W-4 systems must make sure the employee can not override the lock-in letter to decrease withholding via an 
electronic Form W-4 system. 

Withholding and Paying “FICA” Taxes – The Federal Insurance Contributions Act (FICA) imposes taxes on both 
the employee and the employer. FICA taxes are composed of two elements: old-age, survivor, and disability insur-
ance (OASDI, commonly known as social security) and hospital insurance (Medicare). 

The social security tax rate is 12.4%, split equally between employee and employer. The tax applies to wages up to 
a “wage base” limit. The wage base limit is the maximum wage that is subject to the tax for the year. The wage base 

limit is generally adjusted annually; 
a chart listing the “Contribution 
and Benefit Base” for each year is 
available at www.socialsecurity. 
gov. 

The employee and employer 
each pay the Medicare tax rate 
of 1.45% on wages, for a total of 
2.9%. There is no wage base limit 
for Medicare tax; all covered wag-
es are subject to Medicare tax. 

The employer collects the employ-
ee portion of the social security 
and Medicare taxes by deducting 
the tax from the employee’s wages 
at the time of each payment. For 
tipped employees, an employee’s 
regular pay may not be enough 
to withhold all the taxes owed on 
the regular pay plus reported tips. 
If this happens, an employee can 
give the employer money until the 
close of the calendar year to pay 
the rest of the taxes. 

If the employer cannot collect all 
the social security and Medicare 
taxes on the tips reported by an 
employee, the uncollected taxes 
must be reported on Form W-2. 
See Employee’s Responsibil-
ity for Tip Income, below, for 
more information. As an exempt 
organization, you need not with-
hold or pay FICA taxes for an em-

ployee that you pay less than $100 for the calendar year. 

If income, social security, or Medicare taxes that are required to be withheld are not withheld or are not paid, the 
organization is liable for the taxes and certain individuals may be personally liable for the amount of the employee 
taxes as a trust fund recovery penalty. 

Paying “FUTA” Taxes – Employers are subject to a federal unemployment (FUTA) tax on the total employment wag-
es during the calendar year. Only the employer pays FUTA tax. FUTA tax is not collected from the employee’s wages. 

Services performed in the employ of a section 501(c)(3) organization are excluded from the definition of “employ-
ment” for FUTA tax purposes. Consequently, section 501(c)(3) organizations do not pay FUTA tax on their employ-
ees’ wages. 

Services performed in the employ of other types of exempt organizations are excepted from the definition of FUTA 
employment in any calendar quarter in which the remuneration earned for those services is less than $50. 

Application of these FUTA exceptions is based on the status of the common law employer. 
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Filing Form 941, Employer’s Quarterly Federal Tax Return – Every employer liable for withheld income and 
FICA taxes must report their liability. The report is ordinarily made quarterly on Form 941, which must be filed by the 
last day of the month following the close of the calendar quarter. If, by that date, you have made timely deposits (see 
below) in full payment of your taxes for the quarter, you can take an additional ten days to file Form 941. If you dis-
cover an underpayment or overpayment error on a previously filed Form 941, use Form 941-X, Adjusted Employer’s 
QUARTERLY Federal Tax Return or Claim for Refund, to make the correction. See Publication 15, (Circular E), Em-
ployer’s Tax Guide, and the instructions for Form 941-X for more information. 

Filing Form 944, Employer’s Annual Federal Tax Return – If, based on your Form 941 reporting history, the 
IRS estimated that your liability for FICA tax and withheld income tax for the year will be $1,000 or less, or you inform 
the IRS that you expect your annual tax liability to be $1,000 or less, you may be notified to file an annual return on 
Form 944 instead of the quarterly Form 941. Form 944 is due by January 31 following the end of the calendar year of 
the return. If, by that date you have made timely deposits in full payment of your taxes for the calendar year, you can 
take an additional ten days to file Form 944. If you discover an underpayment or overpayment error on a previously 
filed Form 944, use Form 944-X, Adjusted Employer’s Annual Federal Tax Return or Claim for Refund, to make the 
correction. See Publication 15, (Circular E), Employer’s Tax Guide, and the instructions for Form 944-X for more 
information. 

Filing Form 940, Employer’s Annual Federal Unemployment (FUTA) Tax Return – If you are liable for FUTA 
tax in any calendar year, you must file Form 940 by January 31 of the following year. If you deposited all FUTA taxes 
for the year when due, you can take an additional 10 days to file the return. 

Depositing FICA, FUTA, and Withheld Income Taxes – If you report less than a $2,500 tax liability for the 
quarter on Form 941 (or for the year on Form 944), you may remit those taxes with the return. Otherwise, you must 
deposit on a monthly or semiweekly schedule using either a federal tax deposit coupon (Form 8109) or the Electronic 
Federal Tax Payment System (EFTPS). For more information about the deposit schedule you will be required to fol-
low, see “Depositing Taxes” in Publication 15, (Circular E), Employer’s Tax Guide. For more information about the 
EFTPS or to enroll, visit www.eftps.gov. 

Note: There is a new exception for employers who file Form 941. Beginning January 2010, employers who file Form 
941 will not have to make deposits during a quarter if their accumulated tax liability for either the current quarter or 
the prior quarter is less than $2,500 and they fully pay the amount due with a timely filed return for the current quarter. 

Deposit income taxes withheld from wages and FICA taxes separately from non-payroll withheld income taxes (e.g., 
income tax withheld from gambling winnings). 

FUTA taxes must be deposited by the last day of the month following the end of any calendar quarter in which your 
undeposited tax liability is more than $500. If your FUTA tax liability in any quarter (except the fourth) is $500 or less, 
carry it over to the next quarter. If your liability for the fourth quarter is $500 or less, you can either deposit the amount 
by EFTPS or federal tax deposit coupon, or pay it with your Form 940 by January 31. 

Filing Forms W-2, Wage and Tax Statement and W-3, Transmittal of Income and Tax Statement – Tax-
exempt organizations must furnish each employee with a copy of Form W-2, Wage and Tax Statement, by January 31 
of the year after the year of payment. If employment ends before December 31 and an employee asks for Form W-2, 
give the employee Form W-2 within 30 days of the request or within 30 days of the final wage payment, whichever is 
later. The organization must file Form W-2 with the Social Security Administration (SSA) by the last day of February 
of the year after the year of payment (March 31 if filing electronically). Paper Forms W-2 are transmitted to the SSA 
using Form W-3, Transmittal of Income and Tax Statements. See the instructions for Forms W-2 and W-3 for more 
information. 

If your employees give their consent, you may be able to furnish Forms W-2 to your employees electronically. See 
Pub. 15-A, Employer’s Supplemental Tax Guide, for additional information. 

If you are required to file 250 or more Forms W-2, you must file them electronically, unless the IRS granted you a 
waiver. You are encouraged to file electronically even if you are filing fewer than 250 Forms W-2. The 250 threshold 
applies separately to each type of form. Thus, for example, if a person is required to file 200 returns on Form 1099-
MISC and 350 returns on Form W-2 for a calendar year, the person is not required to file Forms 1099-MISC elec-
tronically but is required to file Forms W-2 electronically. 

Employee’s Responsibility for Tip Income 
An employee who receives tips should keep a daily tip record so that he or she can accurately report tips to the 
employer and on his or her tax return. The daily tip record can take the form of a tip diary such as that found in IRS 
Form 4070A, Employees Daily Record of Tips. 

Every employee who, while working for your organization, receives cash tips in any calendar month of at least $20 
must report those tips in a written statement by the 10th day of the following month. To report, the employee may 
use Form 4070, Employee’s Report of Tips to Employer, or some other written statement containing the following 
information: 



 

 

 

 

 

 

 

 

• Employee’s name, address, and social security number; 

• Employer’s name, business name (if different), and address; 

• The month for which the report is made; and 

• The total tips received in that month. 

You may establish an electronic tip reporting system in lieu of receiving tip statements in paper form. 

An employee who fails to report tips that are required to be reported must pay the employee’s portion of the FICA 
tax on those tips by filing Form 4137, Social Security and Medicare Tax on Unreported Tip Income, with the em-
ployee’s Form 1040, U.S. Individual Income Tax Return. The employee is also subject to a penalty equal to 50% of 
the employee’s portion of the FICA tax on the unreported tips unless the failure was due to reasonable cause and 
not due to willful neglect. 

For more information on an employee’s responsibilities with respect to reporting tip income, see Publication 531, 
Reporting Tip Income. 

If the taxes on an employee’s tips are greater than the regular pay from the employer, the employee can either pay 
the taxes when the employee files Form 1040 or the employee can give the employer money to be applied to the 
underwithheld taxes. The employer will report any uncollected FICA taxes on Form W-2. If the employee waits to pay 
the taxes with the employee’s Form 1040, the employee may be subject to a penalty for underpayment of estimated 
taxes. See Publication 505, Tax Withholding and Estimated Tax, for more information. 

Your Organization’s Reporting Responsibilities for Independent Contractors 
If your organization pays independent contractors – i.e., a compensated worker who is not your organization’s 
employee – it does not have to withhold or pay FICA taxes. However, you may be required to withhold 28% of any 
reportable payments for federal income tax. This is referred to as backup withholding, and applies when a payee 
refuses or neglects to provide a Taxpayer Identification Number (TIN) or the IRS notifies the organization that the 
reported TIN is incorrect. See Publication 1281, Backup Withholding for Missing and Incorrect Name/TIN(s). 
Whether your organization has made reportable payments may depend on the amount paid during the year and 
whether an exception applies. See Form 1099-MISC below. 

Soliciting a TIN - Your organization should solicit an independent contractor’s TIN before the independent contrac-
tor provides services, and before you pay the person. You can use Form W-9, Request for Taxpayer Identification 
Number and Certification. 

Formulario W-9(SP), Solicitud y Certificación del Número de Identificación del Contribuyente, may be used in 
place of Form W-9, for Spanish-speaking nonemployees. Form W-9 certifies the correct TIN and name of person 
receiving payments, and will help the organization verify whether it needs to complete Form 1099-MISC with respect 
to a payment. Form W-9 is not filed with the IRS, but kept in your organization’s records. 

Filing and Furnishing Form 1099-MISC, Miscellaneous Income – Use Form 1099-MISC to report payments 
to independent contractors of $600 or more. Include fees, salaries, commissions, prizes, and awards for services 
performed as a nonemployee. Generally, payments to a corporation are not required to be reported on Form 1099-
MISC. However, you must use Form 1099-MISC to report payments of $600 or more for medical or health care 
services provided by corporations, including professional corporations. Forms 1099-MISC must be furnished to 
payees by January 31 and filed with the IRS by February 28 (March 31 if filing electronically) for all payments made 
in the prior calendar year. Paper Forms 1099-MISC are transmitted to the IRS using Form 1096, Annual Summary 
and Transmittal of U.S. Information Returns. You may furnish the copies to the payees electronically. See the Gen-
eral Instructions for Forms 1099, 1098, 3921, 3922, 5498, and W-2G for more information. If you are required to 
file 250 or more Forms 1099-MISC, you must file them electronically, unless the IRS granted you a waiver. You are 
encouraged to file electronically even if you are filing fewer than 250 Forms 1099-MISC. 

Example: Organization Y pays Ted Oaks $100 per week for 9 weeks to clean up the hall where bingo sessions 
are held. Mr. Oaks operates a janitorial service as a sole proprietorship, has the right to hire and fire workers, and 
provides needed tools and supplies. Y does not have the right to direct and control Mr. Oaks. Therefore, Mr. Oaks is 
not a Y employee. Y must file Form 1099-MISC with the IRS and furnish a copy of Form 1099-MISC to Mr. Oaks. 

For more details on the types of payments that must be reported on Form 1099-MISC, see the instructions for Form 
1099-MISC. 
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Reporting Winnings and Withholding Income Tax 
It’s Saturday night again, and your organization is hosting a bingo game meeting the statutory bingo exclusion. Mr. 
S pays $5 for a bingo card and sits down to play. “B-I-N-G-O!!!” It’s Mr. S’s lucky night. He wins the game and the 
jackpot of $1,200. In tax terminology, the “wager” is $5 and the “winnings” are $1,200. Did you know that your or-
ganization must report Mr. S’s winnings to the IRS? 

Reportable Winnings 
If you pay the winner or winners of a game more than a certain amount, you must report the amount and information 
about the winner(s) to the IRS. The threshold amount at which winnings become reportable depends on the type of 
game involved. 

Unless the winnings are from poker, keno, bingo, or slot machines, you must report a payment of winnings, including 
raffle prizes, when the amount paid is: 

• $600 or more, and 

• At least 300 times the amount of the wager. 

In determining whether the $600 threshold is met, you may reduce the winnings by the amount of the wager. 

Example: Mr. G buys a $2 raffle ticket from your organization. At the raffle, Mr. G’s number is drawn and he wins 
$1,000. Because the winnings ($998) are greater than $600 and more than 300 times the amount of the wager, 
you must report Mr. G’s winnings to the IRS. 

Example: Mr. S buys a $2 pull-tab and wins $600. You may reduce the winnings by the amount of the wager, in 
which case the winnings are $598. You do not have to report Mr. S’s winnings because the $600 threshold is not 
met. 

Keno Games: Keno is a gambling game, a variety of the game of lotto, played with numbered balls or knobs, and 
cards also numbered. 

You must report winnings from a keno game that are $1,500 or more after deducting the amount of the wager. That 
is, you must reduce the amount of the winnings by the amount of the wager in determining whether the $1,500 
threshold is met. 

Example: One of your gaming activities is keno. Ms. E wagers $5 on keno and wins $1,500. The winnings are less 
than $1,500 after deducting the amount of the wager ($1,495), so you do not have to report Ms. E’s winnings. 

Bingo Games and Slot Machines: You must report winnings from a bingo game or slot machine that are $1,200 or 
more before deducting the amount of the wager. 

Example: You have a slot machine in the barroom of your lodge. Ms. C feeds a quarter into the slot machine and 
wins $1,200. You must report Ms. C’s winnings because the winnings are $1,200 or more before deducting the 
amount of the wager. 

Poker Tournaments: If you sponsor a poker tournament, you must report any winnings of more than $5,000 after de-
ducting the wager (i.e., the entry or “buy-in” fee). You need not report poker tournament winnings paid before March 
4, 2008, or winnings that are $5,000 or less. 

Summary of Reportable Winnings 

Type of Game Winnings Amount at Least: Reduced by Amount of Wager? 

Bingo $1,200 No 

Slot machines $1,200 No 

Keno $1,500 Yes 

Other wagering transactions (e.g., 
instant bingo, pull-tabs, raffles, etc.) 

$600 and at least 300 times the 
wager 

At option of payer 

Poker tournaments $5,000.01 Yes 



 

 

 

 

 

 

 

 

Reporting Winnings 
Each time you pay reportable winnings, you must complete a Form W-2G, Certain Gambling Winnings, to report 
those winnings to the IRS and to the person receiving the winnings (the “payee”). The payee should provide you 
with his or her name, address, and taxpayer identification number (e.g., social security number), and you should 
verify the information from the person’s driver’s license, social security card, voter registration card, or other proper 
identification. 

If you use a paper form, you must file copy A of Form W-2G with the IRS by February 28 following the calendar year 
in which you paid the winnings. Use Form 1096 to transmit paper Forms W-2G to the IRS. If you file electronically, 
you must file Form W-2G by March 31 following the calendar year in which you paid the winnings. If you complete 
250 or more Forms W-2G in a year, you cannot file the paper form; you must file electronically instead. 

In addition to filing of Form W-2G with the IRS, you must give the winner copies B and C of Form W-2G by January 
31 following the calendar year in which you paid the winnings. 

Multiple Winners: When the payee is one of a group of two or more winners, or is not the actual winner, he or she 
must complete and sign a Form 5754, Statement by Person(s) Receiving Gambling Winnings, and give it to you. 
The payee enters his or her name, address, and taxpayer identification number in Part I. In Part II, the payee enters 
the name, address, and taxpayer identification number of each person entitled to the winnings, together with the 
amount won and the amount of any additional winnings from identical wagers. You then prepare a separate Form 
W-2G for each winner listed in Part II of Form 5754. 

For more information on how to complete and file Form W-2G, see the Instructions for Forms W-2G and 5754 and 
the General Instructions for Forms 1099, 1098, 5498, and W-2G. 

Regular Income Tax Withholding 
Ms. V pays $10 for a ticket in your church raffle. As luck would have it, hers is the winning ticket. You pay Ms. V win-
nings of $6,000. You now know that you have to report the winnings to the IRS. But did you also know that you have 
to withhold income tax from Ms. V’s winnings? 

You must withhold income tax from a payment of winnings when the proceeds from the wager are more than $5,000 
and the wager was placed in: 

•	� A sweepstakes, wagering pool, lottery, raffle, or poker tournament; or, 

•	� Any other wagering transaction, if such proceeds are at least 300 times the amount wagered. 

The “proceeds from a wager” are the difference between the amount of the winnings and the amount of the wager. 
When the winnings are in the form of a non-cash payment, such as a car won at a raffle, the proceeds from the wager 
are the difference between the fair market value of the item won and the amount of the wager. 

You must deduct and withhold tax from the winnings in an amount equal to the product of the third lowest rate of tax 

Exceptions: 
1. Do not withhold income tax on winnings from bingo, keno, or slot machines no matter what the amount of 

winnings. (However, see below.) 
2. You need not withhold income tax on winnings from a poker tournament as long as you report the winnings 

on Form W-2G. C
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applicable under section 1(c) of the Code (i.e., the rates applicable to unmarried individuals) and the amount subject 
to withholding. The applicable rate is 25% for 2003-2010 and 28% for 2011 and thereafter. The amount subject 
to withholding is the difference between the amount of the winnings and the amount of the wager. Withhold on the 
entire amount, not just on that portion greater than $5,000. 

Example: In 2010, your organization conducts a raffle, and Mr. L purchases a $1 ticket. At the drawing, Mr. L’s 
number is drawn and he wins $6,000. Because the proceeds from the wager are more than $5,000 ($6,000 prize 
minus $1 ticket), you must withhold $1,500 ($5,999 x 25%) from the winnings. 

A non-cash prize, such as a car, with a fair market value exceeding $5,000 after deducting the amount of the wager 
is also subject to withholding. The tax is computed and paid under either of the following two methods: 

•	� The winner pays the withholding tax to the organization conducting the gaming activity. In this case, the 
withholding amount is 25% (through 2010, 28% thereafter) of the fair market value of the non-cash item 
less the amount of the wager. 

•	� The organization pays the withholding tax on behalf of the winner. In this case, the withholding amount is 
33.33% (through 2010) of the fair market value of the non-cash item less the amount of the wager. (The 
withholding percentage in this case is higher, because the winner gets not only the value of the prize but 
also the value of having the taxes paid by the organization.) 
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Signature of the Payee on Form W-2G: Any person who receives a payment of winnings from which you are required 
to withhold tax must sign the Form W-2G on which those winnings are reported. By signing, the payee declares 
that no other person is entitled to any portion of the payment and that the winnings are subject to regular gambling 
withholding. 

“Backup” Withholding 
You may be required to withhold 28% of gambling winnings (including winnings from bingo, keno, slot machines, and 
poker tournaments) for federal income tax. This is referred to as backup withholding, and applies when: 

•	� The winner of reportable winnings does not furnish a correct TIN; 

•	� 25% has not been withheld; and 

•	� •The winnings are at least $600 and at least 300 times the wager (or the winnings are at least $1,200 from 
bingo or slot machines or $1,500 from keno or more than $5,000 from a poker tournament). 

Example: Your organization has slot machines in its barroom. Mr. B wins $1,200 at the slot machine. Mr. B refuses 
to give you his taxpayer identification number. Because winnings of $1,200 or more from a slot machine are report-
able winnings, you must report the winnings on Form W-2G. Slot machine winnings are not subject to regular with-
holding at the 25% rate, but because Mr. B refuses to give you his taxpayer identification number so that you can 
properly complete the Form W-2G, you must backup withhold $336. ($1,200 X 28%) 

You will pay Mr. B $864 ($1,200 - $336) instead of the entire amount of winnings. If you mistakenly pay Mr. B the 
entire $1,200, your organization will be responsible for paying the backup withholding amount of $336. 

Backup withholding applies to the total amount of the winnings reduced by the amount wagered, if the payer choos-
es to make that reduction. 

Summary of Withholding Requirements 

Type of Gaming 
Regular Withholding At 25% If 
Winnings Are: 

Backup Withholding At 28% If 
Winner Does Not Provide TIN 
and Winnings are: 

Bingo N/A ≥ $1,200 

Slot machines N/A ≥ $1,200 

Keno N/A ≥ $1,500 

Sweepstakes, wagering pools, lot-
teries, and raffles 

> $5000 $600 to $5,000 

Wagering transactions when win-
nings are at least 300 times the 
amount wagered 

> $5,000 $600 to $5,000 

Poker tournaments 
N/A if winnings are reported on 
Form W-2G 

> $5,000 

Reporting Withheld Taxes 
Report the amount of any taxes withheld from winnings (whether at the regular or backup withholding rate) in box 2 
of the Form W-2G on which you report the winnings. 

Withholding Tax on Nonresident Aliens 
Generally, gambling winnings paid to a nonresident alien are subject to withholding at 30% on the gross proceeds 
unless the income is exempted by treaty. But winnings of a nonresident alien from blackjack, baccarat, craps, rou-
lette, or big-6 wheel are not subject to withholding and reporting. 

The winnings and tax withheld are reported on Form 1042, Annual Withholding Tax Return for U.S. Source Income 
of Foreign Persons, and Form 1042-S, Foreign Person’s U.S. Source Income Subject to Withholding. For more 
information, see Publication 515, Withholding of Tax on Nonresident Aliens and Foreign Entities. 



 

Annual Return of “Non-Payroll Withheld Taxes” 
Taxes withheld from gaming winnings are called non-payroll withheld taxes. You must report the total amount of fed-
eral income tax you withhold from such payments during the year on Form 945, Annual Return of Withheld Federal 
Income Tax. Non-payroll payments include gaming winnings subject to either regular or backup withholding. There-
fore, the amounts you report on your annual Form 945 must include the total amount of tax withheld from gaming 
winnings that you reported on all the Forms W-2G filed for the year. You must file Form 945 by January 31 following 
the close of the reporting year. If you discover an underpayment or overpayment error due to an administrative error 
on a previously filed Form 945, use Form 945-X, Adjusted Annual Return of Withheld Federal Income Tax or Claim 
for Refund, to make the correction. See Publication 15, (Circular E) Employer’s Tax Guide and the instructions for 
Form 945-X for more information. 

Depositing Non-Payroll Withheld Taxes 
If you report less than a $2,500 non-payroll tax liability for the year, you may pay the tax with your annual timely-filed 
Form 945. If your non-payroll tax liability is $2,500 or greater, you must deposit those taxes on a monthly or semi-
weekly schedule using either a deposit coupon (Form 8109) or the Electronic Federal Tax Payment System (EFTPS). 
Be sure to deposit non-payroll withheld taxes separately from any payroll taxes for which your organization may be 
liable. 

For more information about the deposit schedule you will be required to follow, see “Depositing Taxes” in Publication 
15, (Circular E), Employer’s Tax Guide. For more information about the EFTPS or to enroll, visit www.eftps.gov. 
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Gaming Excise Taxes 
Most gaming requires the participant to stake, or bet, some money for the chance of winning a prize, award, or jack-
pot. The money a bettor places in a game is called the wager. If you are engaged in the business of accepting wa-
gers, you may be required to pay two separate excise taxes. These are in addition to any unrelated business income 
tax that gaming may generate. The excise taxes are: 

•	� A tax on wagers (“wagering tax”); and 

•	� An occupational tax on persons in the business of accepting wagers and on persons who receive wagers 
on behalf of someone in the business of accepting wagers (“occupational tax”). 

You are engaged in the business of accepting wagers for an event or contest if, depending on the outcome, you are 
assuming the risk of profit and loss. This is true regardless of how few bets you accept or how infrequently you take 
them 

Wagering Tax 
You are required to pay the wagering tax when you accept a wager from a bettor— 

•	� On a sports event; 

•	� On a contest; 

•	� Participating in a wagering pool with respect to a sports event or contest, if the wagering pool is conducted 
for profit; or 

•	� Participating in a lottery conducted for profit. 

(Some wagers are exempt – see the section “Wagers Exempt from Wagering Tax,” below.) 

Conducted for Profit: A wagering pool or lottery is conducted for profit if it earns a direct profit, if it is expected to 
generate an indirect profit such as increased sales or attendance, or if the operator takes a percentage of the con-
tributions or charges a fee to join the pool. 

Wagers Subject to Wagering Tax 
Note: Any person or entity in the business of accepting wagers will be liable for the wagering excise tax even if such 
a business is illegal in the state where it is conducted. The categories of wagers to which the tax applies are detailed 
below. 

Sports Events: If you accept a wager placed on a sports event, you must pay the wagering tax on the wager. It does 
not matter whether the sports event is an amateur, scholastic, or professional event. Typical sports events on which 
wagers are placed include horse, auto or dog racing; boxing or wrestling matches; baseball, football or basketball 
games; tennis or golf matches; or track meets. 

Contests: You are responsible for paying the wagering tax if you accept a wager placed on a contest. A contest 
includes any kind of contest involving speed, skill, endurance, popularity, politics, strength, appearances, etc. Typi-
cal contests on which wagers are placed include dance marathons, log-rolling contests, wood-chopping contests, 
spelling bees and beauty contests. 

Wagering Pools: If you conduct a wagering pool for profit and accept a wager placed in the wagering pool, you must 
pay the wagering tax on the wager. A wagering pool is any scheme or method where prizes are distributed to one or 
more winning bettors based on the outcome of a sports event or contest; or a combination of both. 

Lotteries: If you conduct a lottery for profit, and accept a wager placed in the lottery, you must pay the wagering tax 
on the wager. A lottery is a type of wagering in which: 

•	� A prize is offered; 

•	� Participants pay for the opportunity to win the prize; and, 

•	� The prize is awarded by chance. 

A lottery also includes “numbers game” types of wagering in which the player pays a fixed amount and selects a 
number or combination of numbers. If the selected number or numbers appear or are published in the mutually un-
derstood manner, the lottery operator pays the player a prize. Tip jars, raffles, pull-tabs, and similar games meet the 
definition of wagers placed in a lottery. 

Wagers Exempt from Wagering Tax 
There is no wagering tax on wagers placed in 

•	� Games when all participants are present; 

•	� Drawings conducted by exempt organizations; or 



 

 

 

 

 

 

 

 

 

 

 

 

• Games played on a coin-operated device. 

Games When All Are Present: A wager placed in a game in which the wagers are placed, the winners are deter-
mined, and the prizes are distributed in the presence of all persons placing wagers in such game is not subject to 
the wagering tax. 

Games of this type involve group play, and include bingo meeting the statutory bingo exclusion (as described in 
Chapter 2), keno, card games, dice games, and games involving wheels of chance, such as roulette wheels. 

Drawings Conducted By Exempt Organizations: A wager placed in a drawing conducted by a tax-exempt orga-
nization is not considered a “wager placed in a lottery conducted for profit” (and, thus, is not subject to the tax on 
wagers) so long as no part of the net proceeds from such drawing “inures” to the benefit of any private shareholder 
or individual. 

Drawing: A drawing is any physical drawing of a ticket or use of a wheel or similar device by which the winner is 
conclusively determined by a number, letter, legend, or symbol without reference to an outside event that is beyond 
the control of the operator. 

Inures to the Benefit of Private Shareholders or Individuals: This phrase comes directly from the Code and de-
scribes a circumstance where a drawing, defined above, benefits an individual personally in some way. This could 
happen if, for example, the drawing operator’s salary is unreasonable, or if he receives a percentage of the total 
wagers as compensation. 

When the drawing is conducted by a membership organization, such as a social club, fraternal society, or veterans’ 
organization, the drawing could benefit the members if wagers are accepted from nonmembers and used for operat-
ing expenses or to pay for member benefits or services. If, however, the wagering revenue is separately accounted 
for and earmarked solely for charitable purposes, there is no inurement and no liability for wagering tax arises. And, if 
the wagers are accepted from members only, proceeds of a drawing may be used for the organization’s operations 
without triggering the wagering tax. 

Example: S, a social club exempt under section 501(c)(7), sells lottery tickets. Only club members may purchase 
tickets. The winners receive a portion of the proceeds from the sale of the tickets. The remaining proceeds go to the 
general funds of the club and are used to defray its operating expenses or to offset losses incurred in the club’s ac-
tivities, which are devoted exclusively to the pleasure and recreation of its members. Because the drawing is limited 
to members and the net proceeds are used solely to meet the club’s operating expenses, none of the proceeds inure 
to the benefit of any private shareholder or individual. Therefore, the club is not engaged in the business of accepting 
wagers placed in a lottery conducted for profit, and is not liable for wagering tax. 

Example: B, a veterans’ organization exempt under section 501(c)(19), occasionally sells pull-tabs at bingo games 
which are open to the general public. A portion of the proceeds from pull-tab sales are used to pay B’s operating and 
administrative expenses, without which B would have to increase its dues or other member contributions. Because 
a portion of the net proceeds from the pull-tabs indirectly inures to the members, B is considered to be engaged in 
the business of accepting wagers placed in a lottery conducted for profit and is liable for wagering taxes. 

Example: Y, a section 501(c)(3) organization, sells pull-tabs. The organization uses net proceeds from pull-tab sales 
to carry out its exempt purpose. There is no inurement or private benefit to individuals, so the wagering tax does not 
apply to the sales of the pull-tabs. 

Coin-Operated Device: There is no wagering tax on amounts spent to operate coin-operated devices. Coin-oper-
ated devices include slot machines, pinball machines, and video machines such as those that display poker hands. 

Parimutuel Wagering: There is no wagering tax on wagers placed with or in a wagering pool conducted by a pari-
mutuel enterprise licensed under state law. 

State-conducted Lotteries: There is no wagering tax on wagers placed in lotteries, sweepstakes or wagering pools 
conducted by a state, under state law where the wager is place with the state or its authorized employees or agents. 

Rate of Wagering Tax 
The tax rate depends on whether the wager is authorized under the law of the state in which it is accepted, in other 
words, on whether the wager is legal. The tax on legal wagers is 0.25% of the amount of the wager. The tax on un-
authorized, or illegal, wagers is 2% of the amount of the wager. 

Example: Lodge Y, a fraternal beneficiary society exempt under section 501(c)(8) sells pull-tabs at its bar to both 
members and nonmembers. The proceeds go to Y’s general account to pay administrative and operating expenses. 
Y is liable for wagering tax because the proceeds from pull-tab sales to nonmembers inure to the private benefit of 
Y’s members. The rate of tax is 0.25% because Y is licensed by the state to sell pull-tabs and the wager is legal 
under state law. 

The amount of the wager is the sum risked by the bettor, including any charges incurred in placing the bet. If you 
charge the bettor for the wagering tax as a separate charge, the charge is not included in the amount of the wager. 
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If you engage in illegal wagering, paying the wagering tax does not shield you from any penalties or punishment under 
federal or state law. 

Monthly Return of Wagering Tax 
You must file a return on Form 730, Monthly Tax Return for Wagers, for every month in which you accept a wager 
on which you owe wagering tax. Use Form 730 to report the gross amount of wagers accepted and to figure the tax 
on those wagers. 

File the Form 730 by the last day of the month following the month for which you are reporting. For example, if you 
accepted wagers in April, you would report them on your Form 730 due by May 31. Once you file a Form 730, you 
must continue to file it every month, regardless of whether you owe wagering tax, until you stop accepting wagers. If 
you stop accepting wagers, check the “final return” box on the last Form 730 you file. 

Paying the Wagering Tax 
You can pay the wagering tax either electronically by using the Electronic Federal Tax Payment System (EFTPS) or 
by mailing a check or money order with your Form 730. Include the payment voucher Form 730-V whenever you mail 
any payment. 

Occupational Tax 
An annual occupational tax must be paid by— 

•	� Any person or organization that is responsible for paying wagering tax; and, 

•	� Any person who receives wagers on behalf of a person or organization that is responsible for paying wager-
ing tax. 

In other words, if you are in the business of accepting wagers and are required to pay wagering tax, then you and 
each of your employees or agents who receive wagers on your behalf must separately pay an occupational tax. If your 
games meet any of the exemptions to the wagering tax shown above, you will not be liable for the occupational tax. 

If you engage in illegal wagering, paying the occupational tax does not shield you from any penalties or punishment 
under federal or state law. 

Amount of the Tax 
The amount of the occupational tax depends on whether the wager is authorized, i.e., legal, under the laws of the 
state in which the wager is accepted. 

•	� If the person or organization required to pay the occupational tax accepts only authorized wagers, the 
amount of the tax is $50 per year. 

•	� If the person or organization required to pay the occupational tax accepts any wager that is not authorized, 
the amount of the tax is $500 per year. 

Registering and Paying the Occupational Tax 
Each person required to pay the occupational tax must register with the IRS by filing a return on Form 11-C, Occu-
pational Tax and Registration Return for Wagering. The occupational tax must be paid when filing the return. 

Initial Return: You must file the first return on Form 11-C and pay the occupational tax before you start accepting 
wagers. The tax for the year in which you start accepting wagers is determined proportionately, from the first day of 
the month in which you begin accepting wagers to the following June 30. For example, if you accept wagers for the 
first time on April 14, you must pay a prorated tax for the period from April 1 to June 30. You would pay a tax that is 
91/365ths of the annual tax. 

Subsequent Returns: After your initial return, you must file subsequent returns on Form 11-C by July 1 of each year 
to cover a one-year period beginning July 1 and ending June 30 of the following year. You must pay the tax for the 
entire year, even if you accept wagers for only a part of the year. 

Recordkeeping by the Organization for Wagering and Occupational Taxes 
Daily Record: You must keep a daily record showing the gross amount of all wagers on which wagering tax is due. 
The record for each day’s operations must show: 

•	� The gross amount of wagers accepted; 

•	� The gross amount of each class or type of wager accepted on each separate event, contest, or other wager-
ing medium; 

•	� The gross amount, separately, of wagers-

»	� Accepted directly by you or at your registered place of business; and 

»	 Accepted for you by your agents at any place other than your registered place of business; and 



 

 

 

 

 

• The gross amount of tax collected from or charged to bettors as a separate item. 

Records of Agents and Employees: You must maintain a separate record of each agent or employee receiving wa-
gers on your behalf. Such record must include the employee’s or agent’s name, address, periods of employment, 
and employer identification number. 

Form 730 and Form 11-C: You must keep a copy of each Form 730 and Form 11-C that you file. 

You must keep each record at your principal place of business for at least three years from the due date of the return 
to which the record pertains. The record must be available to the IRS at all times. 

Recordkeeping by Agents and Employees 
Every agent or employee of your organization that receives wagers on your behalf at any place other than your reg-
istered place of business must keep a daily record of: 

• The gross amount of wagers received; 

• The amount, if any, retained as a commission or as compensation for receiving the wagers; and 

• The amount turned over to you. 

Such records must be kept for a period of at least three years from the date the wager was received, and must be 
available to the IRS at all times. 
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Note: This calendar does not account for Saturdays, Sundays, or legal holidays. If a due date for 
performing any act for tax purposes falls on a Saturday, Sunday, or legal holiday, it is delayed until 
the next day that is not a Saturday, Sunday, or legal holiday. See Publication 509, Tax Calendar for 
[Year], for due dates adjusted to take account of the weekends and holidays of the particular cal 
endar year. 
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General Tax Calendar for Organizations That 
Conduct Gaming (Calendar Year Filers) 

Fiscal Year Filers: If you use a fiscal year as your accounting period rather than a calendar year, change the dates in 
this calendar as follows: 

•	� File Form 990 or 990-EZ (or file Form 8868 to apply for an extension to file Form 990 or 990-EZ) by the 
15th day of the 5th month after your accounting period ends. 

•	� File Form 990-T (or file Form 8868 to apply for an extension to file Form 990-T) by the 15th day of the 5th 
month after your accounting period ends. 

•	� Pay estimated unrelated business income tax is due by the 15th day of the 4th, 6th, 9th, and 12th months 
of your fiscal year. 

The first quarter of a calendar year comprises January, February, and March. 

By January 10 
Employees who work for tips: If you received $20 or more in tips during December, report them to your employer. 
You can use Form 4070, Employee’s Report of Tips to Employer. 

By January 15 
Social Security, Medicare and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in December. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in December. 

By January 3 
Employers: Give your employees their copies of Form W-2 for the previous year. 

Payers of gambling winnings: If you either paid reportable gambling winnings or withheld income tax from gambling 
winnings the previous calendar year, give the winners their copies of Form W-2G. 

Nonpayroll taxes: File Form 945 to report income tax withheld the previous calendar year on all nonpayroll items, 
including backup withholding and withholding on gambling winnings. Deposit or pay any undeposited tax. If your tax 
liability is less than $2,500, you can pay it in full with a timely filed return. If you deposited the tax for the year in full 
and on time, you have until February 10 to file the return. 

Social Security, Medicare, and withheld income tax: File Form 941 for the fourth quarter of the previous calendar 
year. Deposit or pay any undeposited tax. If your tax liability is less than $2,500, you can pay it in full with a timely 
filed return. If you deposited the tax for the quarter in full and on time, you have until February 10 to file the return. 

Certain small employers: File Form 944 to report Social Security, Medicare and withheld income taxes for the previ-
ous calendar year. Deposit or pay any undeposited tax. If your tax liability is $2,500 or more the entire previous year 
but less than $2,500 for the fourth quarter of the previous year, deposit any undeposited tax or pay it in full with a 
timely filed return. 

Federal unemployment tax: File Form 940 for the previous calendar year. If your undeposited tax is $500 or less, you 
can either pay it with your return or deposit it. If it is more than $500, you must deposit it. If you deposited the tax for 
the year in full and on time, you have until February 10 to file the return. 

Wagering tax: File Form 730 and pay the tax on wagers accepted during December. 

By February 10 
Employees who work for tips: If you received $20 or more in tips during January, report them to your employer. You 
can use Form 4070, Employee’s Report of Tips to Employer. 

February 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in January. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in January. 



 

 

By February 28 
Payers of gambling winnings: If you use a paper form, you must file Copy A of all Forms W-2G for winnings for 
the previous calendar year by February 28 with the IRS. Use Form 1096, Annual Summary and Transmittal of U.S. 
Information Returns, to transmit paper Forms W-2G to the IRS. If you file electronically, the due date is extended to 
March 31. 

Payers of independent contractors: If you use a paper form, you must file Form 1099-MISC for payments for the 
previous calendar year by February 28 with the IRS. Use Form 1096, Annual Summary and Transmittal of U.S. In-
formation Returns, to transmit paper Forms 1099-MISC to the IRS. If you file electronically, the due date is extended 
to March 31. 
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By the Last Day of February (February 28 or February 29 in leap years) 
Employers: If you use a paper form, you must file Copy A of all Forms W-2 issued for the previous calendar year by 
the last day of February, with the Social Security Administration (SSA). Use Form W-3, Transmittal of Wage and Tax 
Statements, to transmit paper Forms W-2 to the SSA. If you file electronically, the due date is extended to March 
31. 

Wagering tax: File Form 730 and pay the tax on wagers accepted during January. 

By March 10 
Employees who work for tips: If you received $20 or more in tips during February, report them to your employer. You 
can use Form 4070, Employee’s Report of Tips to Employer. 

By March 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in February. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in February. 

By March 31 
Electronic Filing of Forms 1099-MISC, W-2, and W-2G: File electronic Forms W-2 with the 
SSA. For information on reporting Form W-2 information to the SSA electronically, visit 
the Social Security Administration’s web page at www.socialsecurity.gov/employer. 
File electronic Forms 1099-MISC and W-2G with the IRS. For information on 
filing information returns electronically with the IRS, see Publication 1220, 
Specifications for Filing Forms 1098, 1099, 5498, and W-2G Elec-
tronically. 

Wagering tax: File Form 730 and pay the tax on wagers ac-
cepted during February. 

The second quarter of a calendar year comprises April, 
May, and June. 

By April 10 
Employees who work for tips: If you received $20 
or more in tips during March, report them to your 
employer. You can use Form 4070, Employee’s 
Report of Tips to Employer. 

By April 15 
Social Security, Medicare, and withheld in-
come tax: If the monthly deposit rule applies, 
deposit the tax for payments in March. 

Nonpayroll withholding: If the monthly de-
posit rule applies, deposit the tax for pay-
ments in March. 

Unrelated business income tax: If total 
expected tax for the tax year is $500 or 
more, deposit the first installment of esti-
mated tax. Use Form 990-W to figure your 
estimated tax liability. 

By April 30 
Social Security, Medicare and withheld in-
come tax: File Form 941 for the first quarter 
of the calendar year. Deposit or pay any un-
deposited tax. If your tax liability is less than 
$2,500, you can pay it in full with a timely filed 
return. If you deposited the tax for the quarter in 
full and on time, you have until May 10 to file the 
return. 

Federal unemployment tax: Deposit the tax owed 
through March if more than $500. 

Wagering tax: File Form 730 and pay the tax on wagers 
accepted during March. 



 

 

 

 

 

 

 

 

 

 

 

 

 

By May 10 
Employees who work for tips: If you received $20 or more in tips during April, report them to your employer. You can 
use Form 4070, Employee’s Report of Tips to Employer. 

By May 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in April. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in April. 

Exempt organization annual information return or notice: File annual information return (Form 990 or 990-EZ) or 
e-Postcard (Form 990-N). If you want an automatic 3-month extension to file Form 990 or 990-EZ, file Form 8868. 
Then, file Form 990 or 990-EZ by August 15. 

Unrelated business income tax return: File Form 990-T to report your unrelated business income and unrelated 
business income tax liability for the previous calendar year, and deposit any tax due in full. Corporations may request 
an automatic 6-month extension to file Form 990-T by filing Form 8868. Then, file Form 990-T by November 15. 

Trusts may request an automatic 3-month extension to file Form 990-T by filing Form 8868. Then, file Form 990-T 
by August 15. 

By May 31 
Wagering tax: File Form 730 and pay the tax on wagers accepted during April. 

By June 10 
Employees who work for tips: If you received $20 or more in tips during 

May, report them to your employer. You can use Form 4070, Em-
ployee’s Report of Tips to Employer. 

By June 15 
Social Security, Medicare, and withheld income tax: If 

the monthly deposit rule applies, deposit the tax for pay-
ments in May. 

Nonpayroll withholding: If the monthly deposit rule 
applies, deposit the tax for payments in May. 

Unrelated business income tax: If total expected 
tax for the year is $500 or more, deposit sec-
ond installment of estimated tax. Use Form 
990-W to figure your estimated tax liability. 

By June 30 
Wagering tax: File Form 730 and pay the 
tax on wagers accepted during May. 

The third quarter of a calendar year com-
prises July, August, and September. 

By July 1 
Occupational excise taxes: File Form 11-C 
to register and pay the annual tax if you are 
in the business of taking wagers. 

By July 10 
Employees who work for tips: If you re-

ceived $20 or more in tips during June, re-
port them to your employer. You can use Form 

4070, Employee’s Report of Tips to Employer. 

By July 15 
Social Security, Medicare, and withheld income 

tax: If the monthly deposit rule applies, deposit the 
tax for payments in June. 

Nonpayroll withholding: If the monthly deposit rule ap-
plies, deposit the tax for payments in June. 

Exhibit B - General Tax Calendar for Organizations That Conduct Gaming 33 

E
X

H
IB

IT B
 



E
X

H
IB

IT
 B

 

34 Exhibit B - General Tax Calendar for Organizations That Conduct Gaming 

 

 

 

 

 

 

 

 

 

 

By July 31 
Social Security, Medicare, and withheld income tax: File Form 941 for the second quarter of the calendar year. De-
posit or pay any undeposited tax. If your tax liability is less than $2,500, you can pay it in full with a timely filed return. 
If you deposited the tax for the quarter in full and on time, you have until August 10 to file the return. 

Certain small employers: Deposit any undeposited tax if your tax liability is $2,500 or more for the calendar year but 
less than $2,500 for the second quarter. 

Federal unemployment tax: Deposit the tax owed through June if more than $500. 

Wagering tax: File Form 730 and pay the tax on wagers accepted during June. 

By August 10 
Employees who work for tips: If you received $20 or more in tips during June, report them to your employer. You can 
use Form 4070, Employee’s Report of Tips to Employer. 

By August 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in July. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in July. 

Exempt organization annual information return: If you requested an automatic 3-month extension to file your annual 
information return, file Form 990 or 990-EZ, or file Form 8868 to request an additional (not automatic) 3-month ex-
tension. If an additional 3-month extension is granted, file Form 990 or 990-EZ by November 15. 

By August 31 
Wagering tax: File Form 730 and pay the tax on wagers accepted during July. 

By September 10 
Employees who work for tips: If you received $20 or more in tips during August, report them to your employer. You 
can use Form 4070, Employee’s Report of Tips to Employer. 

By September 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in August. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in August. 

Unrelated business income tax: If total expected tax for the year is $500 or more, deposit third installment of esti-
mated tax. Use Form 990-W to figure your estimated tax liability. 

By September 30 
Wagering tax: File Form 730 and pay the tax on wagers accepted during August. 

The fourth quarter of a calendar year comprises October, November, and December. 

By October 10 
Employees who work for tips: If you received $20 or more in tips during September, report them to your employer. 
You can use Form 4070, Employee’s Report of Tips to Employer. 

By October 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in September. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in September. 



 

 

 

 

 

 

 

 

 

 

By October 31 
Social Security, Medicare, and withheld income tax: File Form 941 for the third quarter of the calendar year. Deposit 
or pay any undeposited tax. If your tax liability is less than $2,500, you can pay it in full with a timely filed return. If you 
deposited the tax for the quarter in full and on time, you have until November 10 to file the return. 

Certain small employers: Deposit any undeposited tax if your tax liability is $2,500 or more for the calendar year but 
less than $2,500 for the third quarter. 

Federal unemployment tax: Deposit the tax owed through September if more than $500. 

Wagering tax: File Form 730 and pay the tax on wagers accepted during September. 

By November 10 
Employees who work for tips: If you received $20 or more in tips during October, report them to your employer. You 
can use Form 4070, Employee’s Report of Tips to Employer. 

By November 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in October. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in October. 

Exempt organization annual information return: If you were given an additional 3-month extension to file your annual 
information return, file Form 990 or 990-EZ. 

Unrelated business income tax: If you requested an automatic 6-month extension to file your exempt organization 
business income tax return (corporations only), file Form 990-T. 

By November 30 
Income tax withholding: Ask employees whose withholding allowances will be different next calendar year to fill out 
a new Form W-4, Employee’s Withholding Allowance Certificate. 

Wagering tax: File Form 730 and pay the tax on wagers accepted during October. 

By December 10 
Employees who work for tips: If you received $20 or more in tips during November, report them to your employer. 
You can use Form 4070, Employee’s Report of Tips to Employer. 

By December 15 
Social Security, Medicare, and withheld income tax: If the monthly deposit rule applies, deposit the tax for payments 
in November. 

Nonpayroll withholding: If the monthly deposit rule applies, deposit the tax for payments in November. 

Unrelated business income tax.: If total expected tax for the year is $500 or more, deposit fourth installment of esti-
mated tax. Use Form 990-W to figure your estimated tax liability. 

December 31 
Wagering tax: File Form 730 and pay the tax on wagers accepted during November. 
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Summary of Forms, Publications and 
Other Resources for Organizations 
Conducting Gaming 

Forms 
Form 990, Return of Organization Exempt From Income Tax 

Form 990-EZ, Short Form Return of Organization Exempt From Income Tax 

Form 990-N, e-Postcard (electronic only) 

Form 8868, Application for Extension of Time To File an Exempt Organization Return 

Schedule G, Form 990 or Form 990-EZ, Supplemental Information Regarding Fundraising or 
Gaming Activities (Form 990 or Form 990-EZ) 

Form 990-T, Exempt Organization Business Income Tax Return 

Form W-2G, Certain Gambling Winnings 

Form 1096, Annual Summary and Transmittal of U.S. Information Returns 

Form 5754, Statement by Person(s) Receiving Gambling Winnings 

Form 1042, Annual Withholding Tax Return for U.S. Source Income of Foreign Persons 

Form 1042-S, Foreign Person’s U.S. Source Income Subject to Withholding 

Form 945, Annual Return of Withheld Federal Income Tax 

Form 8109, Federal Tax Deposit Coupon 

Form 730, Monthly Tax Return for Wagers 

Form 730-V, Payment Voucher 

Form 11-C, Occupational Tax and Registration Return for Wagering 

Form SS-8, Determination of Worker Status for Purposes of Federal Employment Taxes and 
Income Tax Withholding 

Form W-4, Employee’s Withholding Allowance Certificate 

Form 941, Employer’s QUARTERLY Federal Tax Return 

Form 944, Employer’s ANNUAL Federal Tax Return 

Form 940, Employer’s Annual Federal Unemployment Tax Return 

Form W-2, Wage and Tax Statement 

Form W-3, Transmittal of Income and Tax Statements 

Form 4070A, Employee’s Daily Record of Tips 

Form 4070, Employee’s Report of Tips to Employer 

Form 4137, Social Security and Medicare Tax on Unreported Tip Income 

Form W-9, Request for Taxpayer Identification Number and Certification 

Form 1099-MISC, Miscellaneous Income 
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Publications 
Publication 557, Tax-Exempt Status for Your Organization 

Publication 598, Tax on Unrelated Business Income of Exempt Organizations 

Publication 515, Withholding of Tax on Nonresident Aliens and Foreign Entities 

Publication 15, (Circular E), Employer’s Tax Guide 

Publication 15-A, Employer’s Supplemental Tax Guide 

Publication 531, Reporting Tip Income 

Publication 583, Starting a Business and Keeping Records 

Publication 4221-PC, Compliance Guide for 501(c)(3) Public Charities 

Publication 4221-NC, Compliance Guide for Tax Exempt Organizations (other than 501(c) 
(3) Public Charities and Private Foundations) 

Other Resources 
IRS Tax-Exempt and Government Entities Customer Account Services: (877) 829-5500 
(toll-free). This department can answer your technical and procedural questions concerning 
charities and other non-profit organizations. 

Business and Specialty Tax Line: (800) 829-4933 (toll-free). For specific questions about 
employment taxes. 

IRS Forms and Publications: (800) 829-3676 (toll-free) You can order tax forms and 
publications for delivery by U. S. mail. Be aware that quantities are limited. Forms and 
publications may also be ordered through the IRS website; see below. 

IRS Main website: www.IRS.gov 

Tax Information for Charities & Other Non-Profits: www.irs.gov/eo 

Social Security Administration website: www.socialsecurity.gov/employer 

IRS Forms and Publications: www.irs.gov/formspubs/. You may download forms or 
publications or place an order for current year items to be delivered by U.S. Mail. 

EO Update: The IRS electronic newsletter with information for tax-exempt organizations and 
the practitioners who represent them. To subscribe, go to www.irs.gov/eo and click on the 
“EO Newsletter” link on the left side of the page. 

Life Cycle of an Exempt Organization: To view, go to www.irs.gov/eo and click on the “Life 
Cycle” link on the left side of the page. 

Stay Exempt – Tax Basics for 501(c)(3) Organizations: A specialized educational website 
from the IRS Exempt Organizations office. Go to www.StayExempt.irs.gov/. 
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Department of the Treasury
Internal Revenue Service2012

Instructions for Forms 
W-2G and 5754
Section references are to the Internal Revenue Code unless Withholding
otherwise noted. There are two types of withholding on gambling winnings: (a)

regular gambling withholding at 25% (33.33% for certainReminders noncash payments) and (b) backup withholding at 28%. If a
General Instructions. In addition to these specific payment is already subject to regular gambling withholding, it is
instructions, you should also use the 2012 General Instructions not subject to backup withholding.
for Certain Information Returns. Those general instructions

Regular Gambling Withholdinginclude information about the following topics.
You may be required to withhold 25% of gambling winnings for• Backup withholding.
federal income tax. This is referred to as regular gambling• Electronic reporting requirements.
withholding. Withhold at the 25% rate if the winnings minus the• Penalties.
wager are more than $5,000 and are from:• When and where to file.
• Sweepstakes,• Taxpayer identification numbers.
• Wagering pools,• Statements to recipients.
• Lotteries, or• Corrected and void returns.
• Other wagering transactions if the winnings are at least 300• Other general topics.
times the amount wagered.You can get the general instructions at IRS.gov or by calling

1-800-TAX-FORM (1-800-829-3676). Do not withhold at the 25% rate on winnings from bingo,
keno, slot machines, or any other wagering transaction if theHow to get the latest information. If there are changes to the
winnings are $5,000 or less. However, see Backup Withholding2012 tax law that affect Form W-2G, you will be able to find
below.them at www.irs.gov/w2g.

Regular gambling withholding is figured on the total amount
of gross proceeds (the amount of winnings minus the amount

Specific Instructions for Form W-2G wagered), not merely on the amount in excess of $5,000.
File Form W-2G, Certain Gambling Winnings, to report Report the amount you withheld in box 2 of Form W-2G.
gambling winnings and any federal income tax withheld on Also file Form 945, Annual Return of Withheld Federal Income
those winnings. The requirements for reporting and withholding Tax, to report all your gambling withholding.
depend on the type of gambling, the amount of the gambling

Noncash payments. A noncash payment, such as a car, mustwinnings, and generally the ratio of the winnings to the wager.
be taken into account at its fair market value (FMV) forFile W-2G with the IRS. You must provide a statement to the
purposes of reporting and withholding. If the FMV exceedswinner (Copies B and C of Form W-2G).
$5,000, after deducting the price of the wager, the winnings are

The types of gambling are discussed in these instructions subject to 25% regular gambling withholding. The tax you must
under the following four headings. withhold is computed and paid under either of the following two

1. Horse Racing, Dog Racing, Jai Alai, and Other Wagering methods.
Transactions Not Discussed Later. 1. The winner pays the withholding tax to the payer. In this
2. Sweepstakes, Wagering Pools, and Lotteries. case, the withholding is 25% of the FMV of the noncash
3. Bingo, Keno, and Slot Machines. payment minus the amount of the wager.
4. Poker Tournaments. 2. The payer pays the withholding tax. In this case, the

withholding is 33.33% of the FMV of the noncash payment
minus the amount of the wager.Reportable Gambling Winnings

Report gambling winnings on Form W-2G if:  If you use method 2, enter the sum of the noncash payment
1. The winnings (not reduced by the wager) are $1,200 or and the withholding tax in box 1 of Form W-2G and the

more from a bingo game or slot machine, withholding tax paid by the payer in box 2.
2. The winnings (reduced by the wager) are $1,500 or more

Backup Withholdingfrom a keno game,
3. The winnings (reduced by the wager or buy-in) are more You may be required to withhold 28% of gambling winnings

than $5,000 from a poker tournament, (including winnings from bingo, keno, slot machines, and poker
4. The winnings (except winnings from bingo, slot tournaments) for federal income tax. This is referred to as

machines, keno, and poker tournaments) reduced, at the option backup withholding. You should backup withhold at the 28%
of the payer, by the wager are: rate if:

a. $600 or more, and • The winner does not furnish a correct taxpayer identification
b. At least 300 times the amount of the wager, or number (TIN),

• 25% has not been withheld, and5. The winnings are subject to federal income tax
• The winnings are at least $600 and at least 300 times thewithholding (either regular gambling withholding or backup
wager (or the winnings are at least $1,200 from bingo or slotwithholding).
machines or $1,500 from keno or more than $5,000 from a
poker tournament).Tax-Exempt Organizations

A tax-exempt organization conducting gaming activities may be Figure any backup withholding on the total amount of the
required to withhold income tax and report on Form W-2G. See winnings reduced, at the option of the payer, by the amount
Pub. 3079, Tax-Exempt Organizations And Gaming. wagered. This means the total amount, not just the payments in

Cat. No.  27989ISep 25, 2011
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excess of $600, $1,200, $1,500, or $5,000, is subject to backup reported if they are $600 or more, and federal income tax must
withholding at 28%. be withheld if the proceeds total more than $5,000 or, if the

proceeds do not exceed $5,000, if the recipient fails to provideReport the amount you withheld in box 2 of Form W-2G.
a TIN.Also file Form 945 to report all backup withholding. You may

use Form W-9, Request for Taxpayer Identification Number and Identical Wagers
Certification, to request the TIN of the recipient.

Winnings from identical wagers (for example, two $2 bets on a
See the instructions on the following pages for each type of particular horse to win the same race) are added together for

gambling for detailed rules on backup withholding. purposes of the reporting and withholding requirements. Also,
winnings from identical wagers that are not part of the paymentForeign Persons
for which the Form W-2G is being prepared are added togetherPayments of gambling winnings to a nonresident alien
for purposes of withholding to determine if the total amount ofindividual or a foreign entity are not subject to reporting or
proceeds from identical wagers is more than $5,000.withholding on Form W-2G. Generally, gambling winnings paid

to a foreign person are subject to 30% withholding under Box 1
sections 1441(a) and 1442(a) and are reportable on Form 1042, Enter payments of $600 or more if the payment is at least 300Annual Withholding Tax Return for U.S. Source Income of times the wager.Foreign Persons, and Form 1042-S, Foreign Person’s U.S.
Source Income Subject to Withholding. Winnings of a Box 2
nonresident alien from blackjack, baccarat, craps, roulette, Enter any federal income tax withheld, whether regular
big-6 wheel, or a live dog or horse race in the United States gambling withholding or backup withholding.
from legal wagers initiated outside the United States in a

Box 3parimutuel pool are not subject to withholding or reporting. See
Pub. 515, Withholding of Tax on Nonresident Aliens and Enter the type of wager if other than a regular race bet, for
Foreign Entities. example, Daily Double or Big Triple.
State Tax Information Box 4
If state income tax withholding is required on gambling winnings Enter the date of the winning event. This is not the date the
in your state, you may want to complete boxes 13 and 14 on money was paid if it was paid after the date of the race (or
Form W-2G. Copy 1 of the form may be used to provide game).
information to the state, and Copy 2 may be used as the

Box 5winner’s copy for use in filing a state income tax return. A state
identification number is assigned by each individual state. Not applicable.

Form 5754 Box 6
If the person receiving the winnings is not the actual winner, or Enter the race (or game) applicable to the winning ticket.
is a member of a group of winners, see Specific Instructions for

Box 7Form 5754 on page 4.
Enter the amount of additional winnings from identical wagers.Statements to Winners
Box 8 or 10If you are required to file Form W-2G, you must also provide a

statement to the winner. For information about the requirement Enter the cashier and/or window number making the winning
to furnish a statement to the winner, see part M in the 2012 payment.
General Instructions for Certain Information Returns. You may

Box 9furnish Copies B and C of Form W-2G.
This is required information. Enter the TIN of the person

1. Horse Racing, Dog Racing, Jai Alai, and Other receiving the winnings. For an individual this will be the social
Wagering Transactions Not Discussed Later security number (SSN) or individual taxpayer identification

number (ITIN). If the winner fails to give you a TIN, backupFile Form W-2G for every person to whom you pay $600 or
withholding applies. See Withholding earlier on this page.more in gambling winnings if the winnings are at least 300 times

the amount of the wager. If the person presenting the ticket for Boxes 11 and 12payment is the sole owner of the ticket, complete Form W-2G
As verification of the name, address, and TIN of the personshowing the name, address, and TIN of the winner. If regular
receiving the winnings, enter the identification numbers fromgambling withholding is required, the winner must sign Form
two forms of identification. The identification may be from aW-2G, under penalties of perjury, stating that he or she is the
driver’s license, social security card, or voter registration. Entersole owner and that the information listed on the form is correct.
the number and the state or jurisdiction. In some instances, the

Withholding number may be the same number as in box 9.
You must withhold federal income tax from the winnings if the

Box 13 (optional)winnings minus the wager exceed $5,000 and the winnings are
Enter the abbreviated name of the state and your stateat least 300 times the wager. Withhold 25% of the proceeds
identification number.(the winnings minus the wager). This is regular gambling

withholding. Box 14 (optional)
If the winner of reportable gambling winnings does not Enter the amount of state income tax withheld.provide a TIN, you must backup withhold at the rate of 28% on

any such winnings that are not subject to 25% regular gambling 2. Sweepstakes, Wagering Pools, and Lotteries
withholding. That is, backup withholding applies if the winnings File Form W-2G for each person to whom you pay $600 or
are at least $600 but not more than $5,000 and are at least 300 more in gambling winnings from a sweepstakes, wagering pool,
times the wager. Figure the 28% backup withholding on the or lottery (including a state-conducted lottery) if the winnings
amount of the winnings reduced, at the option of the payer, by are at least 300 times the amount of the wager. The wager
the amount wagered. must be subtracted from the total winnings to determine

whether withholding is required and, at the option of the payer,Multiple Wagers
to determine whether reporting is required. The wager must beFor multiple wagers sold on one ticket, such as the $12 box bet
subtracted at the time of the first payment.on a Big Triple or Trifecta, the wager is considered as six $2

bets and not one $12 bet for purposes of computing the amount The requirements in this section apply to church raffles,
to be reported or withheld. Winnings on a $12 box bet must be charity drawings, etc. In the case of one wager for multiple raffle
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tickets, such as five for $1, the wager is considered as $.20 for card, or voter registration. Enter the number and the state or
each ticket. jurisdiction. In some instances, the number may be the same

number as in box 9.Withholding
Box 13 (optional)You must withhold federal income tax from the winnings if the

winnings minus the wager exceed $5,000. Withhold 25% of the Enter the abbreviated name of the state and your state
proceeds (the winnings minus the wager). This is regular identification number.
gambling withholding. If the winner of reportable gambling

Box 14 (optional)winnings does not provide a TIN, you must backup withhold at
Enter the amount of state income tax withheld.the rate of 28% on any such winnings that are not subject to

25% regular gambling withholding. That is, backup withholding
applies if the winnings are at least $600 but not more than 3. Bingo, Keno, and Slot Machines$5,000 and are at least 300 times the wager. Figure the 28%

File Form W-2G for every person to whom you pay $1,200 orbackup withholding on the amount of the winnings reduced, at
more in gambling winnings from bingo or slot machines, orthe option of the payer, by the amount wagered.
$1,500 or more from keno after the price of the wager for theInstallment payments of $5,000 or less are subject to 25% winning keno game is deducted. If the winnings are not paid inregular gambling withholding if the total proceeds from the cash, the FMV of the item won is considered the amount of thewager will exceed $5,000. winnings. Total all winnings from each bingo or keno game.

If payments are to be made for the life of a person (or for the Winnings and losses from other wagering transactions are not
lives of more than one person), and it is actuarially determined to be taken into account in arriving at the $1,200 or $1,500
that the total proceeds from the wager are expected to exceed figure.
$5,000, such payments are subject to 25% regular gambling

Withholdingwithholding. When a third party makes the payments, for
Regular gambling withholding does not apply to winnings fromexample, an insurance company handling the winnings as an
bingo, keno, or slot machines. However, if the recipient ofannuity, that third party must withhold.
reportable gambling winnings from bingo, keno, or slot

When Paid machines does not provide a TIN, you must backup withhold.
A payment of winnings is considered made when it is paid, That is, if the winnings are at least $1,200 from bingo or slot
either actually or constructively, to the winner. Winnings are machines or $1,500 from keno, backup withholding applies to
constructively paid when they are credited to, or set apart for, the amount of the winnings reduced, at the option of the payer,
that person without any substantial limitation or restriction on by the amount wagered.
the time, manner, or condition of payment. However, if not later

Box 1than 60 days after the winner becomes entitled to the prize, the
Enter payments of $1,200 or more from bingo or slot machineswinner chooses the option of a lump sum or an annuity payable
or payments of $1,500 or more from keno.over at least 10 years, the payment of winnings is considered

made when actually paid. If the winner chooses an annuity, file Box 2Form W-2G each year to report the annuity paid during that
Enter any backup withholding.year.

Box 3Box 1
Enter the type of wager (that is, bingo, keno, or slot machines)Enter payments of $600 or more if the payment is at least 300
and the amount of the wager.times the wager.

Box 4Box 2
Enter the date of the winning transaction.Enter any federal income tax withheld, whether regular

gambling withholding or backup withholding. Box 5
Box 3 Enter the ticket number, card number (and color, if applicable),

machine serial number, or any other information that will helpEnter the type of wager (such as raffle or 50-50 drawing) or the
identify the winning transaction.name of the lottery (such as Instant, Big 50, Baker’s Dozen, or

Powerball) and the price of the wager ($.50, $1, etc.). Boxes 6 and 7
Box 4 Not applicable.
Enter the date of the winning transaction, such as the date of Box 8the drawing of the winning number. This might not be the date

Enter the initials of the person paying the winnings.the winnings are paid.

Box 9Box 5
This is required information. Enter the TIN of the personFor a state lottery, enter the ticket number or other identifying
receiving the winnings. For an individual this will be the socialnumber.
security number (SSN) or individual taxpayer identification

Boxes 6 Through 8 and 10 number (ITIN). If the winner fails to give you a TIN, backup
withholding applies. See Withholding under Bingo, Keno, andNot applicable.
Slot Machines earlier on this page.

Box 9
Box 10This is required information. Enter the TIN of the person
Enter the location of the person paying the winnings, ifreceiving the winnings. For an individual this will be the social
applicable.security number (SSN) or individual taxpayer identification

number (ITIN). If the winner fails to give you a TIN, backup Boxes 11 and 12withholding applies. See Withholding earlier on this page.
As verification of the name, address, and TIN of the person

Boxes 11 and 12 receiving the winnings, enter the identification numbers from
Except for winnings from state lotteries, enter the identification two forms of identification. The identification may be from a
numbers from two forms of identification as verification of the driver’s license, social security card, or voter registration. Enter
name, address, and TIN of the person receiving the winnings. the number and the state or jurisdiction. In some instances, the
The identification may be from a driver’s license, social security number may be the same number as in box 9.
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Box 13 (optional) Box 13 (optional)
Enter the abbreviated name of the state and your state Enter the abbreviated name of the state and your state
identification number. identification number.

Box 14 (optional) Box 14 (optional)
Enter the amount of state income tax withheld. Enter the amount of state income tax withheld.   

4. Poker Tournaments
File Form W-2G for each person to whom you pay more than Specific Instructions for Form 5754
$5,000 in winnings, reduced by the amount of the wager or Use Form 5754, Statement by Person(s) Receiving Gamblingbuy-in, from each poker tournament you have sponsored. Winnings, to prepare Form W-2G only when the personWinnings and losses of the participant from other poker receiving gambling winnings subject to reporting or withholdingtournaments you have sponsored during the year are not taken is not the actual winner or is a member of a group of two orinto account in arriving at the $5,000 amount. more people sharing the winnings, such as by sharing the same
Withholding and backup withholding. If you file Form W-2G winning ticket. The payer is required to file Forms W-2G based
for the person to whom you pay more than $5,000 in net on Form 5754.
winnings from a poker tournament, and provide a copy of Form

The person receiving the winnings must furnish all theW-2G to such person, regular gambling withholding does not
information required by Form 5754. However, a recipient ofapply to the winnings. However, if the person who wins more
winnings from a state-conducted lottery need not providethan $5,000 does not provide a TIN, you must apply 28%
identification other than his or her taxpayer identificationbackup withholding to the full amount of the winnings from the
number (TIN).tournament. Net winnings of $5,000 or less are not subject to

Part I lists the identification of the person to whom thereporting, withholding, or backup withholding.
winnings are paid, and Part II lists the actual winners, their

Box 1 respective shares of the winnings, and any additional winnings
Enter payments of more than $5,000 in net gambling winnings from identical wagers.
from a poker tournament. In Part II, the person receiving the winnings must provide the

name, address, TIN, respective share of the winnings, andBox 2
additional winnings from identical wagers for each of theEnter zero as the amount, unless the winning person has not
winners. In addition, if regular gambling withholding is required,provided a TIN. If the winning person has not provided a TIN,
the form must be signed, under penalties of perjury, and datedenter the backup withholding amount.
by the person receiving the winnings.

Box 3 The form must be returned to the payer for preparation of
Enter “poker tournament” in the entry space. Form W-2G for each of the persons listed as winners. Forms

W-2G may be issued immediately or by January 31 followingBox 4
the year of the payment.

Enter the date of the poker tournament.
Do not send Form 5754 to the IRS. Keep it for your records.

Box 5
Withholding and Forms W-2G for MultipleEnter the name of the tournament and its sponsor. Winners

Boxes 6 through 8 and Box 10 If more than one person shares in the winnings from a single
Not applicable. wager, the total amount of the winnings (minus the amount

wagered) will determine the amount of the proceeds forBox 9
purposes of reporting and withholding. Do not allocate winningsThis is required information. Enter the TIN of the person to each winner before determining whether the withholding orreceiving the winnings. For an individual this will be the social reporting thresholds were reached.security number (SSN) or individual taxpayer identification

For example, E purchases a sweepstakes ticket for $1 onnumber (ITIN). If the winner fails to give you a TIN, backup
behalf of himself and S, who contributes an equal amount of thewithholding applies. See Withholding and backup withholding
ticket price and who will share equally in any winnings. Theon this page.
ticket wins $5,002. Because the winnings ($5,002 - $1 =

Boxes 11 and 12 $5,001) are more than $5,000, you must withhold 25% of
$5,001. You must prepare Form W-2G for E and a separateAs verification of the name, address, and TIN of the person
Form W-2G for S using the information furnished to you onreceiving the winnings, enter the identification numbers from
Form 5754.two forms of identification. The identification may be from a

driver’s license, social security card, or voter registration. Enter
the number and the state or jurisdiction. In some instances, the
number may be the same number as in box 9.
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Certain Information 
Returns. 

 

3232 VOID CORRECTED
PAYER’S name

Street address

City, state, and ZIP code

Federal identification number Telephone number

WINNER’S name

Street address (including apt. no.)

City, state, and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G



Form W-2G
2012

Certain 
 Gambling 
 Winnings

Copy 1 
 For State Tax 

Department

Department of the Treasury - Internal Revenue Service

OMB No. 1545-0238
VOID CORRECTED

PAYER’S name, address, ZIP code, federal identification 
number, and telephone number 

WINNER’S name, address (including apt. no.), and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G



Form W-2G
2012

Certain 
 Gambling 
 Winnings

Copy B 
Report this income on your 

federal tax return. If this 
form shows federal income 

tax withheld in box 2, attach 
this copy to your return.

Department of the Treasury - Internal Revenue Service

This information is 
 being furnished to 

 the Internal 
 Revenue Service.

OMB No. 1545-0238
CORRECTED (if checked)

PAYER’S name, address, ZIP code, federal identification 
number, and telephone number 

WINNER’S name, address (including apt. no.), and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G



Form W-2G
2012

Certain 
 Gambling 
 Winnings

Copy C 
For Winner’s 

Records 
Department of the Treasury - Internal Revenue Service

This is important tax 
information and is being 
furnished to the Internal 

Revenue Service. If you are 
required to file a return, a 

negligence penalty or other 
sanction may be imposed on 
you if this income is taxable 
and the IRS determines that 

it has not been reported.

OMB No. 1545-0238
CORRECTED (if checked)

PAYER’S name, address, ZIP code, federal identification 
number, and telephone number 

WINNER’S name, address (including apt. no.), and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G



Instructions to Winner
Box 1. The payer must furnish a Form W-2G to you if you 
receive:

1. $1,200 or more in gambling winnings from bingo or slot 
machines;

2. $1,500 or more in proceeds (the amount of winnings minus 
the amount of the wager) from keno;

3. More than $5,000 in winnings (reduced by the wager or 
buy-in) from a poker tournament;

4. $600 or more in gambling winnings (except winnings from 
bingo, keno, slot machines, and poker tournaments) and the 
payout is at least 300 times the amount of the wager; or

5. Any other gambling winnings subject to federal income tax 
withholding.

Generally, report all gambling winnings on the “Other income” 
line of Form 1040. You can deduct gambling losses as an 
itemized deduction, but you cannot deduct more than your 
winnings. Keep an accurate record of your winnings and losses, 
and be able to prove those amounts with receipts, tickets, 
statements, or similar items that you have saved. For additional 
information, see Pub. 529, Miscellaneous Deductions, and Pub. 
525, Taxable and Nontaxable Income.

Box 2. Any federal income tax withheld on these winnings is 
shown in this box. Federal income tax must be withheld on 
certain winnings less the wager.

Certain winnings that are not subject to regular gambling 
withholding may be subject to backup withholding if you did not 
provide your federal identification number to the payer.

Include the amount shown in box 2 on your Form 1040 as 
federal income tax withheld. See Pub. 505, Tax Withholding and 
Estimated Tax, for additional information.
Signature. You must sign Form W-2G if you are the only person 
entitled to the winnings and the winnings are subject to regular 
gambling withholding. Return the signed form to the payer, who 
will give you your copies.
Other winners. Prepare Form 5754, Statement by Person(s) 
Receiving Gambling Winnings, if another person is entitled to 
any part of these winnings. Give Form 5754 to the payer, who 
will use Form 5754 to prepare Form W-2G for each person 
listed as a winner.



Form W-2G
2012

Certain 
 Gambling 
 Winnings

Copy 2 
Attach this copy 

to your state 
income tax return, 

if required.

Department of the Treasury - Internal Revenue Service

OMB No. 1545-0238
CORRECTED (if checked)

PAYER’S name, address, ZIP code, federal identification 
number, and telephone number 

WINNER’S name, address (including apt. no.), and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G

VOID



Form W-2G
2012

Certain 
 Gambling 
 Winnings

Copy D 
For Payer 

 
Department of the Treasury - Internal Revenue Service

OMB No. 1545-0238

For Privacy Act and 
Paperwork Reduction Act 

Notice, see the  2012 
General Instructions for 

Certain Information 
Returns.

VOID CORRECTED
PAYER’S name, address, ZIP code, federal identification 
number, and telephone number 

WINNER’S name, address (including apt. no.), and ZIP code

1  Gross winnings 2  Federal income tax withheld

3  Type of wager 4  Date won

5  Transaction 6  Race

7  Winnings from identical wagers 8  Cashier

9  Winner’s taxpayer identification no. 10  Window

11  First I.D. 12  Second I.D.

13  State/Payer’s state identification no. 14  State income tax withheld

Under penalties of perjury, I declare that, to the best of my knowledge and belief, the name, address, and taxpayer identification number that I have furnished 
correctly identify me as the recipient of this payment and any payments from identical wagers, and that no other person is entitled to any part of these payments.

Signature ▶ Date ▶

Form W-2G



Instructions for Payer
General and specific form instructions are provided as 
separate products. The products you should use to 
complete Form W-2G are the 2012 General Instructions for 
Certain Information Returns and the 2012 Instructions for 
Forms W-2G and 5754. To order these instructions and 
additional forms, visit IRS.gov or call 1-800-TAX-FORM 
(1-800-829-3676).

Due dates. Furnish Copies B and C of this form to the 
winner by January 31, 2013.

File Copy A of this form with the IRS by February 28, 2013. 
If you file electronically, the due date is April 1, 2013.

Withholding. You may be required to withhold federal 
income tax from cash or noncash gambling winnings. See 
the 2012 Instructions for Forms W-2G and 5754 for the rates.

Foreign winners. Use Form 1042-S, Foreign Person’s U.S. 
Source Income Subject to Withholding, to report gambling 
winnings paid to nonresident aliens and foreign corporations. 
See the Instructions for Form 1042-S. You may be required 
to withhold federal income tax at a 30% rate. See Pub. 515, 
Withholding of Tax on Nonresident Aliens and Foreign 
Entities.

Form 5754. If the person receiving the winnings is not the 
actual winner or is a member of a group of winners, see the 
instructions for Form 5754, Statement by Person(s) 
Receiving Gambling Winnings, in the 2012 Instructions for 
Forms W-2G and 5754.

Need help? If you have questions about reporting on Form 
W-2G, call the information reporting customer service site 
toll free at 1-866-455-7438 or 304-263-8700 (not toll free). 
For TTY/TDD equipment, call 304-579-4827 (not toll free). 
The hours of operation are Monday through Friday from  
8:30 a.m. to 4:30 p.m., Eastern time.
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Department of the Treasury
Internal Revenue Service2011

Instructions for 
Form 1099-MISC

Be sure to report each payment in the proper boxSection references are to the Internal Revenue Code unless
because the IRS uses this information to determineotherwise noted.
whether the recipient has properly reportedCAUTION

!
 the payment.
Trade or business reporting only. Report on FormWhat’s New
1099-MISC only when payments are made in the course of your

If there are later, additional tax law changes that affect Form trade or business. Personal payments are not reportable. You
1099-MISC, you can find them at www.irs.gov/form1099misc. are engaged in a trade or business if you operate for gain or

profit. However, nonprofit organizations are considered to bePilot program for truncating an individual’s identifying
engaged in a trade or business and are subject to thesenumber on paper payee statements has ended. Filers of
reporting requirements. Other organizations subject to theseForm 1099-MISC must show the recipient’s complete identifying
reporting requirements include trusts of qualified pension ornumber on all copies of the form.
profit-sharing plans of employers, certain organizations exempt

New Form 1099-K. Payments made with a credit card or from tax under section 501(c) or (d), farmers’ cooperatives that
payment card and certain other types of payment, including are exempt from tax under section 521, and widely held fixed
third party network transactions, must now be reported on Form investment trusts. Payments by federal, state, or local
1099-K by the payment settlement entity under section 6050W government agencies are also reportable.
and are not subject to reporting on Form 1099-MISC. See the

Exceptions. Some payments are not required to be reportedseparate Instructions for Form 1099-K.
on Form 1099-MISC, although they may be taxable to the
recipient. Payments for which a Form 1099-MISC is notReminder required include:

In addition to these specific instructions, you should also use • Generally, payments to a corporation; but see Reportable
the 2011 General Instructions for Certain Information Returns payments to corporations on page 2;
(Forms 1097, 1098, 1099, 3921, 3922, 5498, and W-2G). • Payments for merchandise, telegrams, telephone, freight,
Those general instructions include information about the storage, and similar items;
following topics. • Payments of rent to real estate agents, but see Regulations
• Backup withholding. section 1.6041-1(e)(5), Example 5;
• Electronic reporting requirements. • Wages paid to employees (report on Form W-2, Wage and
• Penalties. Tax Statement);
• Who must file (nominee/middleman). • Military differential wage payments made to employees while
• When and where to file. they are on active duty in the Armed Forces or other uniformed
• Taxpayer identification numbers. services (report on Form W-2);
• Statements to recipients. • Business travel allowances paid to employees (may be
• Corrected and void returns. reportable on Form W-2);
• Other general topics. • Cost of current life insurance protection (report on Form W-2

or Form 1099-R, Distributions From Pensions, Annuities,You can get the general instructions from IRS.gov or by
Retirement or Profit-Sharing Plans, IRAs, Insurance Contracts,calling 1-800-TAX-FORM (1-800-829-3676).
etc.);
• Payments to a tax-exempt organization including tax-exempt
trusts (IRAs, HSAs, Archer MSAs, and Coverdell ESAs), theSpecific Instructions United States, a state, the District of Columbia, a U.S.

File Form 1099-MISC, Miscellaneous Income, for each person possession, or a foreign government; and
to whom you have paid during the year: • Certain payment card transactions if a payment card
• At least $10 in royalties (see Box 2 on page 4) or broker organization has assigned a merchant/payee a Merchant
payments in lieu of dividends or tax-exempt interest (see Box 8 Category Code (MCC) indicating that reporting is not required.
on page 7); A cardholder/payor may rely on the MCC assigned to a
• At least $600 in rents, services (including parts and merchant/payee to determine if a payment card transaction with
materials), prizes and awards, other income payments, medical that merchant/payee is subject to reporting under section 6041
and health care payments, crop insurance proceeds, cash or section 6041A. For more information and a list of merchant
payments for fish (or other aquatic life) you purchase from types with corresponding MCCs, see Revenue Procedure
anyone engaged in the trade or business of catching fish, or, 2004-43 available at www.irs.gov/irb/2004-31_IRB/ar17.html.
generally, the cash paid from a notional principal contract to an Form 1099-K. Payments made with a credit card or
individual, partnership, or estate; payment card and certain other types of payment, including• Any fishing boat proceeds; or third party network transactions, must now be reported on Form• Gross proceeds of $600 or more paid to an attorney. See 1099-K by the payment settlement entity under section 6050W
Payments to attorneys on page 2. and are not subject to reporting on Form 1099-MISC. See the

separate Instructions for Form 1099-K.In addition, use Form 1099-MISC to report that you made
direct sales of at least $5,000 of consumer products to a buyer Fees paid to informers. A payment to an informer as an
for resale anywhere other than a permanent retail award, fee, or reward for information about criminal activity is
establishment. You must also file Form 1099-MISC for each not required to be reported if the payment is made by a federal,
person from whom you have withheld any federal income tax state, or local government agency, or by a nonprofit
under the backup withholding rules regardless of the amount of organization exempt from tax under section 501(c)(3) that
the payment. makes the payment to further the charitable purpose of

Cat. No.  27982JNov 22, 2011

http://www.irs.gov/form1099misc
http://www.irs.gov/irb/2004-31_IRB/ar17.html
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lessening the burdens of government. For more information, section 6045(f). For more examples and exceptions relating to
see Regulations section 1.6041-3(l). payments to attorneys, see Regulations section 1.6045-5.

Scholarships. Do not use Form 1099-MISC to report However, these rules do not apply to wages paid to
scholarship or fellowship grants. Scholarship or fellowship attorneys that are reportable on Form W-2 or to profits
grants that are taxable to the recipient because they are paid distributed by a partnership to its partners that are 
for teaching, research, or other services as a condition for reportable on:
receiving the grant are considered wages and must be reported • Schedule K-1 (Form 1065), Partner’s Share of Income,
on Form W-2. Other taxable scholarship or fellowship payments Deductions, Credits, etc., or
(to a degree or nondegree candidate) are not required to be • Schedule K-1 (Form 1065-B), Partner’s Share of Income
reported by you to the IRS on any form. See Notice 87-31, (Loss) From an Electing Large Partnership.
1987-1 C.B. 475, and Regulations section 1.6041-3(n) for Payments to corporations for legal services. The
more information. exemption from reporting payments made to corporations does

Difficulty-of-care payments. Difficulty-of-care payments not apply to payments for legal services. Therefore, you must
that are excludable from the recipient’s gross income are not report attorneys’ fees (in box 7) or gross proceeds (in box 14)
required to be reported. Difficulty-of-care payments to foster as described earlier to corporations that provide legal services.
care providers are not reportable if paid for not more than 10 Taxpayer identification numbers (TINs). To reportchildren under age 19 and not more than five individuals age 19 payments to an attorney on Form 1099-MISC, you must obtainor older. Amounts paid for more than 10 children or more than the attorney’s TIN. You may use Form W-9, Request forfive other individuals are reportable on Form 1099-MISC. Taxpayer Identification Number and Certification, to obtain the
Canceled debt. A canceled debt is not reportable on Form attorney’s TIN. An attorney is required to promptly supply its
1099-MISC. Canceled debts are required to be reported on TIN whether it is a corporation or other entity, but the attorney is
Form 1099-C, Cancellation of Debt, by financial institutions, not required to certify its TIN. If the attorney fails to provide its
credit unions, Federal Government agencies, certain agencies TIN, the attorney may be subject to a penalty under section
connected with the Federal Government, and an organization 6723 and its regulations, and you must backup withhold on the
where the lending of money (such as finance and credit card reportable payments.
companies) is a significant trade or business. See the Fish purchases. If you are in the trade or business ofInstructions for Forms 1099-A and 1099-C. purchasing fish for resale, you must report total cash payments
Reportable payments to corporations. The following of $600 or more paid during the year to any person who is
payments made to corporations generally must be reported on engaged in the trade or business of catching fish. Report these
Form 1099-MISC. payments in box 7. You are required to keep records showing• Medical and health care payments reported in box 6. the date and amount of each cash payment made during the• Fish purchases for cash reported in box 7. year, but you must report only the total amount paid for the year• Attorneys’ fees reported in box 7. on Form 1099-MISC.• Gross proceeds paid to an attorney reported in box 14.

“Fish” means all fish and other forms of aquatic life. “Cash”• Substitute payments in lieu of dividends or tax-exempt
means U.S. and foreign coin and currency and a cashier’sinterest reported in box 8.
check, bank draft, traveler’s check, or money order. Cash does• Payments by a federal executive agency for services
not include a check drawn on your personal or business(vendors) reported in box 7.
account.

Federal executive agencies may also have to file Form Deceased employee’s wages. If an employee dies during the
8596, Information Return for Federal Contracts, and year, you must report the accrued wages, vacation pay, and
Form 8596-A, Quarterly Transmittal of InformationCAUTION

!
other compensation paid after the date of death. If you made

Returns for Federal Contracts, if a contracted amount for the payment in the same year the employee died, you must
personal services is more than $25,000. See Rev. Rul. withhold social security and Medicare taxes on the payment
2003-66, which is on page 1115 of Internal Revenue Bulletin and report them only as social security and Medicare wages on
2003-26 at www.irs.gov/pub/irs-irbs/irb03-26.pdf for details. the employee’s Form W-2 to ensure that proper social security
Payments to attorneys. The term attorney includes a law firm and Medicare credit is received. On the Form W-2, show the
or other provider of legal services. Attorneys’ fees of $600 or payment as social security wages (box 3) and Medicare wages
more paid in the course of your trade or business are reportable and tips (box 5) and the social security and Medicare taxes
in box 7 of Form 1099-MISC. withheld in boxes 4 and 6; do not show the payment in box 1 of

Form W-2.Gross proceeds paid to attorneys. Under section 6045(f),
report in box 14 payments that:  If you made the payment after the year of death, do not• Are made to an attorney in the course of your trade or report it on Form W-2, and do not withhold social security and
business in connection with legal services, for example, as in a Medicare taxes.
settlement agreement,

Whether the payment is made in the year of death or after• Total $600 or more, and
the year of death, you also must report the payment to the• Are not reportable by you in box 7.
estate or beneficiary on Form 1099-MISC. Report the paymentGenerally, you are not required to report the claimant’s
in box 3 (rather than in box 7 as specified in Rev. Rul. 86-109,attorney’s fees. For example, an insurance company pays a
1986-2 C.B. 196). See the Example that follows. Enter theclaimant’s attorney $100,000 to settle a claim. The insurance
name and TIN of the payment recipient on Form 1099-MISC.company reports the payment as gross proceeds of $100,000 in
For example, if the recipient is an individual beneficiary, enterbox 14. The insurance company does not have a reporting
the name and social security number of the individual; if therequirement for the claimant’s attorney’s fees subsequently paid
recipient is the estate, enter the name and employerfrom these funds.
identification number of the estate. The general backup

These rules apply whether or not the legal services are withholding rules apply to this payment.
provided to the payer and whether or not the attorney is

Death benefits from nonqualified deferred compensationexclusive payee (for example, the attorney’s and claimant’s
plans or section 457 plans paid to the estate or beneficiary of anames are on one check) or other information returns are
deceased employee are reportable on Form 1099-MISC. Do notrequired for some or all of a payment under section
report these death benefits on Form 1099-R. However, if the6041A(a)(1). For example, a person who, in the course of a
benefits are from a qualified plan, report them on Form 1099-R.trade or business, pays $600 of taxable damages to a claimant
See the Instructions for Forms 1099-R and 5498.by paying that amount to a claimant’s attorney is required to

furnish Form 1099-MISC to the claimant under section 6041 Example. Before Employee A’s death on June 15, 2011, A
and furnish Form 1099-MISC to the claimant’s attorney under was employed by Employer X and received $10,000 in wages

-2- Instructions for Form 1099-MISC (2011)
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on which federal income tax of $1,500 was withheld. When A paid, whether directly or indirectly, to licensed sales agents. For
died, X owed A $2,000 in wages and $1,000 in accrued example, State X retains control over and liability for online and
vacation pay. The total of $3,000 (less the social security and instant lottery games. For online ticket sales, State X pays
Medicare taxes withheld) was paid to A’s estate on July 20, commissions by allowing an agent to retain 5% of the ticket
2011. Because X made the payment during the year of death, X proceeds the agent remits to State X. For instant ticket sales,
must withhold social security and Medicare taxes on the $3,000 State X pays commissions by providing tickets to the agent for
payment and must complete Form W-2 as follows. 5% less than the proceeds to be obtained by the agent from the
• Box 1—10000.00 (does not include the $3,000 accrued sale of those tickets. If the commissions for the year total $600
wages and vacation pay) or more, they must be reported in box 7 on Form 1099-MISC.
• Box 2—1500.00 See Rev. Rul. 92-96, 1992-2 C.B. 281.
• Box 3—13000.00 (includes the $3,000 accrued wages and Escrow agent; construction project. When an escrow agent
vacation pay) maintains owner-provided funds in an escrow account for a• Box 4—546.00 (4.2% of the amount in box 3) construction project, performs management and oversight• Box 5—13000.00 (includes the $3,000 accrued wages and functions relating to the construction project, and makes
vacation pay) payments for the owner and the general contractor, the escrow• Box 6—188.50 (1.45% of the amount in box 5) agent must file Form 1099-MISC for reportable payments of

Employer X also must complete Form 1099-MISC as follows. $600 or more. This requirement applies whether or not the
• Boxes for recipient’s name, address, and TIN—the estate’s escrow agent is a bank. If the contractor is the borrower of the
name, address, and TIN. funds, do not report on Form 1099-MISC any loan payments
• Box 3—3000.00 (Even though amounts were withheld for made to the contractor/borrower.
social security and Medicare taxes, the gross amount is Indian gaming profits, payments to tribal members. If youreported here.) make payments to members of Indian tribes from the net

If Employer X made the payment after the year of death, the revenues of class II or class III gaming activities conducted or
$3,000 would not be subject to social security and Medicare licensed by the tribes, you must withhold federal income tax on
taxes and would not be shown on Form W-2. However, the such payments. File Form 1099-MISC to report the payments
employer would still file Form 1099-MISC. and withholding to tribal members. Report the payments in box

3 and the federal income tax withheld in box 4. Pub. 15-AEmployee business expense reimbursements. Do not use
contains the necessary “Tables for Withholding on DistributionsForm 1099-MISC to report employee business expense
of Indian Gaming Profits to Tribal Members.”reimbursements. Report payments made to employees under a

nonaccountable plan as wages on Form W-2. Generally, State or local sales taxes. If state or local sales taxes are
payments made to employees under an accountable plan are imposed on the service provider and you (as the buyer) pay
not reportable on Form W-2, except in certain cases when you them to the service provider, report them on Form 1099-MISC
pay a per diem or mileage allowance. For more information, see as part of the reportable payment. However, if sales taxes are
the Instructions for Forms W-2 and W-3; Pub. 463, Travel, imposed on you (as the buyer) and collected from you by the
Entertainment, Gift, and Car Expenses; and Pub. 1542, Per service provider, do not report the sales taxes on Form
Diem Rates. For information on reporting employee moving 1099-MISC.
expense reimbursements on Form W-2, see the Instructions for Widely held fixed investment trusts (WHFITs). Trustees andForms W-2 and W-3. middlemen of WHFITs must report items of gross income
Independent contractor or employee. Generally, you must attributable to a trust income holder (TIH) on the appropriate
report payments to independent contractors on Form Form 1099. A tax information statement that includes the
1099-MISC in box 7. See the instructions for box 7 on page 6. information provided to the IRS on Forms 1099, as well as

additional information identified in Regulations sectionSection 530 of the Revenue Act of 1978 as extended by 1.671-5(e), must be furnished to TIHs. For details, see the 2011section 269(c) of P.L. 97-248 deals with the employment General Instructions for Certain Information Returns.tax status of independent contractors and employees.
TIP

Statements to recipients. If you are required to file FormTo qualify for relief under section 530, employers must file Form
1099-MISC, you must provide a statement to the recipient. For1099-MISC. Additional requirements for relief are discussed in
more information about the requirement to furnish a statementRev. Proc. 85-18, 1985-1 C.B. 518. Also see Pub. 15-A,
to each recipient, see part M in the 2011 General InstructionsEmployer’s Supplemental Tax Guide, for special rules that may
for Certain Information Returns.apply to technical service specialists and test proctors and 

room supervisors. 2nd TIN not. You may enter an “X” in this box if you were
notified by the IRS twice within 3 calendar years that the payeeTransit passes and parking for independent contractors.
provided an incorrect TIN. If you mark this box, the IRS will notAlthough you cannot provide qualified transportation fringes to
send you any further notices about this account. However, ifindependent contractors, the working condition and de minimis
you received both IRS notices in the same year, or if youfringe rules for transit passes and parking apply to independent
received them in different years but they both related tocontractors. Tokens or farecards that enable an independent
information returns filed for the same year, do not check the boxcontractor to commute on a public transit system (not including
at this time. For purposes of the two notices in 3-years rule, youprivately operated van pools) are excludable from the
are considered to have received one notice. You are notindependent contractor’s gross income and are not reportable
required to send a second “B” notice upon receipt of the secondon Form 1099-MISC if their value in any month is $21 or less.
notice. See part N in the 2011 General Instructions for CertainHowever, if the value of a pass provided in a month is greater
Information Returns for more information.than $21, the full value is includible in gross income and is

reportable on Form 1099-MISC. The value of parking may be
For information on the TIN Matching System offered byexcludable from an independent contractor’s gross income,
the IRS, see the 2011 General Instructions for Certainand, therefore, not reportable on Form 1099-MISC if certain
Information Returns.

TIP
requirements are met. See Regulations section 1.132-9(b), 
Q/A-24. Account Number
Directors’ fees. You must report directors’ fees and other The account number is required if you have multiple accounts
remuneration, including payments made after retirement, on for a recipient for whom you are filing more than one Form
Form 1099-MISC in the year paid. Report them in box 7. 1099-MISC. Additionally, the IRS encourages you to designate
Commissions paid to lottery ticket sales agents. A state an account number for all Forms 1099-MISC that you file. See
that has control over and responsibility for online and instant part L in the 2011 General Instructions for Certain Information
lottery games must file Form 1099-MISC to report commissions Returns.
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award for the top commission salesperson. Report them inBox 1. Rents
box 7.Enter amounts of $600 or more for all types of rents, such as

real estate rentals paid for office space (unless paid to a real Prizes and awards received in recognition of past
estate agent), machine rentals (for example, renting a bulldozer accomplishments in religious, charitable, scientific, artistic,
to level your parking lot), and pasture rentals (for example, educational, literary, or civic fields are not reportable if:
farmers paying for the use of grazing land). If the machine • The winners are chosen without action on their part,
rental is part of a contract that includes both the use of the • The winners are not expected to perform future services, and
machine and the operator, the rental should be prorated • The payer transfers the prize or award to a charitable
between the rent of the machine (reported in box 1) and the organization or governmental unit under a designation made by
operator’s charge (reported as nonemployee compensation in the recipient. See Rev. Proc. 87-54, 1987-2 C.B. 669.
box 7).

Other items required to be reported in box 3 include the Public housing agencies must report in box 1 rental following.assistance payments made to owners of housing projects. See
1. Generally, all punitive damages, any damages forRev. Rul. 88-53, 1988-1 C.B. 384.

nonphysical injuries or sickness, and any other taxable
Coin-operated amusements. If an arrangement between damages. Report punitive damages even if they relate to

an owner of coin-operated amusements and an owner of a physical injury or physical sickness. Generally, report all
business establishment where the amusements are placed is a compensatory damages for nonphysical injuries or sickness,
lease of the amusements or the amusement space, the owner such as employment discrimination or defamation. However, do
of the amusements or the owner of the space, whoever makes not report damages (other than punitive damages):
the payments, must report the lease payments in box 1 of Form a. Received on account of personal physical injuries or
1099-MISC if the payments total at least $600. However, if the physical sickness;
arrangement is a joint venture, the joint venture must file a b. That do not exceed the amount paid for medical care for
Form 1065, U.S. Return of Partnership Income, and provide emotional distress;
each partner with the information necessary to report the c. Received on account of nonphysical injuries (for
partner’s share of the taxable income. Coin-operated example, emotional distress) under a written binding
amusements include video games, pinball machines, agreement, court decree, or mediation award in effect on or
jukeboxes, pool tables, slot machines, and other machines and issued by September 13, 1995; or
gaming devices operated by coins or tokens inserted into the d. That are for a replacement of capital, such as damages
machines by individual users. For more information, see Rev. paid to a buyer by a contractor who failed to complete
Rul. 92-49, 1992-1 C.B. 433. construction of a building.

Damages received on account of emotional distress,Box 2. Royalties
including physical symptoms such as insomnia, headaches,Enter gross royalty payments (or similar amounts) of $10 or
and stomach disorders, are not considered received for amore. Report royalties from oil, gas, or other mineral properties
physical injury or physical sickness and are reportable unlessbefore reduction for severance and other taxes that may have
described in b or c above. However, damages received onbeen withheld and paid. Do not include surface royalties. They
account of emotional distress due to physical injuries orshould be reported in box 1. Do not report oil or gas payments
physical sickness are not reportable.for a working interest in box 2; report payments for working

Also report liquidated damages received under the Ageinterests in box 7. Do not report timber royalties made under a
Discrimination in Employment Act of 1967.pay-as-cut contract; report these timber royalties on Form

1099-S, Proceeds From Real Estate Transactions.
Taxable back pay damages may be wages and

Use box 2 to report royalty payments from intangible reportable on Form W-2. See Pub. 957, Reporting Back
property such as patents, copyrights, trade names, and Pay and Special Wage Payments to the Social Security

TIP

trademarks. Report the gross royalties (before reduction for Administration.
fees, commissions, or expenses) paid by a publisher directly to 2. Payments as explained on page 2 under Deceased
an author or literary agent, unless the agent is a corporation. employee’s wages.
The literary agent (whether or not a corporation) that receives 3. Payments as explained on page 3 under Indian gaming
the royalty payment on behalf of the author must report the profits, payments to tribal members.
gross amount of royalty payments to the author on Form 4. Termination payments to former self-employed insurance
1099-MISC whether or not the publisher reported the payment salespeople. These payments are not subject to
to the agent on its Form 1099-MISC. self-employment tax and are reportable in box 3 (rather than

box 7) if all the following apply.Box 3. Other Income a. The payments are received from an insurance company
Enter other income of $600 or more required to be reported on because of services performed as an insurance salesperson for
Form 1099-MISC that is not reportable in one of the other the company.
boxes on the form. b. The payments are received after termination of the

salesperson’s agreement to perform services for the company.Also enter in box 3 prizes and awards that are not for
c. The salesperson did not perform any services for theservices performed. Include the fair market value (FMV) of

company after termination and before the end of the year.merchandise won on game shows. Also include amounts paid
d. The salesperson enters into a covenant not to competeto a winner of a sweepstakes not involving a wager. If a wager

against the company for at least 1 year after the date ofis made, report the winnings on Form W-2G, Certain Gambling
termination.Winnings.

e. The amount of the payments depends primarily on
If, not later than 60 days after the winner becomes policies sold by the salesperson or credited to the salesperson’s
entitled to the prize, the winner can choose the option of account during the last year of the service agreement or to the
a lump sum or an annuity payable over at least 10

TIP
extent those policies remain in force for some period after

years, the payment of winnings is considered made when termination, or both.
actually paid. If the winner chooses an annuity, file Form f. The amount of the payments does not depend at all on
1099-MISC each year to report the annuity paid during that length of service or overall earnings from the company
year. (regardless of whether eligibility for payment depends on length

of service).Do not include prizes and awards paid to your employees.
Report these on Form W-2. Do not include in box 3 prizes and If the termination payments do not meet all these
awards for services performed by nonemployees, such as an requirements, report them in box 7.
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Illustrated example.

Nonemployee compensation

CORRECTEDVOID
OMB No. 1545-0115Rents1PAYER’S name, street address, city, state, ZIP code, and telephone no.

$
2 Royalties

$
Federal income tax withheldOther income3

RECIPIENT’S identification
number

PAYER’S Federal identification
number

5 Fishing boat proceeds 6 Medical and health care payments

$ $
RECIPIENT’S name Substitute payments in lieu of

dividends or interest
87

$$
9Street address (including apt. no.) 10 Crop insurance proceeds

City, state, and ZIP code

Gross proceeds paid to
an attorney

14Excess golden parachute
payments

13Account number (see instructions)

$
16 State tax withheld 17 State/Payer’s state no.

$

18 State income

$

$
$ $

4

$ $

Payer made direct sales of
$5,000 or more of consumer
products to a buyer
(recipient) for resale �

Form 1099-MISC

Miscellaneous
Income

$

2nd TIN not.

Department of the Treasury - Internal Revenue ServiceForm 1099-MISC Cat. No. 14425J

Copy A

File with Form 1096.

For Privacy Act
and Paperwork
Reduction Act

Notice, see the
2012 General

Instructions for
Certain

Information
Returns

For
Internal Revenue

Service Center

1211

Z Builders
123 Maple Avenue
Oaktown, AL 00000
555-555-1212

10-9999999 123-00-6789

Ronald Green 
dba/ Y Drywall

456 Flower Lane

Oaktown, AL 00000

5500.00

9595

The completed Form 1099-MISC illustrates the following example. Z Builders is a contractor that subcontracts drywall work to
Ronald Green, a sole proprietor who does business as Y Drywall. During the year, Z Builders pays Mr. Green $5,500. Z Builders
must file Form 1099-MISC because they paid Mr. Green $600 or more in the course of their trade or business, and Mr. Green is
not a corporation.

15b Section 409A income15a Section 409A deferrals

$ $

2012

5. A payment or series of payments made to individuals for average size of the operating crew was fewer than 10 on trips
participating in a medical research study or studies. during the preceding 4 calendar quarters.

In addition, report cash payments of up to $100 per trip that
Box 4. Federal Income Tax Withheld are contingent on a minimum catch and are paid solely for

additional duties (such as mate, engineer, or cook) for whichEnter backup withholding. For example, persons who have not
additional cash payments are traditional in the industry.furnished their TIN to you are subject to withholding at a 28%
However, do not report on Form 1099-MISC any wagesrate on payments required to be reported in boxes 1, 2 (net of
reportable on Form W-2.severance taxes), 3, 5 (to the extent paid in cash), 6, 7 (except

fish purchases for cash), 8, 10, and 14. For more information on
Box 6. Medical and Health Care Paymentsbackup withholding, see part N in the 2011 General Instructions

for Certain Information Returns. Enter payments of $600 or more made in the course of your
trade or business to each physician or other supplier or providerAlso enter any income tax withheld from payments to of medical or health care services. Include payments made bymembers of Indian tribes from the net revenues of class II or medical and health care insurers under health, accident, andclass III gaming activities conducted or licensed by the tribes. sickness insurance programs. If payment is made to a
corporation, list the corporation as the recipient rather than theException
individual providing the services. Payments to persons

Regulations section 31.3406(g)-1(f) provides that backup providing health care services often include charges for
withholding is not required for certain payment card injections, drugs, dentures, and similar items. In these cases
transactions. the entire payment is subject to information reporting. You are

not required to report payments to pharmacies for prescriptionAt the time these instructions went to print, the IRS had drugs.published proposed changes to Regulations section
31.3406(g)-1(f). Also, a proposed revenue procedure The exemption from issuing Form 1099-MISC to aCAUTION

!
was published in Notice 2007-59. For more information, go to corporation does not apply to payments for medical or health
IRS.gov and enter “QPCA” in the upper right corner. care services provided by corporations, including professional

corporations. However, you are not required to report payments
Box 5. Fishing Boat Proceeds made to a tax-exempt hospital or extended care facility or to a
Enter the individual’s share of all proceeds from the sale of a hospital or extended care facility owned and operated by the
catch or the FMV of a distribution in kind to each crew member United States (or its possessions), a state, the District of
of fishing boats with normally fewer than 10 crew members. A Columbia, or any of their political subdivisions, agencies, or
fishing boat has normally fewer than 10 crew members if the instrumentalities.

-5-Instructions for Form 1099-MISC (2011)
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Generally, payments made under a flexible spending need not report on Form 1099-MISC the value of painting the
arrangement (as defined in section 106(c)(2)) or a law offices because the work is in exchange for legal services
health reimbursement arrangement which is treated as that are separate from the painter’s business.CAUTION

!
employer-provided coverage under an accident or health plan • Taxable fringe benefits for nonemployees. For information on
for purposes of section 106 are exempt from the reporting the valuation of fringe benefits, see Pub. 15-B, Employer’s Tax
requirements of section 6041. Guide to Fringe Benefits.

• Gross oil and gas payments for a working interest.
Box 7. Nonemployee Compensation • Payments to an insurance salesperson who is not your
Enter nonemployee compensation of $600 or more. Include common law or statutory employee. See Pub. 15-A for the
fees, commissions, prizes and awards for services performed definition of employee. However, for termination payments to
as a nonemployee, other forms of compensation for services former insurance salespeople, see page 4.  
performed for your trade or business by an individual who is not • Directors’ fees as explained under Directors’ fees on page 3. 
your employee, and fish purchases for cash. Include oil and gas • Commissions paid to licensed lottery ticket sales agents as
payments for a working interest, whether or not services are explained under Commissions paid to lottery ticket sales agents
performed. Also include expenses incurred for the use of an on page 3. 
entertainment facility that you treat as compensation to a • Payments to section 530 (of the Revenue Act of 1978)
nonemployee. Federal executive agencies that make payments workers. See the TIP on page 3.
to vendors for services, including payments to corporations, • Fish purchases for cash. See Fish purchases on page 2. 
must report the payments in this box. See Rev. Rul. 2003-66, Nonqualified deferred compensation (Section 409A)
which is on page 1115 of Internal Revenue Bulletin 2003-26 at income.  Include in box 7 the amount of all deferrals (plus
www.irs.gov/pub/irs-irbs/irb03-26.pdf. earnings) reported in box 15b that are includible in gross

income because the nonqualified deferred compensationWhat is nonemployee compensation? If the following four
(NQDC) plan fails to satisfy the requirements of section 409A.conditions are met, you must generally report a payment as
These amounts generally are subject to self-employment taxnonemployee compensation.
and are also subject to a substantial additional tax under• You made the payment to someone who is not your
section 409A that is reported on the nonemployee’s Form 1040.employee;
See Regulations sections 1.409A-1 through 1.409A-6.• You made the payment for services in the course of your

trade or business (including government agencies and nonprofit Golden parachute payments. A parachute payment is any
organizations); payment that meets all of the following conditions.• You made the payment to an individual, partnership, estate, 1. The payment is in the nature of compensation.or, in some cases, a corporation; and 2. The payment is to, or for the benefit of, a disqualified• You made payments to the payee of at least $600 during individual.the year. 3. The payment is contingent on a change in the ownership
Self-employment tax. Generally, amounts reportable in box 7 of a corporation, the effective control of a corporation, or the
are subject to self-employment tax. If payments to individuals ownership of a substantial portion of the assets of a corporation
are not subject to this tax and are not reportable elsewhere on (a change in ownership or control).
Form 1099-MISC, report the payments in box 3. However, 4. The payment has (together with other payments
report section 530 (of the Revenue Act of 1978) worker described in 1, 2, and 3, above, made to the same individual)
payments in box 7. an aggregate present value of at least three times the

individual’s base amount.Examples. The following are some examples of payments to
be reported in box 7.

A disqualified individual is one who at any time during the• Professional service fees, such as fees to attorneys
12-month period prior to and ending on the date of the change(including corporations), accountants, architects, contractors,
in ownership or control of the corporation (the disqualifiedengineers, etc.
individual determination period) was an employee or• Fees paid by one professional to another, such as
independent contractor and was, in regard to that corporation, afee-splitting or referral fees.
shareholder, an officer, or a highly compensated individual.• Payments by attorneys to witnesses or experts in legal

For more details, see Regulations section 1.280G-1. Also,adjudication.
see Rev. Proc. 2003-68, which is on page 398 of Internal• Payment for services, including payment for parts or
Revenue Bulletin 2003-34 at www.irs.gov/pub/irs-irbs/irb03-34.materials used to perform the services if supplying the parts or
pdf, concerning the valuation of stock options for purposes ofmaterials was incidental to providing the service. For example,
golden parachute payment rules. For the treatment of unvestedreport the total insurance company payments to an auto repair
shares of restricted stock, see Rev. Rul. 2005-39, available atshop under a repair contract showing an amount for labor and
www.irs.gov/irb/2005-27_IRB/ar08.html.another amount for parts, if furnishing parts was incidental to

repairing the auto. Independent contractor. Enter in box 7 the total• Commissions paid to nonemployee salespersons that are compensation, including any golden parachute payment. For
subject to repayment but not repaid during the calendar year. excess golden parachute payments, see box 13 reporting• A fee paid to a nonemployee, including an independent instructions.
contractor, or travel reimbursement for which the nonemployee

For employee reporting of these payments, see Pub. 15-A.did not account to the payer, if the fee and reimbursement total
Payments not reported in box 7.  Do not report in box 7, norat least $600. To help you determine whether someone is an
elsewhere on Form 1099-MISC, the cost of current lifeindependent contractor or an employee, see Pub. 15-A.
insurance protection (report on Form W-2 or Form 1099-R); an• Payments to nonemployee entertainers for services. Use
employee’s wages, travel or auto allowance, or bonuses (reportForm 1042-S, Foreign Person’s U.S. Source Income Subject to
on Form W-2); or the cost of group-term life insurance paid onWithholding, for payments to nonresident aliens.
behalf of a former employee (report on Form W-2).• Exchanges of services between individuals in the course of

their trades or businesses. For example, an attorney represents Box 8. Substitute Payments in Lieu of Dividendsa painter for nonpayment of business debts in exchange for the
or Interestpainting of the attorney’s law offices. The amount reportable by

each on Form 1099-MISC is the FMV of his or her own services Enter aggregate payments of at least $10 received by a broker
performed. However, if the attorney represents the painter in a for a customer in lieu of dividends or tax-exempt interest as a
divorce proceeding, this is an activity that is unrelated to the result of a loan of a customer’s securities. For this purpose, a
painter’s trade or business. The attorney must report on Form customer includes an individual, trust, estate, partnership,
1099-MISC the value of his or her services. But the painter association, company, or corporation. See Notice 2003-67,
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which is on page 752 of Internal Revenue Bulletin 2003-40 at Box 14. Gross Proceeds Paid to an Attorney
www.irs.gov/pub/irs-irbs/irb03-40.pdf. It does not include a Enter gross proceeds of $600 or more paid to an attorney in
tax-exempt organization, the United States, any state, the connection with legal services (regardless of whether the
District of Columbia, a U.S. possession, or a foreign services are performed for the payer). See Payments to
government. File Form 1099-MISC with the IRS and furnish a attorneys on page 2.
copy to the customer for whom you received the payment. Also,

Box 15a. Section 409A Deferralsfile Form 1099-MISC for and furnish a copy to an individual for
whom you received a payment in lieu of tax-exempt interest. You do not have to complete this box. For details, see Notice

2008-115, available at www.irs.gov/irb/2008-52_IRB/ar10.html.Substitute payment means a payment in lieu of (a) a
If you complete this box, enter the total amount deferreddividend or (b) tax-exempt interest to the extent that interest

during the year of at least $600 for the nonemployee under all(including OID) has accrued while the securities were on loan.
nonqualified plans. The deferrals during the year include

Box 9. Payer Made Direct Sales of $5,000 or earnings on the current year and prior year deferrals. For
additional information, see Regulations sections 1.409A-1More
through 1.409A-6.Enter an “X” in the checkbox for sales by you of $5,000 or more

For deferrals and earnings under NQDC plans forof consumer products to a person on a buy-sell,
employees, see the Instructions for Forms W-2 and W-3.deposit-commission, or other commission basis for resale (by

the buyer or any other person) anywhere other than in a Box 15b. Section 409A Incomepermanent retail establishment. Do not enter a dollar amount in
Enter all amounts deferred (including earnings on amountsthis box.
deferred) that are includible in income under section 409A

If you are reporting an amount in box 7, you may also check because the NQDC plan fails to satisfy the requirements of
box 9 on the same Form 1099-MISC. section 409A. Do not include amounts properly reported on a

Form 1099-MISC, corrected Form 1099-MISC, Form W-2, orThe report you must give to the recipient for these direct
Form W-2c for a prior year. Also, do not include amounts thatsales need not be made on the official form. It may be in the
are considered to be subject to a substantial risk of forfeiture forform of a letter showing this information along with
purposes of section 409A. For additional information, seecommissions, prizes, awards, etc.
Regulations sections 1.409A-1 through 1.409A-6; Notice
2008-113, available at www.irs.gov/irb/2008-51_IRB/ar12.html;Box 10. Crop Insurance Proceeds
Notice 2008-115; Notice 2010-6, which is available at www.irs.Enter crop insurance proceeds of $600 or more paid to farmers
gov/irb/2010-03_IRB/ar08.html; and Notice 2010-80, availableby insurance companies unless the farmer has informed the
at www.irs.gov/irb/2010-51_IRB/ar08.html.insurance company that expenses have been capitalized under

The amount included in box 15b is also includible in box 7section 278, 263A, or 447.
and generally is subject to self-employment tax.

Boxes 11 and 12. Reserved Boxes 16–18. State Information
Make no entries in these boxes.

These boxes, and Copies 1 and 2, are provided for your
convenience only and need not be completed for the IRS. UseBox 13. Excess Golden Parachute Payments
the state information boxes to report payments for up to twoEnter any excess golden parachute payments. An excess states. Keep the information for each state separated by theparachute payment is the amount of the excess of any dash line. If you withheld state income tax on this payment, youparachute payment over the base amount (the average annual may enter it in box 16. In box 17, enter the abbreviated name ofcompensation for services includible in the individual’s gross the state and the payer’s state identification number. The stateincome over the most recent 5 tax years). See Q/A-38 through number is the payer’s identification number assigned by theQ/A-44 of Regulations section 1.280G-1 for how to compute the individual state. In box 18, you may enter the amount of theexcess amount. state payment. Use Copy 1 to provide information to the state

See Golden parachute payments on page 6 for more tax department. Give Copy 2 to the recipient for use in filing the
information. recipient’s state income tax return.

-7-

http://www.irs.gov/pub/irs-irbs/irb03-40.pdf
http://www.irs.gov/irb/2008-52_IRB/ar10.html
http://www.irs.gov/irb/2008-51_IRB/ar12.html
http://www.irs.gov/irb/2010-03_IRB/ar08.html
http://www.irs.gov/irb/2010-03_IRB/ar08.html
http://www.irs.gov/irb/2010-51_IRB/ar08.html


Page 8 of 8 Instructions for Form 1099-MISC (2011) 15:42 - 22-NOV-2011

The type and rule above prints on all proofs including departmental reproduction proofs. MUST be removed before printing.

Index

A Former insurance salesperson, Payment card transactions . . . . . . . . . . . 1, 5
termination payments . . . . . . . . . . . 4, 5, 6Armed Forces . . . . . . . . . . . . . . . . . . . . . . . . . 1 Prizes and awards . . . . . . . . . . . . . . . . . . . . . 4

Attorneys’ fees and gross Punitive damages . . . . . . . . . . . . . . . . . . . . . 4
proceeds . . . . . . . . . . . . . . . . . . . . . . . 2, 6, 7 G

Golden parachute payments . . . . . . . . . . . 6 Q
B Gross proceeds, attorneys . . . . . . . . 2, 6, 7 Qualified payment card agents
Backup withholding . . . . . . . . . . . . . . . . . . 2, 5 (QPCAs) . . . . . . . . . . . . . . . . . . . . . . . . . . 1, 5
Broker transactions . . . . . . . . . . . . . . . . . . 1, 6 H

Health care services, payments . . . . . 1, 2, R
5C Rents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1, 4

Canceled debt . . . . . . . . . . . . . . . . . . . . . . . . . 2 Royalties . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1, 4
Coin-operated amusements . . . . . . . . . . . . 4 I
Commissions . . . . . . . . . . . . . . . . . . . . . . . . 3, 6 Independent contractor payments . . . . . 3, S

6Construction project, escrow agent . . . . . 3 Scholarships . . . . . . . . . . . . . . . . . . . . . . . . . . . 2
Indian gaming profits . . . . . . . . . . . . . . . . . . 3Consumer products of $5,000, indicator Section 409A deferrals . . . . . . . . . . . . . . . . . 7

for . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1, 7 Informants, fees . . . . . . . . . . . . . . . . . . . . . . . 1 Section 409A income . . . . . . . . . . . . . . . . 6, 7
Corporations, payments to . . . . . . . . . . . 2, 6 Section 530 worker . . . . . . . . . . . . . . . . . . 3, 6
Crop insurance proceeds . . . . . . . . . . . . 1, 7 L Self-employment tax . . . . . . . . . . . . . . . . . . . 6

Lottery ticket agents, commissions . . . . 3, State and local sales taxes . . . . . . . . . . . . . 3
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2.

Name (as shown on your income tax return)

Business name/disregarded entity name, if different from above

Check appropriate box for federal tax 

classification (required): Individual/sole proprietor  C Corporation S Corporation Partnership Trust/estate

Limited liability company. Enter the tax classification (C=C corporation, S=S corporation, P=partnership) ▶  

Other (see instructions) ▶ 

Exempt payee

Address (number, street, and apt. or suite no.)

City, state, and ZIP code

Requester’s name and address (optional)

List account number(s) here (optional)

Part I Taxpayer Identification Number (TIN)
Enter your TIN in the appropriate box. The TIN provided must match the name given on the “Name” line 
to avoid backup withholding. For individuals, this is your social security number (SSN). However, for a 
resident alien, sole proprietor, or disregarded entity, see the Part I instructions on page 3. For other 
entities, it is your employer identification number (EIN). If you do not have a number, see How to get a 
TIN on page 3.

Note. If the account is in more than one name, see the chart on page 4 for guidelines on whose 
number to enter.

Social security number

– –

–

Employer identification number 

Part II Certification
Under penalties of perjury, I certify that:

1.  The number shown on this form is my correct taxpayer identification number (or I am waiting for a number to be issued to me), and

2.  I am not subject to backup withholding because: (a) I am exempt from backup withholding, or (b) I have not been notified by the Internal Revenue 
Service (IRS) that I am subject to backup withholding as a result of a failure to report all interest or dividends, or (c) the IRS has notified me that I am 
no longer subject to backup withholding, and

3.  I am a U.S. citizen or other U.S. person (defined below).

Certification instructions. You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup withholding 
because you have failed to report all interest and dividends on your tax return. For real estate transactions, item 2 does not apply. For mortgage 
interest paid, acquisition or abandonment of secured property, cancellation of debt, contributions to an individual retirement arrangement (IRA), and 
generally, payments other than interest and dividends, you are not required to sign the certification, but you must provide your correct TIN. See the 
instructions on page 4.

Sign 
Here

Signature of 
U.S. person ▶ Date ▶

General Instructions
Section references are to the Internal Revenue Code unless otherwise 
noted.

Purpose of Form
A person who is required to file an information return with the IRS must 
obtain your correct taxpayer identification number (TIN) to report, for 
example, income paid to you, real estate transactions, mortgage interest 
you paid, acquisition or abandonment of secured property, cancellation 
of debt, or contributions you made to an IRA.

Use Form W-9 only if you are a U.S. person (including a resident 
alien), to provide your correct TIN to the person requesting it (the 
requester) and, when applicable, to:

1. Certify that the TIN you are giving is correct (or you are waiting for a 
number to be issued),

2. Certify that you are not subject to backup withholding, or

3. Claim exemption from backup withholding if you are a U.S. exempt 
payee. If applicable, you are also certifying that as a U.S. person, your 
allocable share of any partnership income from a U.S. trade or business 
is not subject to the withholding tax on foreign partners’ share of 
effectively connected income.

Note. If a requester gives you a form other than Form W-9 to request 
your TIN, you must use the requester’s form if it is substantially similar 
to this Form W-9.

Definition of a U.S. person. For federal tax purposes, you are 
considered a U.S. person if you are:

• An individual who is a U.S. citizen or U.S. resident alien,

• A partnership, corporation, company, or association created or 
organized in the United States or under the laws of the United States,

• An estate (other than a foreign estate), or

• A domestic trust (as defined in Regulations section 301.7701-7).

Special rules for partnerships. Partnerships that conduct a trade or 
business in the United States are generally required to pay a withholding 
tax on any foreign partners’ share of income from such business. 
Further, in certain cases where a Form W-9 has not been received, a 
partnership is required to presume that a partner is a foreign person, 
and pay the withholding tax. Therefore, if you are a U.S. person that is a 
partner in a partnership conducting a trade or business in the United 
States, provide Form W-9 to the partnership to establish your U.S. 
status and avoid withholding on your share of partnership income.

Cat. No. 10231X Form W-9 (Rev. 1-2011)
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The person who gives Form W-9 to the partnership for purposes of 
establishing its U.S. status and avoiding withholding on its allocable 
share of net income from the partnership conducting a trade or business 
in the United States is in the following cases:

• The U.S. owner of a disregarded entity and not the entity,

• The U.S. grantor or other owner of a grantor trust and not the trust, 
and

• The U.S. trust (other than a grantor trust) and not the beneficiaries of 
the trust.

Foreign person. If you are a foreign person, do not use Form W-9. 
Instead, use the appropriate Form W-8 (see Publication 515, 
Withholding of Tax on Nonresident Aliens and Foreign Entities).

Nonresident alien who becomes a resident alien. Generally, only a 
nonresident alien individual may use the terms of a tax treaty to reduce 
or eliminate U.S. tax on certain types of income. However, most tax 
treaties contain a provision known as a “saving clause.” Exceptions 
specified in the saving clause may permit an exemption from tax to 
continue for certain types of income even after the payee has otherwise 
become a U.S. resident alien for tax purposes.

If you are a U.S. resident alien who is relying on an exception 
contained in the saving clause of a tax treaty to claim an exemption 
from U.S. tax on certain types of income, you must attach a statement 
to Form W-9 that specifies the following five items:

1. The treaty country. Generally, this must be the same treaty under 
which you claimed exemption from tax as a nonresident alien.

2. The treaty article addressing the income.

3. The article number (or location) in the tax treaty that contains the 
saving clause and its exceptions.

4. The type and amount of income that qualifies for the exemption 
from tax.

5. Sufficient facts to justify the exemption from tax under the terms of 
the treaty article.

Example. Article 20 of the U.S.-China income tax treaty allows an 
exemption from tax for scholarship income received by a Chinese 
student temporarily present in the United States. Under U.S. law, this 
student will become a resident alien for tax purposes if his or her stay in 
the United States exceeds 5 calendar years. However, paragraph 2 of 
the first Protocol to the U.S.-China treaty (dated April 30, 1984) allows 
the provisions of Article 20 to continue to apply even after the Chinese 
student becomes a resident alien of the United States. A Chinese 
student who qualifies for this exception (under paragraph 2 of the first 
protocol) and is relying on this exception to claim an exemption from tax 
on his or her scholarship or fellowship income would attach to Form 
W-9 a statement that includes the information described above to 
support that exemption.

If you are a nonresident alien or a foreign entity not subject to backup 
withholding, give the requester the appropriate completed Form W-8.

What is backup withholding? Persons making certain payments to you 
must under certain conditions withhold and pay to the IRS a percentage 
of such payments. This is called “backup withholding.”  Payments that 
may be subject to backup withholding include interest, tax-exempt 
interest, dividends, broker and barter exchange transactions, rents, 
royalties, nonemployee pay, and certain payments from fishing boat 
operators. Real estate transactions are not subject to backup 
withholding.

You will not be subject to backup withholding on payments you 
receive if you give the requester your correct TIN, make the proper 
certifications, and report all your taxable interest and dividends on your 
tax return.

Payments you receive will be subject to backup  
withholding if:

1. You do not furnish your TIN to the requester,

2. You do not certify your TIN when required (see the Part II 
instructions on page 3 for details),

3. The IRS tells the requester that you furnished an incorrect TIN,

4. The IRS tells you that you are subject to backup withholding 
because you did not report all your interest and dividends on your tax 
return (for reportable interest and dividends only), or

5. You do not certify to the requester that you are not subject to 
backup withholding under 4 above (for reportable interest and dividend 
accounts opened after 1983 only).

Certain payees and payments are exempt from backup withholding. 
See the instructions below and the separate Instructions for the 
Requester of Form W-9.

Also see Special rules for partnerships on page 1.

Updating Your Information
You must provide updated information to any person to whom you 
claimed to be an exempt payee if you are no longer an exempt payee 
and anticipate receiving reportable payments in the future from this 
person. For example, you may need to provide updated information if 
you are a C corporation that elects to be an S corporation, or if you no 
longer are tax exempt. In addition, you must furnish a new Form W-9 if 
the name or TIN changes for the account, for example, if the grantor of a 
grantor trust dies.

Penalties
Failure to furnish TIN. If you fail to furnish your correct TIN to a 
requester, you are subject to a penalty of $50 for each such failure 
unless your failure is due to reasonable cause and not to willful neglect.

Civil penalty for false information with respect to withholding. If you 
make a false statement with no reasonable basis that results in no 
backup withholding, you are subject to a $500 penalty.

Criminal penalty for falsifying information. Willfully falsifying 
certifications or affirmations may subject you to criminal penalties 
including fines and/or imprisonment.

Misuse of TINs. If the requester discloses or uses TINs in violation of 
federal law, the requester may be subject to civil and criminal penalties.

Specific Instructions
Name
If you are an individual, you must generally enter the name shown on 
your income tax return. However, if you have changed your last name, 
for instance, due to marriage without informing the Social Security 
Administration of the name change, enter your first name, the last name 
shown on your social security card, and your new last name.

If the account is in joint names, list first, and then circle, the name of 
the person or entity whose number you entered in Part I of the form.

Sole proprietor. Enter your individual name as shown on your income 
tax return on the “Name” line. You may enter your business, trade, or 
“doing business as (DBA)” name on the “Business name/disregarded 
entity name” line.

Partnership, C Corporation, or S Corporation. Enter the entity's name 
on the “Name” line and any business, trade, or “doing business as 
(DBA) name” on the “Business name/disregarded entity name” line.

Disregarded entity. Enter the owner's name on the “Name” line. The 
name of the entity entered on the “Name” line should never be a 
disregarded entity. The name on the “Name” line must be the name 
shown on the income tax return on which the income will be reported. 
For example, if a foreign LLC that is treated as a disregarded entity for 
U.S. federal tax purposes has a domestic owner, the domestic owner's 
name is required to be provided on the “Name” line. If the direct owner 
of the entity is also a disregarded entity, enter the first owner that is not 
disregarded for federal tax purposes. Enter the disregarded entity's 
name on the “Business name/disregarded entity name” line. If the owner 
of the disregarded entity is a foreign person, you must complete an 
appropriate Form W-8. 

Note. Check the appropriate box for the federal tax classification of the 
person whose name is entered on the “Name” line (Individual/sole 
proprietor, Partnership, C Corporation, S Corporation, Trust/estate).

Limited Liability Company (LLC). If the person identified on the 
“Name” line is an LLC, check the “Limited liability company” box only 
and enter the appropriate code for the tax classification in the space 
provided. If you are an LLC that is treated as a partnership for federal 
tax purposes, enter “P” for partnership. If you are an LLC that has filed a 
Form 8832 or a Form 2553 to be taxed as a corporation, enter “C” for   
C corporation or “S” for S corporation. If you are an LLC that is 
disregarded as an entity separate from its owner under Regulation 
section 301.7701-3 (except for employment and excise tax), do not 
check the LLC box unless the owner of the LLC (required to be 
identified on the “Name” line) is another LLC that is not disregarded for 
federal tax purposes. If the LLC is disregarded as an entity separate 
from its owner, enter the appropriate tax classification of the owner 
identified on the “Name” line.
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Other entities. Enter your business name as shown on required federal 
tax documents on the “Name” line. This name should match the name 
shown on the charter or other legal document creating the entity. You 
may enter any business, trade, or DBA name on the “Business name/
disregarded entity name” line.

Exempt Payee 
If you are exempt from backup withholding, enter your name as 
described above and check the appropriate box for your status, then 
check the “Exempt payee” box in the line following the “Business name/
disregarded entity name,” sign and date the form.

Generally, individuals (including sole proprietors) are not exempt from 
backup withholding. Corporations are exempt from backup withholding 
for certain payments, such as interest and dividends.

Note. If you are exempt from backup withholding, you should still 
complete this form to avoid possible erroneous backup withholding.

The following payees are exempt from backup withholding:

1. An organization exempt from tax under section 501(a), any IRA, or a 
custodial account under section 403(b)(7) if the account satisfies the 
requirements of section 401(f)(2),

2. The United States or any of its agencies or instrumentalities,

3. A state, the District of Columbia, a possession of the United States, 
or any of their political subdivisions or instrumentalities,

4. A foreign government or any of its political subdivisions, agencies, 
or instrumentalities, or

5. An international organization or any of its agencies or 
instrumentalities.

Other payees that may be exempt from backup withholding include:

6. A corporation,

7. A foreign central bank of issue,

8. A dealer in securities or commodities required to register in the 
United States, the District of Columbia, or a possession of the United 
States,

9. A futures commission merchant registered with the Commodity 
Futures Trading Commission,

10. A real estate investment trust,

11. An entity registered at all times during the tax year under the 
Investment Company Act of 1940,

12. A common trust fund operated by a bank under section 584(a),

13. A financial institution,

14. A middleman known in the investment community as a nominee or 
custodian, or

15. A trust exempt from tax under section 664 or described in section 
4947.

The following chart shows types of payments that may be exempt 
from backup withholding. The chart applies to the exempt payees listed 
above, 1 through 15.

IF the payment is for . . . THEN the payment is exempt 
for . . .

Interest and dividend payments All exempt payees except 
for 9

Broker transactions Exempt payees 1 through 5 and 7 
through 13. Also, C corporations.

Barter exchange transactions and 
patronage dividends

Exempt payees 1 through 5

Payments over $600 required to be 
reported and direct sales over 
$5,000 1

Generally, exempt payees 
1 through 7 2

1 See Form 1099-MISC, Miscellaneous Income, and its instructions.
2 However, the following payments made to a corporation and reportable on Form 

1099-MISC are not exempt from backup withholding: medical and health care 
payments, attorneys' fees, gross proceeds paid to an attorney, and payments for 
services paid by a federal executive agency.

Part I. Taxpayer Identification Number (TIN)
Enter your TIN in the appropriate box. If you are a resident alien and 
you do not have and are not eligible to get an SSN, your TIN is your IRS 
individual taxpayer identification number (ITIN). Enter it in the social 
security number box. If you do not have an ITIN, see How to get a TIN 
below.

If you are a sole proprietor and you have an EIN, you may enter either 
your SSN or EIN. However, the IRS prefers that you use your SSN.

If you are a single-member LLC that is disregarded as an entity 
separate from its owner (see Limited Liability Company (LLC) on page 2), 
enter the owner’s SSN (or EIN, if the owner has one). Do not enter the 
disregarded entity’s EIN. If the LLC is classified as a corporation or 
partnership, enter the entity’s EIN.

Note. See the chart on page 4 for further clarification of name and TIN 
combinations.

How to get a TIN. If you do not have a TIN, apply for one immediately. 
To apply for an SSN, get Form SS-5, Application for a Social Security 
Card, from your local Social Security Administration office or get this 
form online at www.ssa.gov. You may also get this form by calling 
1-800-772-1213. Use Form W-7, Application for IRS Individual Taxpayer 
Identification Number, to apply for an ITIN, or Form SS-4, Application for 
Employer Identification Number, to apply for an EIN. You can apply for 
an EIN online by accessing the IRS website at www.irs.gov/businesses 
and clicking on Employer Identification Number (EIN) under Starting a 
Business. You can get Forms W-7 and SS-4 from the IRS by visiting 
IRS.gov or by calling 1-800-TAX-FORM (1-800-829-3676).

If you are asked to complete Form W-9 but do not have a TIN, write 
“Applied For” in the space for the TIN, sign and date the form, and give 
it to the requester. For interest and dividend payments, and certain 
payments made with respect to readily tradable instruments, generally 
you will have 60 days to get a TIN and give it to the requester before you 
are subject to backup withholding on payments. The 60-day rule does 
not apply to other types of payments. You will be subject to backup 
withholding on all such payments until you provide your TIN to the 
requester.

Note. Entering “Applied For” means that you have already applied for a 
TIN or that you intend to apply for one soon.

Caution: A disregarded domestic entity that has a foreign owner must 
use the appropriate Form W-8.

Part II. Certification
To establish to the withholding agent that you are a U.S. person, or 
resident alien, sign Form W-9. You may be requested to sign by the 
withholding agent even if item 1, below, and items 4 and 5 on page 4 
indicate otherwise.

For a joint account, only the person whose TIN is shown in Part I 
should sign (when required).  In the case of a disregarded entity, the 
person identified on the “Name” line must sign. Exempt payees, see 
Exempt Payee on page 3.

Signature requirements. Complete the certification as indicated in 
items 1 through 3, below, and items 4 and 5 on page 4.

1. Interest, dividend, and barter exchange accounts opened 
before 1984 and broker accounts considered active during 1983. 
You must give your correct TIN, but you do not have to sign the 
certification.

2. Interest, dividend, broker, and barter exchange accounts 
opened after 1983 and broker accounts considered inactive during 
1983. You must sign the certification or backup withholding will apply. If 
you are subject to backup withholding and you are merely providing 
your correct TIN to the requester, you must cross out item 2 in the 
certification before signing the form.

3. Real estate transactions. You must sign the certification. You may 
cross out item 2 of the certification.
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4. Other payments. You must give your correct TIN, but you do not 
have to sign the certification unless you have been notified that you 
have previously given an incorrect TIN. “Other payments” include 
payments made in the course of the requester’s trade or business for 
rents, royalties, goods (other than bills for merchandise), medical and 
health care services (including payments to corporations), payments to 
a nonemployee for services, payments to certain fishing boat crew 
members and fishermen, and gross proceeds paid to attorneys 
(including payments to corporations).

5. Mortgage interest paid by you, acquisition or abandonment of 
secured property, cancellation of debt, qualified tuition program 
payments (under section 529), IRA, Coverdell ESA, Archer MSA or 
HSA contributions or distributions, and pension distributions. You 
must give your correct TIN, but you do not have to sign the certification.

What Name and Number To Give the Requester
For this type of account: Give name and SSN of:

1. Individual The individual
2. Two or more individuals (joint             

account)
The actual owner of the account or, 
if combined funds, the first 
individual on the account 1

3. Custodian account of a minor 
 (Uniform Gift to Minors Act)

The minor 2

4. a. The usual revocable savings 
trust (grantor is also trustee) 
b. So-called trust account that is 
not a legal or valid trust under 
state law

The grantor-trustee 1

The actual owner 1

5. Sole proprietorship or disregarded 
entity owned by an individual

The owner 3

6. Grantor trust filing under Optional 
Form 1099 Filing Method 1 (see 
Regulation section 1.671-4(b)(2)(i)(A))

The grantor*

For this type of account: Give name and EIN of:

7. Disregarded entity not owned by an 
individual

The owner

8. A valid trust, estate, or pension trust Legal entity 4

9. Corporation or LLC electing 
corporate status on Form 8832 or 
Form 2553

The corporation

10. Association, club, religious, 
charitable, educational, or other   
tax-exempt organization

The organization

11. Partnership or multi-member LLC The partnership
12. A broker or registered nominee The broker or nominee

13. Account with the Department of 
Agriculture in the name of a public 
entity (such as a state or local 
government, school district, or 
prison) that receives agricultural 
program payments

The public entity

14. Grantor trust filing under the Form 
1041 Filing Method or the Optional 
Form 1099 Filing Method 2 (see 
Regulation section 1.671-4(b)(2)(i)(B))

The trust

1
 List first and circle the name of the person whose number you furnish. If only one person on a 
joint account has an SSN, that person’s number must be furnished.

2
 Circle the minor’s name and furnish the minor’s SSN.

3
 You must show your individual name and you may also enter your business or “DBA”  name on 
the “Business name/disregarded entity” name line. You may use either your SSN or EIN (if you 
have one), but the IRS encourages you to use your SSN.

4
 List first and circle the name of the trust, estate, or pension trust. (Do not furnish the TIN of the 
personal representative or trustee unless the legal entity itself is not designated in the account 
title.) Also see  Special rules for partnerships on page 1.

*Note. Grantor also must provide a Form W-9 to trustee of trust.

Note. If no name is circled when more than one name is listed, the 
number will be considered to be that of the first name listed.

Secure Your Tax Records from Identity Theft
Identity theft occurs when someone uses your personal information 
such as your name, social security number (SSN), or other identifying 
information, without your permission, to commit fraud or other crimes. 
An identity thief may use your SSN to get a job or may file a tax return 
using your SSN to receive a refund.

To reduce your risk:

• Protect your SSN,

• Ensure your employer is protecting your SSN, and

• Be careful when choosing a tax preparer.

If your tax records are affected by identity theft and you receive a 
notice from the IRS, respond right away to the name and phone number 
printed on the IRS notice or letter.

If your tax records are not currently affected by identity theft but you 
think you are at risk due to a lost or stolen purse or wallet, questionable 
credit card activity or credit report, contact the IRS Identity Theft Hotline 
at 1-800-908-4490 or submit Form 14039.

For more information, see Publication 4535, Identity Theft Prevention 
and Victim Assistance.

Victims of identity theft who are experiencing economic harm or a 
system problem, or are seeking help in resolving tax problems that have 
not been resolved through normal channels, may be eligible for 
Taxpayer Advocate Service (TAS) assistance. You can reach TAS by 
calling the TAS toll-free case intake line at 1-877-777-4778 or TTY/TDD 
1-800-829-4059.

Protect yourself from suspicious emails or phishing schemes.  
Phishing is the creation and use of email and websites designed to 
mimic legitimate business emails and websites. The most common act 
is sending an email to a user falsely claiming to be an established 
legitimate enterprise in an attempt to scam the user into surrendering 
private information that will be used for identity theft.

The IRS does not initiate contacts with taxpayers via emails. Also, the 
IRS does not request personal detailed information through email or ask 
taxpayers for the PIN numbers, passwords, or similar secret access 
information for their credit card, bank, or other financial accounts.

If you receive an unsolicited email claiming to be from the IRS, 
forward this message to phishing@irs.gov. You may also report misuse 
of the IRS name, logo, or other IRS property to the Treasury Inspector 
General for Tax Administration at 1-800-366-4484. You can forward 
suspicious emails to the Federal Trade Commission at: spam@uce.gov 
or contact them at www.ftc.gov/idtheft or 1-877-IDTHEFT 
(1-877-438-4338).

Visit IRS.gov to learn more about identity theft and how to reduce 
your risk.

Privacy Act Notice
Section 6109 of the Internal Revenue Code requires you to provide your correct TIN to persons (including federal agencies) who are required to file information returns with 
the IRS to report interest, dividends, or certain other income paid to you; mortgage interest you paid; the acquisition or abandonment of secured property; the cancellation 
of debt; or contributions you made to an IRA, Archer MSA, or HSA. The person collecting this form uses the information on the form to file information returns with the IRS, 
reporting the above information. Routine uses of this information include giving it to the Department of Justice for civil and criminal litigation and to cities, states, the District 
of Columbia, and U.S. possessions for use in administering their laws. The information also may be disclosed to other countries under a treaty, to federal and state agencies 
to enforce civil and criminal laws, or to federal law enforcement and intelligence agencies to combat terrorism. You must provide your TIN whether or not you are required to 
file a tax return. Under section 3406, payers must generally withhold a percentage of taxable interest, dividend, and certain other payments to a payee who does not give a 
TIN to the payer. Certain penalties may also apply for providing false or fraudulent information.
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1100.1.7  BINGO 
 
POLICY: 
 
Bingo games must be conducted in accordance with California State, county and 
local laws and ordinances. 
 
IMPLEMENTATION: 
 
Those entities considering establishing Bingo Games as a fundraiser should 
contact the Parish Assistance Office to obtain information relative to the venture. 
 
1. Only a registered, non-profit organization may apply for a license to 

conduct Bingo Games. 
 
2. An authorization must be obtained from the appropriate office in 

Sacramento. 
 
3. No individual or group may derive any compensation for conducting bingo; 

i.e., no one shall receive pay for assisting in the conducting of this activity. 
 
4. All funds derived or profit realized can be designated as the Parish or 

school administration chooses.  Funds may be used to pay the Parish or 
school debt, for additions to the rectory or other Parish or school facilities 
or for the purchase of religious articles or materials.  Funds may also be 
used to build classrooms or to purchase educational materials.  
Refreshment concessions are not included in the bingo funds and these 
may also be used for whatever purpose as deemed appropriate with the 
approval of the Pastor or Pastoral Coordinator or principal.  Note:  Beer, 
wine and other alcoholic beverages may NOT be sold. 

 
5. There may be NO co-mingling of funds from Bingo with funds from any 

other source.  Monies must be kept completely separated, and separate 
records or receipts and disbursements must be maintained in accordance 
with the policies established for record retention (see Accounting Manual).  
In addition, the bank balance, income and expenses should be reflected 
on all of the Parish or school’s financial records and be reported on the 
annual Parish or School Financial Report at the end of the fiscal year.  
These policies are applicable for all Bingo games whether one-time or on-
going. 

 
6. A complete financial statement must be submitted to the appropriate state, 

county or city agencies in accordance with their regulations. 
 
7. All volunteers participating in the conducting of Bingo must submit an 

application authorizing the police department or other public agency (as is 
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required) to conduct a background investigation aimed at ascertaining any 
record of felony convictions. 

 
8. The maximum amount awarded as a prize to a winner of one Bingo game 

cannot exceed $250. 
 
9. The number of days per week when Bingo may be conducted varies 

according to local ordinance.  Therefore, the appropriate city or county 
office must be contacted before dates and times for the games are 
established. 

 
10. The Pastor or Pastoral Coordinator of a church or principal of a school is 

the administrator for that entity and therefore is responsible for all financial 
activities.  As such, the financial transactions for all Bingo activities must 
be handled and recorded as all other financial transactions for the entity. 



E. EXCISE TAX AND OCCUPATIONAL 
TAX ON WAGERING 

by 
Glenn Cunningham and Conrad Rosenberg 

1. Introduction 

The purpose of this topic is to discuss excise taxes on wagering activities 
common to tax-exempt organizations such as bingo, pull-tabs, raffles, wheels, 
casino nights. This topic does not discuss gambling activities such as bookmak
ing. 

Organizations that are exempt from income tax under section 501 or 521 of 
the Internal Revenue Code are not categorically exempt from the excise tax on 
wagering or the occupational tax.  (See sections 7 & 8 below.) Federal wagering 
tax laws apply to both authorized and unauthorized gaming activities conducted 
by exempt organizations. The facts and circumstances of the types of wagering 
conducted, as well as the benefits derived therefrom, may have a bearing on 
whether the wagers are subject to the taxes. 

Internal Revenue Code Sections 4401 and 4411 impose excise taxes on the 
gaming industry. Section 4401 figures the tax on the wagers themselves while 
its companion occupational tax under Section 4411 is figured by two rates of 
tax. 

Form 730, Tax on Wagering, and Form 11-C, Special Tax Return and 
Application for Registry - Wagering, are used for reporting wagering taxes to 
the Internal Revenue Service. Effective January 1, 1997, Forms 11-C and 730 
processing will be centralized at Cincinnati Service Center. 

2. Disclosure of Wagering Tax Information 

Section 4424 of the Code provides that no Treasury Department official or 
employee may disclose, except in connection with the administration or enfor
cement of internal revenue taxes, any document or record supplied by a taxpayer 
in connection with such taxes or any information obtained through any such 
documents or records.  Further, certain documents related to the wagering taxes 
and information obtained through such documents may not be used against the 
taxpayer in any criminal proceeding except in connection with the administra
tion or enforcement of internal revenue taxes. 



Excise Tax and Occupational Tax on Wagering


Congress enacted section 4424 of the Code with the intent of removing any 
constitutional impediment to the enforcement of the wagering taxes.  Therefore, 
a taxpayer who complies with the wagering tax statutes is no longer confronted 
by substantial hazards of self-incrimination. 

Thus no disclosure in any manner to any person of the documents or records 
described above should be made without first consulting the district disclosure 
office. 

3. 	Excise Tax on Wagering 

IRC 4401(a)(1) imposes a 0.25 percent tax on the amount of any wager 
authorized under the law of the state in which accepted. 

IRC 4401(a)(2) imposes a 2 percent tax on the amount of any wager not 
described in IRC 4401(a)(2) (i.e., those not authorized by state law). 

4. 	Imposition of Tax 

IRC 4404 provides that the tax applies to wagers: 

•	 Accepted in the United States, or 

•	 Placed by a person who is in the United States with a U.S. citizen or 
resident, or in a wagering pool conducted by a U.S. citizen or resident. 

Further, Reg. 44.4404-1(a) states that all wagers made within the United 
States are taxable regardless of the citizenship or place of residence of the 
parties to the wager. Thus, the tax applies to wagers placed within the United 
States, even though the person for whom or on whose behalf the wagers are 
received is located in a foreign country and is not a citizen or resident of the 
United States. Likewise, a wager accepted outside the United States by a 
citizen or resident of the United States is taxable if the person making such 
wager is within the United States at the time the wager is made. 

5. 	Who is Liable for the Tax, and When 

IRC 4401(c) and Reg. 44.4401-2 describe persons who are liable for the tax 
on wagers as those who 

(1)	 engage in the business of accepting wagers; 

46 



Excise Tax and Occupational Tax on Wagering


(2) conduct any wagering pool or lottery; or 

(3) receive wagers for, or on behalf of, another person. 

There is a difference between a person who "accepts" a wager and a person 
who "receives" a wager. The courts have ruled that an "acceptor of a wager" 
generally designates the "principal" who is liable for both the tax on wagers 
and the special tax.  "Receiver" designates an "agent" who is liable only for the 
special tax. See United States v. Pepe, 198 F. Supp. 226 (D. Del. 1961). 

Therefore, a principal is a person who is in the business of accepting wagers 
for his or her own account.  This is the person who is at risk for the profit or loss 
depending on the outcome of the event or contest to which the wager was 
accepted. The employee-agent is the paid employee of the principal who accepts 
wagers for the principal. 

The excise tax on wagers attaches when a person who operates a lottery for 
profit accepts a wager or contribution. See Reg. 44.4401-3. 

6. Computation of Tax 

The tax applies to (1) wagers on sports events or contests placed with a 
person engaged in the business of accepting such wagers, (2) wagers placed in 
a wagering pool that involves a sports event or contest, if the pool is conducted 
for profit, and (3) wagers placed in a lottery conducted for profit. See section 7. 
below. 

Reg. 44.4401-1(b)(2) provides that the tax base on wagers is the gross 
amount of wagers accepted.  Form 730 figures the tax on the wagers themselves. 
The amount of the wager is the amount risked by the bettor including any fee 
or charge incident to placing the wager.  It is not the amount that the bettor 
stands to win. 

7. Taxable Wagers 

IRC 4421 and Reg. 44.4421-1(a) provide that a wager is a bet: 

(1) made on sports events or contests with a person in the business of ac
cepting wagers, 

(2) placed in a wagering pool on a sports event or contest, if such pool is 
conducted for profit, and 
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(3) placed in a lottery conducted for profit. 

The excise taxes apply to all race and sports book establishments whether 
they are authorized or unauthorized. 

Where a wagering pool or lottery is operated with the expectation of a profit 
in the form of increased sales, attendance, or other indirect benefits, the event 
is staged for profit. See Reg. 44.4421-1(c)(4). 

Reg. 44.4421-1(c(1) defines wagering pool.  A wagering pool conducted for 
profit includes any method or scheme for the distribution of prizes to one or 
more winning bettors based on the outcome of a sports event (see Reg. 44.4421-
1(c)(2)), a contest, or a combination or series of such events or contests, if the 
wagering pool is managed and conducted for the purpose of making a profit. 

Reg. 44.4421-1(c)(3) provides that a contest includes any type of competition 
involving speed, skill, endurance, popularity, politics, strength, appearance, 
etc., such as a general or primary election, the outcome of a nomination 
convention, a dance marathon, a log rolling, wood-chopping, weight-lifting, 
corn-husking, beauty contest, etc. 

Reg. 44.4421-1(b)(1) provides the term lottery includes the numbers game, 
policy, and similar types of wagering.  In general, a lottery conducted for profit 
includes any scheme or method for the distribution of prizes among persons who 
have paid or promised a consideration for a chance to win such prizes, usually 
determined by the numbers or symbols on tickets as drawn from a lottery wheel 
or other receptacle, or by the outcome of an event.  The operation of a punch 
board or a similar gaming device for profit is also considered to be the 
operation of a lottery. 

Rev. Rul. 57-258, 1957-1 C.B. 418, holds that a pull-tab game is essentially 
nothing more than a type of punchboard game that falls within the meaning of 
the term "lottery" as used in section 4421(2) of the Code and, as such, is subject 
to the wagering taxes imposed by section 4401 and 4411. 

Most legal wagering conducted by non-profit organizations relates to lot
teries.  "Pull-tab" or "instant" games meet the definition of taxable wagers 
placed in a lottery. See Rev. Rul. 57-258, supra. 

Section 4421(2)(A) of the Code provides that the term lottery does not include 
games where the wagers are placed, the winners are determined, and the prizes 
are distributed in the presence of all persons placing wagers in the game. Reg. 
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44.4421-1(b)(2)(i) provides for example, no tax would be payable with respect to 
wagers made in a bingo or keno game since such game is usually conducted 
under circumstances in which the wagers are placed, the winners are deter
mined, and the distribution of prizes is made in the presence of all persons 
participating in the game.  For the same reason, no tax would apply in the case 
of card games, dice games, or games involving wheels of chance, such as roulette 
wheels, and gambling wheels of a type used at carnivals and public fairs. Bingo 
and gambling wheels and perhaps keno are common gaming activities con
ducted by tax-exempt organizations.  Although bingo operations are exempt 
from excise taxes, bingo must be analyzed to determine if it is played in the 
traditional manner as described in Reg. 44.4421-1(b)(2)(i). 

Reg. 44.4421-1(b)(2)(ii) states that a lottery, for these purposes, is not a 
drawing conducted by an organization exempt from tax under section 501, if no 
part of the net proceeds derived from such drawing inures to the benefit of any 
private shareholder or individual. The term "lottery" does not include any 
wagering conducted by an exempt organization if no part of the net proceeds 
derived from the activity inures to the benefit of any private individual or 
shareholder. See Rev. Rul. 57-241, 1957-1 C.B. 419. See also P.L.R. 8806001 
(May 18, 1987); G.C.M. 39740 (May 31, 1988). 

Whether inurement exists may depend on the section of the Code under 
which a particular organization is exempt.  Where participation in the revenue 
raising activity of gambling was limited to members of a social or fraternal 
organization, inurement was not established since the financial resources were 
merely shifted between members of the group.  Rochester Liederkranz v. United 
States, 450 F.2d 152 (2d Cir. 1972). 

The general rule is that an organization exempt under IRC 501(a) will not 
be subject to the wagering taxes if no part of the pull-tab net proceeds inures to 
the private shareholder or individual.  However, where inurement to a private 
shareholder or individual exists with regard to any net income from a pull-tab 
game conducted for profit, the exemption from the wagering taxes provided by 
section 4421(2)(B) would not be applicable. An organization may use the 
proceeds to further its exempt purpose without inurement occurring. For 
example, a volunteer fire department may use wagering proceeds to purchase 
equipment, but a social club’s use of non-member wagering proceeds to subsidize 
member activities constitutes inurement for purposes of the wagering tax 
provisions. 
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Knights of Columbus Council No. 3660 v. United States, 783 F.2d 69 (7th 
Cir. 1986), concerned an exempt fraternal organization which sold lottery 
tickets to the general public and held weekly drawings. The court noted that 
the Council used proceeds from the drawings to defray club operating expenses 
and to subsidize membership activities, recreational and social functions. Fur
ther, the court found that inurement was present because the income from its 
public ticket sales was used for the general operation of the organization. 
Without the income, Council members would have had to pay higher member
ship dues or see the quality and quantity of membership benefits and services 
substantially reduced. The court concluded that the taxpayer is liable for the 
wagering taxes imposed by section 4401 and 4411 of the Code with respect to 
public ticket sales. 

Technical Advice Memorandum 9529004 describes a section 501(c)(19) 
organization that conducts pull-tab drawings for profit. The pull-tabs are sold 
to anyone who attends its public bingo games, whether member or not. A 
portion of the net proceeds is used to pay the operating expense of the organiza
tion and, thus, indirectly inures to the members.  The TAM concluded that the 
taxpayer is liable for the wagering taxes imposed by section 4401 and 4411 of 
the Code with respect to sales of pull-tabs even though the sales were made by 
uncompensated volunteer members. 

Technical Advice Memorandum 9509001 found that a drawing conducted 
by a 501(c)(3) public charity is not a taxable lottery if no part of the net proceeds 
inures to the benefit of any private shareholder or individual. The organization 
is a non-stock, non-dues membership corporation.  There was no private inure
ment resulting from the organization’s pull-tab operation. The TAM concluded 
that the taxpayer is not liable for the wagering taxes imposed by section 4401 
and 4411 of the Code with respect to amounts wagered on pull-tab games.  See 
section 44.4421-1(b)(2)(ii) of the Wagering Tax Regulations and Rev. Rul. 
74-425, 1974-2 C.B. 373. 

Although TAM’s cannot be cited as authority, the rationale and discussion 
contained therein can be used. 

The U.S. Tax Court Memorandum Opinion 1995-439, Julius M. Israel Lodge 
of B’nai B’rith No.2113, v. Commissioner filed September 14, 1995, stated that 
Federal law dictates when and how to tax regardless of State classification. The 
Tax Court held that "instant bingo" does not satisfy the requirements of IRC 
513(f) and the proceeds from instant bingo activities are subject to the unrelated 
trade or business income tax under IRC 511(a).  Therefore, instant bingo is a 
type of pull-tab game.  Rev. Rul. 57-258, supra, holds that a pull-tab game is 
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essentially nothing more than a type of punchboard game that falls within the 
meaning of the term "lottery" as used in section 4421(2) of the Code and, as such, 
is subject to the wagering taxes imposed by section 4401 and 4411.  However, 
pursuant to Rev. Rul. 54-240, 1954-1 C.B. 254, otherwise taxable punchboard 
type games conducted by an exempt organization may come within the meaning 
of a "drawing" as that term is used in section 4421(2).  As such, drawings are 
exempt from the wagering taxes provided no part of the net proceeds derived 
from such operation inures to the benefit of any private shareholder or in
dividual of the exempt organization. 

8. 	Exemptions and Exclusions From Tax 

A.	 IRC 4402 and Reg. 44.4402-1 provide three exemptions to the taxes 
on wagering: 

(1)	 Parimutuel Wagering Enterprises Licensed Under Any State Law 

If an exempt organization derives income from operating parimutuel 
wagering on horse racing conducted in conjunction with a fair or 
exposition, the wagers are not subject to excise tax 

(2)	 Coin-operated Devices 

Regulation 44.4402-1(b)(1) provides that these devices include: 

so-called "slot" machines that operate by means of the insertion of a 
coin, token, or similar object and that, by application of the element of 
chance, may deliver, or entitle the person playing or operating the 
machine to receive cash, premiums, merchandise, or tokens; and 
machines that are similar to slot machines described above and are 
operated without the insertion of a coin, token, or similar object. 

Regulation 44.4402-1(2) provides as examples of wagering machines 
some pinball type machines that have the features and characteristics 
of a gaming device; so called crane/claw/digger devices; and a coin-
operated machine that displays a poker hand or delivers a ticket with 
a poker hand symbolized on it that entitles the player to a prize if the 
poker hand displayed by the machine or symbolized on the ticket 
constitutes a winning hand. 

The IRS has not published a decision as to whether pull-tab dispensing 
machines and electronically simulated pull-tab games devices are wagering 
machines within the meaning of Regulation 44.4402-1(b). Therefore, technical 
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advice should be requested where pull-tab dispensing machines or electronically 
simulated pull-tab games devices are encountered during examinations. 

(3)	 Sweepstakes, Wagering Pools, or Lotteries Conducted By a State 
Agency 

B.	 Drawings Conducted by Exempt Organizations 

For purposes of IRC 4421(2)(B), any drawing conducted by an organization 
exempt from income tax under IRC 501 and 521, is not subject to wagering excise 
and occupational taxes if no part of the net proceeds inures to the benefit of any 
private interest.  If the drawing is conducted by someone other than the 
organization, the exemption does not apply. 

Rev. Rul. 69-21, 1969-1 C.B. 290, concludes that a "drawing" that is "con
ducted by" an organization exempt under IRC 501 must, in fact, be operated by 
such organization to be excluded from wagering taxes.  The term "drawing" as 
it relates to wagering taxes refers to the physical drawing of a ticket, or its 
equivalent thereof, such as the use of a wheel or a similar device whereby the 
winner is conclusively determined by a number, letter, legend, or symbol 
without reference to any other event, the happening of which is beyond the 
control of the operator.  The ruling held that there is a basic distinction between 
mere sponsorship of a drawing and actual conduct thereof. In general, "conduct" 
denotes supervision and control, as distinguished from lending the name of an 
organization to the activity or endorsing it. 

Presumably, this would also be true for IRC 527 organizations. 

Consider the case of a tax exempt organization that arranges with a carnival 
operator to conduct a carnival under the tax-exempt organization’s auspices. 
The entire operation is managed and controlled by the carnival operator, 
including the sale of raffle tickets on an automobile.  Under the financial 
agreement between the two parties, the carnival operator receives a percentage 
of the amount of raffle ticket sales.  The question of whether or not net proceeds 
are inuring to the benefit of private individuals must be determined not only by 
the amount of the commissions paid, but by all other factors bearing upon the 
relationship of the parties to each other.  Where there are joint ventures with 
non-exempt organizations or individuals, the exclusion from the wagering tax 
is thus defeated not only because the operation is not "conducted by" an exempt 
organization but also because it follows from the nature of the enterprise that 
some part of the net proceeds inures to the benefit of the non-exempt organiza
tion or individuals involved and the second requirement for exclusion is not met. 
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C. Social Bets 

During the baseball world series, a group of employees in an office each 
contribute $5 for a chance to win the entire proceeds contributed to the 
pool.  The winner is the person holding the ticket for the inning in 
which the highest number of runs is scored.  This is a social or friendly 
type of operation because it is not conducted for profit. 

A social or friendly bet is not a wager as defined in IRC 4421 and Reg. 
44.4421-1(a).  However, according to Reg. 44.4421-1(c)(4), a wagering 
pool or lottery may be conducted for profit even though direct profit 
will not inure from the operation.  If it is operated with expectation of 
a profit in the form of increased sales or attendance or other indirect 
benefits, the wagering pool or lottery is conducted for profit for wager
ing tax purposes. 

D. Games When All Are Present 

Bingo, for example is customarily played one game at a time and meets the 
exception to the lottery provisions because the winners are determined and the 
prizes or other property are awarded in the presence of all persons placing 
wagers in the game.  But bingo must be analyzed to see if it is played in the 
traditional manner to insure that it is not a lottery for the purposes of excise 
tax (see section 7. above). 

9. Returns, Payments, and Records 

Reg. 44.6011(a)-1 requires that Form 730 be used to compute and pay the 
excise tax under IRC 4401. 

Rev. Rul. 77-51, 1977-1 C.B. 346, holds that in view of the enactment of 
section 4420 of the Code, the delinquency and fraud penalties imposed by 
sections 6651 and 6653 may be assessed and collected for failure to file wagering 
Forms 730 and 11-C and pay the required taxes.  Congress enacted section 4424 
of the Code with the intent of removing any constitutional impediment to the 
enforcement of the wagering taxes. 

Every person required to pay the tax on wagers imposed by section 4401 of 
the Code shall file Form 730 each month.  A return shall be made for each month 
whether or not liability has been incurred for that month.  If the taxpayer ceases 
operations which make him liable for the tax, the last return shall be marked 
"Final Return". See Reg. 44.6011(a)-(1)(a). 
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10. 	Return and Record Requirements 

Tax assessments are generally based on a return filed by a taxpayer upon 
which he or she has determined the liability.  Every person required to pay the 
tax on wagers must keep adequate records. 

IRC 4403 provides that each person liable for the wagering tax shall keep a 
daily record showing the gross amount of all wagers on which he is so liable, in 
addition to all other records required pursuant to section 6001(a). 

Section 44.4403-1 of the Excise Tax Regulations provides that every person 
liable for tax under section 4401 shall keep such records as will clearly show as 
to each day’s operations: 

(1)	 The gross amount of all wagers accepted; 

(2)	 The gross amount of each class or type of wager accepted on each 
separate event, contest, or other wagering medium. 

For example, bingo and pull-tab gross wagers should be shown separately. 

11. 	Applicability of Federal and State Laws 

IRC 4422 and Reg. 44.4422-1 provide that paying the wagering tax does not 
protect a person from prosecution for violation of any Federal or state law. 

12. 	Inspection of Books 

Section 4423 of the Code provides that notwithstanding section 7605(b), the 
books of account of any person liable for taxes on wagering may be examined 
and inspected as frequently as may be needful to the enforcement of taxes on 
wagering. 

13. 	Record Retention Period 

Section 44.6001-1 of the Excise Tax Regulations provides additional 
provisions relating to general records, records of agent or employee, record of 
claimants, place for keeping records, and period for retaining records. Rev. Rul. 
72-554, 1972-2 C.B. 630, holds that certain documents prepared and used by 
gambling establishments constitute records within the meaning of section 6001 
of the Code and the regulations and must be retained so long as they may become 
material to the administration of any tax law. 
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Excise Tax Regulation 44.6001-1(e) provides that all records required by 
these regulations shall at all times be available for inspection by internal 
revenue officers.  Further, that the records required by section 44.4403-1 and 
general records required by this section shall be maintained for a period of at 
least three years from the date the tax became due; records required of agent 
or employee shall be maintained for a period of at least three years from the 
date the wager was received; and records required of claimants shall be 
maintained for a period of at least three years from the date any credit is taken 
or refund is claimed. 

When any person liable for the wagering tax imposed by IRC 4401 or who 
is engaged in receiving for or on behalf of another person (at any place other 
than a registered place of business of such other person) wagers of a type subject 
to the tax imposed by IRC 4401, has failed to maintain sufficient records as 
required by Regulations 44.4403-1 and 44.6001, a notice on Letter 911 (DO) 
(Notice of Inadequate Records to Wagering Taxpayers) or Letter 912 
(DO)(Notice of Inadequate Records to Agents or Employers of Wagering Tax
payers) may be issued.  See IRM 4791.  The factors in IRM 4271.21:(4)(b) should 
be applied in reaching a decision to send a notice of inadequate records. 

14. Credit or Refund 

If a person overpays the tax imposed under section 4401, IRC 6416 and the 
regulations thereunder, provide that he or she may either file a claim for refund 
on Form 8849, Claim for Refund of Excise Taxes, or take credit for such 
overpayment against the tax due on subsequent monthly return. 

A complete statement of the facts involving the overpayment shall be 
attached either to the claim or to the return on which the credit is claimed. See 
Excise Tax Regulation 44.6419-1. 

15. Occupational Tax 

The occupational tax is a companion to the excise tax on wagering. 

IRC 4901 and Reg. 44.4901-1(a) hold that persons who plan to engage in the 
business of accepting wagers; conducting any wagering pool or lottery; or 
receive wagers for, or on behalf of, another person are liable for the tax on 
wagers. 

Form 11-C is used by the person who accepts the wagers subject to excise 
tax to pay the annual occupational tax under IRC 4411.  Form 11-C is also used 
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by each individual who accepts wagers for another person to register under IRC 
4412 and pay the annual occupational tax.  Reg. 44.4412-1 provides that 
registration is made by filing Form 11-C.  After the form is filed and the tax is 
paid, the Service issues the taxpayer a special tax stamp as evidence of 
registration and payment. See Reg. 44.4901-1. 

16. Rate and Imposition of Tax 

IRC 4411(a) imposes an occupational tax of $500 per year on each person 
liable for the tax under IRC 4401 on wagers, or upon the person engaged in 
receiving wagers for or on behalf of any person so liable. 

IRC 4411(b) reduces the occupational tax to $50 where liability for the tax 
under IRC 4401 is determined under IRC 4401(a)(1) (i.e., state authorized 
wagers) and for persons who are engaged in accepting wagers only for or on 
behalf of persons so liable. 

The occupational tax shall be paid at the time fixed for filing the returns. 
See section 20. below regarding when returns must be filed and the tax paid. 
See Reg. 44.6151-1. 

17. Partnership Liability 

IRC 4902 and Reg. 44.4902-1 provide that only one occupational tax stamp 
is required of persons in a copartnership. 

18. Change of Address 

Where there is a change of business or residence address, IRC 4905 and Reg. 
44.4905-2 requires the filing of a "Supplemental Return" on Form 11-C. 

19. Application of State Laws 

IRC 4906 provides that paying the wagering tax does not protect a person 
from prosecution for violation of any state law.  For provisions relating to the 
applicability of Federal and state laws, see IRC 4422 and Reg. 44.4422. 

20. Registration and Penalties 

IRC 4901 and Reg. 44.4901-1(a) requires that the occupational tax must be 
paid before anyone engages in any wagering activities.  Registration is ac
complished by filing a return, with remittance in full, on Form 11-C. 
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Form 11-C is filed by a principal or an employee agent.  The principal or 
employee agent must have an EIN (employer identification number); a social 
security number cannot be used. The Form 11-C requires an EIN. 

Section 4901 of the Code provides that for purposes of the occupational tax 
imposed by section 4411, the tax year begins July 1.  In the case of a person 
commencing any trade or business on which the tax applies, the individual shall 
pay a proportionate part of the annual tax from the first day of the month in 
which the liability for the tax commences.  Section 44.4901-1(b)(2) of the 
regulations defines "commencing business" as a person’s initial acceptance of a 
wager subject to the tax imposed by section 4401. Thereafter, the person must 
pay the full tax by July 1 of each year.  Persons in business for only a portion of 
a month are liable for tax for the full month, i.e. a person first becoming subject 
to the special tax on, for example, the 20th day of a month, is liable for tax the 
entire month. 

Taxpayers who accept wagers only a few months of the year (wagers are 
accepted only on a seasonal basis) are still engaged in the business of accepting 
wagers all year.  They may not reduce the tax imposed by section 4411 of the 
Code and must pay the full occupational tax by July 1 of each year.  See Rev. 
Rul. 81-258, 1981-2 C.B. 216. 

Rev. Rul. 77-933, 1977-2 C.B. 382, holds that employees hired before the end 
of a taxable year to replace employees who had been engaged in receiving wagers 
on behalf of another person, and who had paid the occupational tax imposed by 
section 4411 of the Code for the entire taxable year, are also subject to the tax 
in that taxable year.  However, new employees would be liable only for the 
proportionate part of the tax computed from the first day of the month during 
which they began receiving wagers to the following June 30th.  For example, if 
D had commenced receiving wagers on A’s behalf on April 15, D would have 
been liable for a special tax of $125 (based on 1/4 of a year) rather than the full 
$500. In addition, there is no refund available of the occupational tax paid by 
employees who leave the employ of the person accepting wagers on behalf of 
another person. 

Rev. Rul. 77-51, supra, holds that in view of the enactment of section 4424 
of the Code, the delinquency and fraud penalties imposed by sections 6651 and 
6653 may be assessed and collected for failure to file wagering Forms 730 and 
11-C and pay the required taxes.  Congress enacted section 4424 of the Code 
with the intent of removing any constitutional impediment to the enforcement 
of the wagering taxes. 
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21. Examination Techniques 

An examination of the wagering tax and determination of gaming gross 
income or unrelated trade or business income tax should be done simultaneous
ly, since the figures used in both examinations, such as gross wagers, are the 
same. If no records are kept by the taxpayer as to wagering activity or amounts 
wagered, it will be necessary to reconstruct daily wager play. 

Information that would be helpful in reconstructing an average wager daily 
amount include copies of any available records from local law enforcement 
officials or gaming regulators.  This information may be useful in determining 
an average daily wager which can be projected between periods that the 
taxpayer appeared to be in the wagering business. 

The Form 11-C should be secured for the period covered by the Forms 730. 

Computer generated alphabetical listings for Forms 11-C and Forms 730 
are produced in March of each year for the prior calendar year.  The listing may 
be used to determine whether organizations engaged in wagering have filed 
Forms 11-C and 730. 

For a more complete discussion of examination techniques in cases involving 
gaming activities, see IRM 4700, Excise Tax Procedure, and IRM 4235, Techni
ques Handbook for In-Depth Examinations. 

For a discussion of examination techniques where fraud is suspected, see 
Topic D. Detecting Fraud in Charity Gaming of this text. 

22. Jeopardy Assessment 

Where the collection of excise taxes is in jeopardy, appropriate jeopardy 
assessment action may be taken.  The statutory authority for jeopardy assess
ments in excise tax cases is IRC 6862. 

23. Summary 

Organizations that are exempt from income tax under section 501 or 521 of 
the Internal Revenue Code are not categorically exempt from the excise tax on 
wagering or the occupational tax. Federal wagering tax laws apply to both 
authorized and unauthorized gaming activities conducted by exempt organiza
tions. 
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Excise Tax and Occupational Tax on Wagering


Most legal wagering conducted by non-profit organizations relates to lot
teries.  "Pull-tab" or "instant" games meet the definition of taxable wagers 
placed in a lottery.  Bingo games are specifically excluded from the tax.  The 
term "lottery" does not include any wagering conducted by an exempt organiza
tion if no part of the net proceeds derived from the activity inures to the benefit 
of any individual. 

Certain gaming activities which are "conducted by" organizations exempt 
under IRC 501 are not subject to wagering excise and occupational taxes, 
pursuant to IRC 4421(2)(B). 

The facts and circumstances of the types of wagering conducted, as well as 
the benefits derived therefrom, may have a bearing on whether the wagers are 
subject to the taxes. 

Publication 510, Excise Taxes for 1996 includes a general discussion of the 
wagering taxes. 
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GUIDELINES FOR PARISH SPECIAL EVENTS & FESTWALS 
 

Initial Planning 
 
The following are some guidelines designed to assist parishes in the planning and management 
of special events, including parish festivals.  
 

1) You will need to check on any special licenses and permits before planning a fiesta. 
These licenses and permits would be obtained through a city or county department.  

 
2) You’ll need to get a temporary resale license from the State Board of Equalization. That 

office is located at: 3737 Main Street, Suite 1000, Riverside Ca 92501. Their phone 
number is (909) 680-6400. 

 
3) Establish a festival plan and select a chairperson and committee. Within that plan you 

will need to establish the following:  
 
 

Festival Supervision  
 
Good planning and supervision is the foundation for holding a successful parish event. Parishes 
should have a festival chairperson who is responsible for communicating all policies and 
procedures to parish event workers. In addition to a festival chairperson, each operational area of 
a parish festival should have a supervisor. As with the festival chairperson, the supervisors 
responsibility will be to alert parish festival workers of policies and procedures. It is strongly 
recommended that parishes develop written guidelines for the operation of theft festival and that 
those guidelines be handed out to all volunteer supervisors and workers. It’s our experience that 
many problems occur at festivals when policies and procedures are not formalized and 
communicated to the proper individuals. On the contrary, we have found that parishes that utilize 
and implement a well organized plan have a successful and safe parish festival.  
 

 
 
 

Certificates of Insurance  
 
A certificate of insurance should be obtained from any independent contractor that provides a 
service to a parish. The certificate of insurance should provide $1,000,000 in liability coverage. 
This certificate should name the parish and the Roman Catholic Bishop of San Bernardino as an 
“additional insured.” Certificates of insurance are very important as they assure that the 
independent contractors providing services to the parish for the festival are carrying their own 
insurance and that the insurance will protect the parish and the Diocese from risk of loss if an 
accident occurs as a result of an independent contractor’s negligence.  
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It has been our experience that many parishes do not obtain the required insurance 
documentation from independent contractors. Another common over-sight takes place when a 
parish obtains a certificated copy of the independent contractors insurance policy, but the policy 
does not name the parish and the Diocese as an additional insured.  
 
It is not enough to just verify that an independent contractor has liability insurance. The parish 
must also be named as an additional insured. In addition to naming the parish, the Diocese 
should be named as an additional insured. The certificate of insurance provided by the 
independent contractor should verify that insurance coverage is in effect for the dates of the 
parish festival.  
 
An independent contractor is a business or an individual that is hired by the parish to provide an 
item or service, or to perform a job at the parish. For parish festival purposes, the following 
should be considered independent contractors that should provide the parish with a certificate of 
insurance. If the list below deletes a particular type of independent contractor, please do not 
assume that it is not necessary to obtain a certificate of insurance from them.  
 
Ride vendors  
Game vendors  
Tent or temporary structure providers  
Security service companies  
Bands or entertainers  
Food vendors  
 
In addition to obtaining a certificate of insurance from an independent contractor, any formal 
contract signed by the independent contractor should be closely reviewed to make sure that the 
contract does not have a waiver of subrogation, a hold harmless or indemnity agreement 
included in the contract. Any of these items should be removed from the contract prior to the 
parish formalizing the agreement. (Reference A: Exposure Questionnaire) 
 

 
Safety on Festival Grounds 

 
Most claims associated with parish festivals result from trips, slips or falls on parish grounds. 
Many of the accidents can easily be prevented with proper planning and periodic inspection of 
the grounds during the festival. Below are some common physical safety hazards identified at 
festivals along with suggestions to alleviate the safety hazard and greatly reduce the parishes 
liability in the event of an accident.  
 
Electrical cords and hoses - electrical cords and hoses near or by walkways present a 
tremendous trip hazard at parish festivals. Vinyl cord and hose protectors should be used to 
combat these trip hazards and reduce the parishes’ liability. Other ways of dealing with these trip 
hazards are to tape or tack down the loose cords and hoses; to place orange cones at either end of 
the cord / hose that extends across a walkway, identifying it’s presence. 
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Lighting - as the majority of parish festivals extend into the evening hours, adequate lighting is 
essential to reduce the parishes liability in the event of an evening fall. The festival grounds 
themselves should be well lit along with parking areas provided by the parish. Temporary 
lighting should be rented and utilized to insure adequate lighting. Tents, stakes and ropes—tents, 
stakes and ropes should be marked with orange flags to identify their presence. In the event that 
an individual trips over a tent stake or rope, the presence of an orange flag will greatly reduce the 
parishes liability.  
 
 
Debris on grounds - many accidents occur when people slip on food or litter on festival grounds. 
Although it is difficult to completely eliminate this problem, the festival should provide plenty of 
trash bins that are periodically emptied to insure that patrons of the festival have an area to 
deposit litter. In addition to providing trash bins, the grounds should be periodically inspected 
and cleaned where needed to make sure undesirable amounts of litter are not accumulating on the 
grounds.  
 
Security - parish festivals need a security plan. Formal security is necessary as parish festivals 
deal with large amounts of money and high volumes of people. It is highly recommended that 
parishes utilize security rental agencies. When hiring private security, be sure to check references 
and verify that you have hired a reputable security company. Once a security company is hired, 
allow the company to manage and supervise their own employees. Remember that the security 
company is a professional organization with experience in providing security at events such as 
parish festivals.  
 
When confrontations between festival attendees does occur, allow security personnel to handle 
these types of situations. Festival volunteer workers are not trained to deal with these types of 
situations and in many cases make the situation worse. The parish can be held liable in cases 
where a festival worker attempts to break up a fight and inadvertently causes an injury.  
 
Attached is a document that can assist you with information helpful in assessing a security guard 
company. (Reference B: Accessing a Security Guard Company) 
 
Medical services - as injuries do occur at parish festivals, it is important that medical services be 
utilized to reduce the effects of the injuries. This is very important from both the medical and 
legal standpoint. The type of medical services needed at a parish festival will vary by the size 
and type of activities at the festival. For small family oriented festivals, it would be adequate to 
simply have first aid supplies available in the event of injury. 

For festivals ranging from 500 to 1500 people the festival should have a first aid station on 
festival grounds. For festivals that exceed 1500 people, parishes should seriously consider 
contracting with an outside vendor to provide on-site medical services.  

First aid stations should be visible and easily detected by an injured person. First aid stations 
should be equipped to deal with minor injuries such as cuts, abrasions and sprains. When a major 
injury occurs, an ambulance should be called immediately. Whenever medical treatment is 
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provided it should be documented with a written record. If an individual who is injured denies 
medical treatment, a signed refusal of medical treatment form should be obtained from that 
individual. Written documentation of patients should include their name, nature of injury, type of 
treatment and the date and time.  

Some of that information may be obtained from an accident report. Accident report procedures 
will be covered under the claims procedures.  

Local police and hospitals should be alerted prior to a parish festival so that these entities are 
aware of the possibility for the need of emergency medical services. Hospitals and emergency 
centers should be given relevant information such as the dates and hours of the festival, the 
number of people anticipated at the festival, along with the types of activities at the festival that 
could cause injuries. A contact should be made at emergency centers and hospitals, along with a 
list of 24 hour emergency phone numbers that should be made available to all festival personnel.  

(Reference C: Accident Report Form) 

Alcohol - beer and wine coolers are sold at virtually all parish festivals. Parishes should be aware 
that they are potentially liable for property damage or injury resulting from individuals that 
become intoxicated at a parish festival. Specifically, parishes should be concerned with minors 
and with making sure that people who are obviously intoxicated are not sold alcoholic beverages. 
Below are some recommendations that can reduce the parishes liability in the event of an alcohol 
related accident.  

a) Licensed bartenders should be present in the beer tent at all times. All bartenders should 
be at least 21 year of age (we recommend 24/25), and should not be allowed to consume 
alcohol while they are working behind the bar.  

b) A pre-existing plan should exist to handle individuals who have had too much to drink. 
The plan should include the necessary security to assist the bartender who is refusing to 
serve an intoxicated individual along with providing an alternate method of transportation 
to individuals who feel they are too intoxicated to drive their vehicles.  

c) Identification should be checked to insure that individuals under the age of 21 are not 
served alcohol. A good rule of thumb is to check the identification of any individual that 
appears to be under the age of 30.  

 
The following set-up is highly recommended for beer tents.  

 
a) A fence should be placed around the perimeter of the beer tent, providing an atmosphere 

of a beer garden. Security should be placed at both entrances and exits to the garden area. 
At the entrance, security should have the responsibility of checking identifications and 
furnishing those of legal age with a bracelet indicating that they are of legal age to 
consume alcohol. At the exits points, security should be responsible for not allowing 
alcohol outside the beer garden area. Another less desirable option would be to have 
security limit the amount of beer or wine coolers that one individual can remove from the 
beer tent area. Obviously, the main point of the beer garden set-up is to eliminate the 
distribution of alcohol to minors at parish festivals.  
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A temporary license for the sale of alcohol from the Department of Alcohol Beverage 
Controls is required. Sales tax must also be collected and submitted to the office of 
Parish assistance. (Reference D: License Application) 

Money - if your parish festival is successful, large amounts of cash will accumulate throughout 
the day and evening. The parish should have a predetermined plan to deal with the flow of cash 
throughout the festival. A good plan should accomplish the following.  

a) Cash should be collected from festival stands at regular intervals. A schedule should be 
established for the collecting of money from the various booths. It should be varied. 

b) Groups of three or more individuals should be responsible for the transfer of cash from 
festival stands to a centralized safe.  

c) Cash that accumulates at the festival centralized location should be stored in a locked safe 
that is guarded by security.  

d) Cash should always be counted by a least 2 people.  

e) Bank deposits should be made throughout the festival. Cash should not be allowed to 
accumulate in the safe until the completion of the festival.  

f) When collecting cash from festival stands or making deposits to the bank, both times and 
routes of collections or deposits should be varied to eliminate a pattern from developing. 

g) When completing deposit slips, duplicates should be made. If the bank requires an adding 
machine tape for checks that are being deposited. that too should be in duplicate.  

h) Forms to record the collection of money from the various booths should be utilized. They 
should reflect the following:  

a. Name of Booth (ticket sales, food booth, game booth, etc.,)  
b. Name of person responsible at the time the money is collected.  
c. Time the money is collected.  
d. Name of person(s) collecting the money,  
e. Last ticket number for which money was collected.  
 

i) Tamper-proof bags should be used to transport all monies from the collection site to the 
location where the money is counted.  

j) All volunteers who are to count and deposit the money should be thoroughly trained prior 
to the event. Volunteers who work the booths should be made aware of the procedures 
before they begin their work.  
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k) All disbursements relative to the event should be made by check. All deposits should be 
made in tact, i.e., checks should not be cashed from the cash-on-hand. 

(Reference E: Collection of Money Procedure) 

 
 
 
Safety Coordinator - in addition to the festival chairperson, parish festivals should create a 
position called Safety Coordinator. The safety coordinator should be responsible for making sure 
that all safety procedures are met. The designated safety coordinator would also be responsible 
for making periodic inspections of the festival grounds throughout the festival. Obviously, any 
physical safety hazards that were detected by the safety coordinator should be dealt with in order 
to remove the hazard. It is highly recommended that the safety coordinator utilize a log book 
indicating when the inspections took place during the parish festival and the condition of the 
grounds during that inspection.  
 
Diocese who have utilized an on-site safety coordinator volunteer at parish festivals have been 
very successful in reducing the number of claims associated with parish festivals. An on-site 
safety coordinator will also greatly reduce the parishes liability in the event of a loss as it will 
show that the parish has exercised due diligence in attempting to eliminate safety hazards.  
 
Claim procedures - when a claim takes place, an accident report should be completed and 
forwarded to Catholic Mutual on the next working day. The written accident report should 
include an in-depth description of how the accident occurred. The report should also include the 
name, address, phone number and date of birth of any injured person, along with the names and 
phone numbers of potential witnesses. Often when an accident occurs, it is difficult to 
reconstruct how it happened or what the accident scene looked like at the time of the accident. 
For this reason the festival safety coordinator should photograph accident scenes to preserve 
what the accident site actually looked like.  
 
If an individual who is injured on festival grounds feels that they need immediate contact with 
the ‘festival’s insurance carrier, contact Catholic Mutual prior to sending the written accident 
report.  
 
Often times a potential claimant will contact an attorney because he or she has not been 
contacted in a timely fashion by the insurance carrier.  
 
Attached is an accident report form that can be used to report any accidents that occur at parish 
festivals. As always, you are welcome to call accidents into The Catholic Mutual Office directly, 
however, these forms should be completed immediately after the accident is reported to insure 
that all pertinent information is obtained. 
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Exposure Questionnaire 
Carnivals/Bazaars/Festivals  

 
Parish/Institution Name: __________________________   Contact person: ______________ 
 
Address: ___________________________________________________________________ 

___________________________________________________________________________ 
  
Date(s) of event(s)  _______________________________________________________ 
 
Place _______________________________________________________ 
 
Description of event(s) _____________________________________________________ 

____________________________________________________________________________ 

____________________________________________________________________________ 

Name of vendor: ______________________________________________________________ 

Address: ___________________________________________________________________ 

___________________________________________________________________________ 
 
List and describe all thrill rides: ________________________________________________  
 
Does vendor have Certificate of Insurance?     Yes        No 
 
Has the Parish and Diocese been named as additional insureds?   Yes        No 
 
What are limits of liability? ________________________________________________  
Has a copy of certificate been secured?     Yes        No  
(Attach copy.)  
 
Obtain copy of contract. Parish should not agree to Indemnify and hold harmless vendor. Also, note 
that coverage is excluded for aircraft which Includes hot air balloons and for rebounding devices 
such as trampolines. 
This includes amusements/ride operators.   
 
 
REFERENCE A - EXPOSURE QUESTIONNAIRE 



 

 

Accessing a Security Guard Company 
 
There are several questions you can ask to access the professionalism of a security guard 
company to see how aware they are in regard to their own liability.  
 

1) Ask the security guard company if you can see examples of the employment applications 
used for hiring security guards.  

2) Ask to see the registration application, where required by the State, for each security 
guard.  

3) Ask that security guards fill out the Internal Revenue Service form, W4.  

4) Find out what documents are used for employment eligibility verification, whether it is 
citizenship papers, passports, alien registration cards or naturalization certificate.  
 

Written Contracts  
A written security contract is very important for defining responsibilities and liabilities. Add a 
clause to your written contract with the security guard company that indemnifies the parish and 
the Diocese against any liability due to the negligence of the guard company. Of course, this only 
has value to the extent that the guard company is financially sound, however, it is a step in the 
right direction.  
 
Security Licensing Requirements  
Ask your local police department to provide you with the name and telephone number of the 
appropriate state agency that regulates and issues licenses. It’s usually the same department that 
regulates private investigators.  
 
Liability for Hiring Private Security  
If you do not screen the company that you contract with and document your criteria for hiring, 
the court can determine that you acted negligently in respect to protecting those who attend the 
event.  
 
Check with your local Chamber of Commerce and the Better Business Bureau for complaints 
against the security guard company.  
 
Ask for, and contact the customer references provided.  
 
Are background records kept on all the guards? Is there anyone who has been disciplined or 
observed to be incompetent, reckless or careless? Is there anyone who has been arrested or 
convicted of a violet crime or theft?  
 
Remember that you can demand that certain individual guards not be assigned to your event.  
 
Certificate of Insurance  
Request a current certificate of insurance and evaluate whether the coverage is adequate. At 
some events, a security force is arranged or thrown together by an individual who tries to be 



 

 

included under the policy of another organization. Please contact your Claims/Risk Manager, 
Tammy Brinkerhoff, if you wish a further scrutiny of the certificate.  
Security firms should provide evidence of Workers’ Compensation coverage for all their 
employees.  
 
Instant Reporting Procedures  
It is imperative that the security company you contract with is accustomed to filling out incident 
reports. Ask them what report forms they use for incidents that occur while their employees are 
providing services. Make sure that the security company is aware that documentation of any 
incident is an absolute requirement.  
 
If a company is not prepared to show you their incident report forms and an outline of their 
procedures, you have two choices:  
 

1) Go to another company  

2) Specify in the contract that all security company personnel be instructed to complete 
incident forms, and that any training necessary in these procedures is at the security 
company’s expense.  

 
 
 
 
 
 
 
 
 
 
 
 
REFERENCE B - ACCESSING A SECURITY GUARD COMPANY  
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Accident Report Form  
 

 
Parish/Location: __________________________     Date: ______________ 
 
Address: ___________________________________________________________________ 

___________________________________________________________________________ 
  
Date of accident:___________________ Time of Accident:____________ 
 
Name of the injured/damaged party:______________________________________________ 

Address: ___________________________________________________________________ 

___________________________________________________________________________ 
___________________________________________________________________ 

Description of event(s): _____________________________________________________ 

____________________________________________________________________________ 

____________________________________________________________________________ 

 
REFERENCE C - ACCIDENT REPORT FORM  
 
 
 
 
 
 
 
 
 
 

 



 

 

DIOCESE OF SAN BERNARDINO 
Parish / School Special Event  

 
COLLECTION OF MONEY PROCEDURE 

 
The most secure method of safeguarding monies for special events such as fiestas or festivals is 
the use of tamper-proof cash bags. They may be acquired from the bank or store such as Dub 
Harris. The bags have an adhesive closure, are numbered and usually have a place that can be 
used for recording information such as the date and time of the collection.  
 
Procedures should be established for controlling the handling of the bags until the money is 
counted, the deposit slip is completed and the money is banked. Following are some guidelines 
to assist in establishing those procedures:  
 

1) Tickets for special events should be sold at one centralized location for all of the different 
activities, i.e., game booths, food booths. etc. The tickets should be pre-numbered and 
used in numerical sequence.  

2) All monies collected (cash and/or checks) should be handled by no more than two 
individuals at any one time. The money should be placed in a container out of sight. 
When tickets are purchased using cash, all change given should be counted back to the 
purchaser.  

3) Collections of all monies should be made periodically by a team of two or three 
individuals who secure the money in tamper proof cash bags in sight of the persons 
responsible for the selling of the tickets. The number of the last ticket sold, the time of 
collection and the name of the person(s) securing the bag should be noted either on the 
cash bag or a log attached to the bag.  

4) The cash bag(s) should be taken directly to the counters who are in a secured, out of sight 
location. The information noted on the cash bag(s) or log should be recorded, the money 
counted and accumulated with other funds. Deposits should be made when there is no 
more than $5,000 cash on hand. Arrangements should be made with the Church/School 
bank for a night deposit bag so that the deposits can be made via a night drop.  

5) At the end of the events the number of tickets sold should be verified with the money that 
was banked. Discrepancies should be investigated. Because of the nature of the event, it 
should be expected that minor discrepancies will occur. 

 

 

 

 



 

 

Parish Event Financial Report 
1of 2 

 

Church: __________________________________ 

Event: __________________________________ 

Chairperson: __________________________________ 

I. Receipts 

Date of Receipts Source    (list receipt #’s or ticket #s) Amount $ 
 

   

   

   

   

   

   

   

   

   

   

   

   

     

Total Receipts: _________________________ 
 

*Attach copies of deposit slips 
 



 

 

Parish Event Financial Report 
2 of 2 

II. Expenses 

Date Check# Payee Source Amount $ 
 

     

     

     

     

     

     

     

     

     

     

     

     

     

Total Expenses: _________________________ 
*Retain copies of all receipts 
 
III. RECAP: Total Receipts    $____________________ 

                       Less Total Expenses  $____________________ 

                       Surplus/ (deficit)         $_____________________ 

 
 
 
 



 

 

Booth Tally 
 

Church: __________________________________  Date: _____________________ 

 

Booth: __________________________________ 

Price List 

Item Prices 
  

  

  

  

 

 

 

 

 

 

 

 

TOTAL COUNT    
 

Counted by:___________________________ 

Counted by:___________________________  
 
 
 
REFERENCE E - COLLECTION OF MONEY PROCEDURE 

     
Coin     

0.01 X   =   

0.05 X   =   

0.10 X   =   

0.25 X   =   

0.50 X   =   

1.00 X   =   

  Total Coins    

Bills     

$1.00 X   =   

$2.00 X      

$5.00 X   =   

$10.00 X   =   

$20.00 X   =   

$50.00 X   =   

$100.00 X   =   

  
Total 
Bills    
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INFORMATIONAL BULLETIN NO. 1-91-DES 

 
DISTRICT ENVIRONMENTAL SERVICES DIVISION 

 

PERMIT FEES FOR COMMUNITY EVENTS 
 

All food vendors are required to obtain an environmental health permit to sell food and drinks at a 
community event.  A community event is defined as any event that is of civic, political, public or 
educational nature, including state and county fairs, city festivals, circuses and any similar public 
gathering approved by the local enforcement agency. 
  

In addition to the permit issued to each food vendor participating in a community event, a permit shall 
be obtained by the person or organization responsible for the event (Event Organizer permit).  Persons 
organizing the event must ensure all food vendors comply with all laws and requirements.  All permits 
must be obtained at least two weeks before the event.  Failure to obtain a permit two weeks prior to 
the event may result in additional fees being charged or no permit being issued. 

 
THE EVENT ORGANIZER HAS TWO OPTIONS TO OBTAIN COMMUNITY EVENT PERMITS: 

 

 
Option 1:   GROUP PERMIT FEES:  - The event organizer obtains a group permit that covers all the 

food vendors.  The event organizer permit fee may be waived with this option. 
  

 Community event 3 days or less in a 90 day period (Occasional Event) 
 

1-5  Food Vendors $178.00  31-40 Food Vendors $1,065.00  76-100 Food Vendors $2,663.00 
6-10 Food Vendors $285.00  41-50 Food Vendors $1,332.00  101 + Food Vendors $3,329.00 
11-20 Food Vendors $505.00  51-60 Food Vendors $1,597.00    
21-30 Food Vendors $784.00  61-75 Food Vendors $1,998.00    

                

 Community event 4-25 days in a 90 day period (Temporary Event) 
 

1-5  Food Vendors $612.00  31-40 Food Vendors $4,387.00  76-100 Food Vendors $10,966.00 
6-10 Food Vendors $1,159.00  41-50 Food Vendors $5,484.00  101 + Food Vendors $13,708.00 
11-20 Food Vendors $2,254.00  51-60 Food Vendors $6,579.00    
21-30 Food Vendors $3,290.00  61-75 Food Vendors $8,225.00    

         

 
Option 2:   INDIVIDUAL VENDOR PERMIT FEES:  - Each individual food vendor is responsible for 

obtaining their own permits.  In addition, the event organizer must also purchase a separate 
permit.  The individual food vendor cannot obtain a permit until the event organizer permit 
is secured. 

                                                                                                     

 Community event 3 days or less in a 90 day period (Occasional Event) 
  

-Food Booth $87.00 
-100% Prepackaged Food Booth $54.00 
-Stationary Mobile Food Facility  $69.00 
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 Community event 4-25 days in a 90 day period (Temporary Event) 
 

-Food Booth $177.00 
-100% Prepackaged Food Booth $95.00 
-Stationary Mobile Food Facility  $125.00 

 

 Event Organizer Permit Fees: 
 

1-5  Food Vendors $156.00  31-40 Food Vendors $392.00  76-100 Food Vendors $627.00 
6-10 Food Vendors $216.00  41-50 Food Vendors $451.00  101-125 Food Vendors $686.00 
11-20 Food Vendors $274.00  51-60 Food Vendors $509.00  126 + Food Vendors $745.00 
21-30 Food Vendors $333.00  61-75 Food Vendors $569.00    

 
 
  - Additional approvals may be required by other agencies.  It is the responsibility of the organizer/vendors to comply with all 
requirements.  Contact local government offices, including Fire Department and City or County Planning Department for more 
information.   
  - If you have any further questions regarding community events, permit fees or requirements, please contact your local Environmental 
Health office. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 

 
*Document available in an alternate format upon request 
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San Bernardino County 

Land Use Services Department, Planning Division 

San Bernardino County Government Center 
 385 N. Arrowhead Ave., San Bernardino, CA 92415-0182 

15900 Smoke Tree Street; Hesperia, CA  92345 
San Bernardino Office – (909) 387-8311  High Desert Office – (760) 995-8140 
Fax (909) 387-3249  Fax (760) 995-8167 

 

  

TEMPORARY SPECIAL EVENT PERMIT 
INFORMATION SHEET AND APPLICATION 

 
Temporary Special Events include all carnivals, community celebrations, off-road vehicle races, outdoor festivals, sporting 
events, parades, fairs, animal races, religious festivals, revival meetings and similar public gatherings.  Temporary Special 
Events are categorized as follows: 
 
 1. Minor Event 
  a.  Class I – Anticipated attendance of five hundred (500) to one thousand (1,000) persons per day; or a 

community celebration, religious festivals, revival meetings and similar public gatherings with anticipated 
attendance of five hundred (500) or more. 

  b. Class II – Intensive sporting events, such as off-road vehicle races or rodeos, etc., and music events with an 
anticipated attendance of two hundred (200) to five hundred (500) persons per day. Included in this class are 
any such events that are advertised by a means of mass media (i.e., radio, television, newspaper, Internet, 
phone trees, fliers, etc.) provided that a means of limiting attendees to five hundred (500) persons per day is 
available and is strictly enforced. 

 2. Major Event 
  a. Class I – Anticipated attendance of over one thousand (1,000) persons per day. 
  b. Class II – Intensive sporting events, such as off-road vehicle races or rodeos, etc., or music events with an 

anticipated attendance of over five hundred (500) persons per day. Included in this class are any such events 
that are advertised by a means of mass media (i.e., radio, television, newspaper, Internet, phone trees, fliers, 
etc.) where a means of limiting attendees is not available. 

 

No Class I minor event with an anticipated attendance under five hundred (500) persons per day or Class II minor 

event with an anticipated attendance under two hundred (200) persons per day shall require a Special Event 

Permit. 
 

CHECKLIST OF SUBMITTAL MATERIALS 

 
Please use this checklist as you assemble the materials for the submittal of your application. County staff will use the 

checklist to determine whether your application is acceptable for submission. If your submittal package does not 

contain all of the information listed below, your application will not be taken in and receipted for processing. If 
you have any questions about the items requested or if you wish to obtain information on processing schedules, please 
call the Customer Service Unit at (909) 387-8311. 

Section A – Fees/Deposit 
1. _____ A check or money order made out to San Bernardino County must be submitted with the applications. 
 

Minor Event – Planning Review Initial Deposit* (J667) $596.00 

Major Event – Planning Review Initial Deposit* (J667) $2,384.00 

Renewal of  previously approved Local Community Sponsored yearly 
event (Minor Event- Average Cost) (L667) 

$596.00  

Renewal of a previously approved Local Community Sponsored yearly 
event (Major Event-Average Cost) (L667) 

$1,788.00  

 

*Actual Cost Initial Deposit – The basic review fees for this application are charged on an ―actual cost‖ basis.  Your 
application money is deposited into an account and the reviewing staff records the time spent processing your proposed 

project.  Your account is then charged for the staff time at established hourly rates ($65 to $250/hr).  You are responsible 

for all charges made to the project account.  If account funds are depleted an additional deposit will be required.   
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If an additional deposit is required it must be paid to allow staff to continue processing.  Any failure to pay the required 
deposit will result in suspension and possible termination of the project review process.  For more information on fees, 
please contact County Planning. 

 

 

Section B - County Documents 
2. _____ Submit the completed Temporary Special Event Permit Application that is included in this packet. 
 
3. _____ Submit the completed Evaluation of a Temporary Special Event Permit from the Sheriff’s Department that is 

included in this packet. 
 
4.  _____ Submit the completed Application for Temporary Special Event Permit from Emergency Medical Services 

(ICEMA) that is included in this packet. 
 
5.  _____ Submit the completed Temporary Special Event Permit Form from the Division of Environmental Health 

Services (Land Use) that is included in this packet. 
 
6.  _____ Submit the completed Application for Temporary Special Event Permit from the appropriate fire agency that is 

included in this packet. 
 
7.  _____ Submit a copy of the application for and a Special Event Permit from the Roads Department if any activities 

are planned on County roads.   
 
8. _____ Submit electronic version (PDF) of the plot plan and each application, approval and all supporting materials 

from each of the agencies listed above in Items 2-7.  The electronic version shall be submitted on a disc to 
allow for electronic distribution to prevent any unnecessary delays in distribution.   

 

Section C – Other Documents 
 

8.  _____ Fifteen copies of a parcelized plot plan of the proposed event as it is to be conducted. The size of the map 
can range from 8½‖ X 11‖ to 18‖ X 24‖ depending on the size and complexity of the event. Refer to the Plot 
Plan Checklist for specific requirements.  

 

9.  _____ One copy of the plot plan reduced to 11‖ X 17‖ if the original plan is larger in size.  
 

10. _____ One copy of all advertising flyers, news copy, internet website, etc.  
 

11._____ One copy of an insurance certificate in an amount determined by the County.  If serving or vending of alcohol 
is proposed show coverage for Liquor Liability, in an amount determined by the County.     

 

12. _____ One copy of an Event Description, which details the event in its entirety, including, but not limited to 
schedules; activities proposed; exact locations identified with APN numbers or street names; etc.   

 

13._____ One copy of signed Property Owner permission to occupy private property for purposes listed in the event 
description; including owner signature, and printed name; APN number of property; approved use of the 
property; and event name and date.   

 

Section D – Plot Plan: Use the following checklist to be sure that your plans include all of the required elements. The plot 
plan is a drawing on one sheet of paper (minimum size of 8½‖ X 11‖) of the entire land parcel showing the physical layout 
of the event, including buildings, improvements, other physical features. Remember that the staff is not familiar with the 

property and will need this information to evaluate your event. If the plans are not legible or do not contain the 

information listed below, your application will be returned. 
 
1. _____ Plan Identification: Include the event name, location, date, and the name and contact information of the 

applicant. 
2. _____ North Arrow: Indicate north (pointing to top or left hand side of the plan). 

 
3. _____ Streets/Roads: Indicate location and names of all streets or roads adjacent to the property. If property is not 

on a road or easement, show access to property. 
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4. _____ Event layout:   All locations are to be clearly specified as taking place on private or public property.   
a. _____ Stage(s): Show location, size, type and height. 
b. _____ Amplifiers/Loudspeakers: Show location and hours, if applicable. 
c. _____ Seating: Show location and type (fixed or portable). 
d. _____ Event entry: Show location of any ticket booths and entry into the event. 
e. _____ First Aid Station/Command Post: Show location. 
f. _____ Chemical toilets/hand-washing facilities: Show location and indicate number.  If existing 

restrooms are to be sued, show location and indicate number.   
g. _____ Vendor booths: Show location and indicate number of booths 
h. _____ Food and drink booths: Show location and indicate number. 
i. _____ Tents: Indicate on a note if tents are to be used. 
j. _____ Trash/Recycling bins: Show location. 
k. _____ Parking: Show location. 
l. _____ Miscellaneous: Show location of any other aspect of the event that has not been previously listed. 

 
5. _____ Adjacent land use: Indicate how the land is used on adjacent parcels, particularly if amplifiers are to be used.  
 
6. _____ Vicinity Map: Indicate project location within a general vicinity map with a north arrow.  Indicate nearest cross 

streets, major access roads and community name. 
7. _____ Utilities: Indicate how power is obtained. If by generator, show location.  
8. _____ Jurisdictions:  Indicate local agencies with jurisdiction over the locations in question:  local fire agency, local 

Sheriff’s Station; local CHP office.   
 

Information and Procedures 

1. To receive approval to conduct a Temporary Special Event, you should contact a Land Use Services Department 
representative as soon as possible to discuss the proposed event.  Planning Staff will inform you of the steps you 
will need to accomplish before you will receive a Temporary Special Event Permit. You need to submit a 
complete application to Land Use Services Department at least 30 days prior to a minor event and 180 
days prior to a major event. These time frames are for the review only and may not allow any time for 
advertisement or advanced ticket sales before the day of the event so you may want to submit your application 
even earlier.  If the event requires an environmental review or if the event approval is appealed by and individual or 
group, additional time will be required to resolve any issues. 

 
2. The applicant will have to go the following agencies to receive their approvals/permits for the event: 
 a. County Sheriffs Department (local station); 
 b. County Public Health Department - Emergency Medical Services; 
 c. County Division of Environmental Health Services (Food Protection Program and Land Use); 
 d. The applicable fire agency; 
 e. County Public Health Department - Preventative Veterinary Services; 

f. State Department of Alcoholic Beverage Control (if alcohol will be available); 
g. Traffic Division of the Department of Public Works, if Road Permit is required. 

h. California Highway Patrol, if event is on or near a state highway.  The hiring of officers at actual cost may 

be required if the applicable CHP office is not contacted by the applicant in due time, usually 30 days 
prior to the event.   

 
These agencies must be contacted and approvals/permits received prior to submitting the formal application to the 
Land Use Services Department. Special forms are located in the back of this information packet to take to each of 
these agencies to document their approvals. The applicant should complete the top portion of each form prior to 
contacting these agencies. Any or all of these agencies may have their own fees that must be paid at time of 
submittal of these special forms. Completed forms must accompany the application when it is submitted to the 
Land Use Services Department. Additional forms not included in this packet may be necessary as required by the 
applicable agency.   

 
3. The applicant must obtain an insurance certificate in an amount determined by the County. The certificate shall 

show ―The County of San Bernardino, its officers, employees, agents and volunteers‖ as additional insured. (The 
policy shall be for at least $1 million and shall give the name and date of the event.)  If the serving of alcohol is 
proposed, coverage for liquor liability is required.   
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4. Once complete, Planning Staff will evaluate the application and conditionally approve it or deny it. The applicant 

must return an original, signed copy of the Conditions of Approval showing that the applicant understands the 
Conditions of Approval and is prepared to meet all of them prior to the event. The approved application and 

Conditions of Approval serve as the permit and must be kept on-site during the event. PLEASE NOTE: The 

approved application is not in effect until eleven (11) days after approval. No ticket sales or advertising 

may take place until after this period has passed. The 11 day delay provides a period for appeals to be filed on 
the permit. 

 
5. County Departments substantially affected by the event will submit a billing to the event sponsor for the total 

estimated fees and charges pertaining to the event. Such fees and charges shall be deposited with the CAO at 
least 60 days prior to the event (Major Events only). 

 
6. The event sponsor may be required to post sufficient indemnity/performance/corporation surety bonds as 

determined by the Board of Supervisors in consultation with the office of County Counsel. 
 
7. Where the Planning Director cannot make the findings or determines that the application is controversial, a public 

hearing before the Board of Supervisors and/or Conditional Use Permit may be necessary. 
 
8. The sponsor must submit Security/Traffic Control/Fencing/Area Restriction Plans to the Sheriffs Department for 

approval. These plans shall include: 
 a. Plans to contract for required number of Sheriffs deputies. 
 b. Plans, methods, or measures to control: 

  (1) Maximum attendance (gate control) 
  (2) Introduction of alcohol, drugs, weapons to event 
       (3)  Access to restricted areas: 
   (a)  What areas are restricted and why. 
   (b)  Pass System 
   (c) Fences/barriers (make site map) 
   (d) Six foot chainlink fences for areas of public danger 

 (e) Four foot cattle type fences for areas public should not enter to implement event 
containment/adjacent property protection/event entrance limits. 

 c. Plans relative to private staff 
  (1) Copy of contract with security firm citing number of guards, type of guards (uniformed, armed, untrained), 

duty hours. 
  (2) Number, qualifications and duties of "volunteer" security/crowd control staff. 
 d. Communications plan to provide coordination/alert between security posts/officials and law enforcement 

(specify equipment provided). 
 e. Method of controlling unauthorized camping (on or in the vicinity of the event). 
 f. Plan (with map) showing control of parking, direction signs, locations of staff directing parking/traffic.  Plan to 

show handling of "mass" exit of people/autos when event has an end time where the majority of attendees leave 
at one time (e.g.  end of concert, rodeo, etc.). 

 g. Plan for lighting (existing and temporary) to assure event safety for events extending into evening/ night 
hours. 

 
9. The sponsor must submit acoustical information to Environmental Health Services to determine whether or not this 

event will have a significant noise impact on adjacent properties. You will need to state the sources of noise at the 
event, potential harm or annoyance to participants or surrounding area people/environment, and the measures to 
mitigate the effects of this noise (e.g. limited operating hours, absence of any affected people/environmental 
factor, special amplifiers, natural terrain). 

 
10. The sponsor must submit a Solid Waste Plan to Environmental Health Services for approval covering the following 

topics: 
 a. Refuse Collection Contract d. Litter Control 
 b. Containers and Locations e. Recycling 
 c. Storage of Refuse 
 
11. The sponsor must submit sanitation plans (Toilets/Potable Water/Lavatories/Waste Water) to Environmental 

Health Services for approval covering the following topics (Refer to the table below and the attachment for 
Environmental Health Services Land Use for amplification on these requirements): 
a. Toilets d. Food Handlers 
b. Handwashing e.  Drinking Water 
c. Wastewater f.  Water Systems 
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SPECIAL EVENT PORTABLE  

TOILET RECOMMENDATIONS  

 

The following chart can be used to calculate the number of portable toilets necessary for an event. The chart assumes 

there are no fixed facilities, no pumping service is provided, a 50/50 Mix of Men & Women. One unit provides 

approximately 200 uses with 4 hours between uses. Add 40% more if alcohol is served. 
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TEMPORARY SPECIAL EVENT PERMIT 

APPLICATION 

 
I hereby apply for a permit to operate a temporary special event under the provisions of Section 84.0745 of the San 
Bernardino County Code, and agree to comply with all provisions of said Code, applicable State laws and all established 
standards.  I hereby state that I am aware it is my responsibility to attempt to maintain order at said enterprise, and will 
provide such personnel as may be required and approved by the Sheriff.  I also hereby attest to the truth of the facts 
presented in this application.  I hereby agree to defend any action brought against the County, its agents, officers or 
employees because of the approval of this application.  I shall reimburse the County, its agents, officers, or employees for 
any court cost and attorney’s  which the County, its agents, officers or employees may be required by a court to pay as a 
result of such approval. 
 

Name of Applicant:       Phone:       

Address:       APN:       

Name of Event:       

Date(s) and Time of Event:       

Location of Event:       

 (Give exact location and distance to nearest streets) 

Signature: _________________________________________________________________________________ 

 
Company, policy number, agency and amount of liability insurance (submit certificate of insurance naming ―The County of 
San Bernardino, its officers, employees, agents and volunteers‖ as additional insured):  

      

Number of persons per day expected:       Expected number of hours/person:       
Number of food units with event:       Number of toilets:       
Date final clean-up of site to be completed:       Will a tent be used? Yes     No  
Will a temporary structure be built?  Yes     No  Will overnight camping be requested? Yes   No  
Will temporary lighting be required? Yes     No  Will alcoholic beverage be available? Yes     No  
Number of Employees with event:       Will animals be a part of the event? Yes     No  
Is the site disturbed/developed? Yes     No  Will a State Highway be impacted? Yes     No  
Will the event include pyrotechnics? Yes     No  

Submit the following: 
 1. Plot plan indicating event location, ingress, egress, food booths, restrooms, parking (indicate capacity), major 

streets, trash receptacles, and fences/ barriers along with this application. 
 2. Copies of contracts for portable toilets, County approved pumper to service portable toilets, County permitted 

refuse hauler. 
 3. Copy of all publicity materials. 
 4. Submit a list of emergency contacts including names, phone numbers and times/dates covered by each person. 
 5. Schedule of activities. List details including dates, hours, specific locations, nature of, and anticipated attendance 

for each activity. 

NOTE:  This application is provided with information of the requirements of San Bernardino County for Health, Safety and 
Law Enforcement, and each applicant must be prepared to comply with said requirements prior to the submittal of this 
application and prior to any operation.  Separate permits must be obtained from each department or agency when 
required.  For your protection and for the protection of your patrons, the Uniform Building, Fire, Plumbing and Electrical 
Codes are in effect and a rigid inspection of Food and Health facilities is made. 

 

 

 

 

 

 

 

 

To be completed by County Staff:  Filing Date:  ____________  Project No.:  _________________   Zoning Dist.:  ________________ 
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OTHER DEPARTMENT/AGENCY APPROVALS: 
 Using the forms provided in the information packet, approvals of County and State departments/agencies shall be 

submitted in writing to the Land Use Services Department. 
 Date 
Approved 
       County Public Health Department — Emergency Medical Services 
       Land Use Services Department — Environmental Health Services (Food Protection Program) 
       Land Use Services Department — Environmental Health Services (Land Use) 
       County Public Health Department — Preventative Veterinary Services 
       County Sheriff’s Department (local station) 
       Fire Authority 
      State Department of Alcoholic Beverage Control        Other Agencies 
 
 
 

SPONSORING ORGANIZATION: 

Name:       

Address:       

Signature, Title, and Phone Number:       

PROPERTY OWNER: 

Name:       

Address:       

Signature and Phone Number:       

 

Temporary Special Event Permit: Approved       Denied  

By: _______________________________________________________ Date:_____________________ 
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San Bernardino County Sheriffs Department 

Evaluation of Temporary Special Event Permit Application 

 
This evaluation is prepared per Section 84.0745 of the San Bernardino County Code. 
 

Name of Applicant:       Applicant's Signature:  

Name and Location of Event:       

Dates of Event Operation:       Times of operation:       

Dates for start of event set-up and finish of final clean-up:       

 
It has been determined that the applicant and the proposed site/support arrangements for the above event either 
satisfactorily meet the County code or need to fulfill further conditions (as marked below) before permit approval. 
 
  Satisfactory  Must meet further conditions 
 
1) Applicant's proof of identity   

2) Sufficient experience or background to run event   

3) Accessways for emergency vehicles   

4) Police protection   

5) Crowd control measures   

6) Control of alcoholic beverages and dangerous substances   

7) Emergency evacuation procedures   

8) Proposed news releases   

9) No false application information   

10) Adequate parking and overnight 

 camping arrangements, if applicable   

11) Traffic guards and signals   

12) Electrical illumination requirements   

13) Inclement weather contingencies   

14) Communications equipment and   

 facilities for all regulatory personnel on site   

15) Adequate public address system   

16) Avoidance of public overnight camping problems   

17) Traffic congestion   

18) Conflicting construction or maintenance work in area   

19) Interference with other permitted area activities   

20) Interference with schools   

21) Access for Fire, Paramedic, Ambulance, Police during event   

22) Time, route, or size of event   

23) Other Considerations   
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It is recommended that: 
 

A. Permit be denied (reasons attached)  
B. Permit be issued if further conditions are met (review by Sheriff required) 

   
C. Permit be issued if further conditions are met (further Sheriff review not 
 Required   
D. Permit be approved without need for meeting conditions beyond the description 
 of the activities of the event as defined in the event application   

 
County Sheriff (or designated official) 
 
      
Name Signature  Date 
 
    
Title Telephone Number 
 
(Note to Sheriff- Please specify in your additional conditions when proof of compliance is required before permit approval. 
Please sign and date any list of conditions provided to the applicant for Planning review. If conditions are sent directly to 
Planning, under separate cover letter, send to San Bernardino County Land Use Services Department, 385 N. Arrowhead 
Avenue, San Bernardino, CA 92415-0182.) 
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Emergency Medical Services (ICEMA) 

515 N. Arrowhead Avenue, San Bernardino, CA 92415-0060 

(909) 388-5823 

 

APPLICATION FOR TEMPORARY SPECIAL EVENT PERMIT 
 
*** The Emergency Medical Services Agency (ICEMA) requires a permit fee on all temporary special event applications. 

The fees are as follows:  
(1) $75.00 for a minor event application or  
(2) $315.00 for a major event application. 
 
*** Please attach a cashier's check or money order made payable to:   
         
   Inland Counties Emergency Medical Agency (ICEMA) 
 

Name of Applicant:       

Name of Event:       

Location of Event:       

Event Date(s):       

APPLICANT'S SIGNATURE:       DATE:       

 
THIS SECTION IS FOR OFFICIAL USE ONLY AND WILL BE COMPLETED BY ICEMA. 
 
1. The Emergency Medical Services Agency Recommends: 

A. Permit be approved. 
B. Permit be approved based upon compliance with the below listed conditions. Conditions are to be met at least 

eleven days prior to the date of the event. 
C. Permit be approved based upon compliance with the below listed conditions and further review by the EMS 

Agency is required. Conditions must be met eleven days prior to the date of the event. 
D. Permit be denied based upon the findings identified below. 

 

Conditions of approval:  

  

  
 
II. EMS Fee Paid:  $        

Amount  Date 
 
ICEMA Executive Director (or designated official) 
 
    
Signature  Date 
 
    
Title  Telephone Number 
 

Evaluation of Application to operate special event in an unincorporated area of San Bernardino County, under the 

provisions of  Chapter 85.16 of the San Bernardino County Code. 
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Emergency Medical Services (ICEMA) 

515 N. Arrowhead Avenue, San Bernardino, CA 92415-0060 

909-388-5823 

 

APPLICATION FOR TEMPORARY SPECIAL EVENT 

EMERGENCY MEDICAL AND FIRST AID SERVICES EVALUATION 

 
 
ICEMA must review and approve the applicant's plan to provide acceptable first aid and emergency medical care for any ill 
or injured person at the special event and for transporting any seriously ill or injured person to a local hospital. You are 
required to provide the information requested below and/or submit a plan for the provision of emergency medical and 
health care services. You will be required to comply with conditions or provisions that ICEMA imposes prior to ICEMA 
recommending approval of your temporary special event application. If the ICEMA determines that a written plan is 
required, the plan must address the specific issues identified in Section IV of the San Bernardino County/ICEMA 
Guidelines for Special Events. 

 
1 Project the anticipated daily public attendance, the number of workers, performers, and security personnel: 

       

       

       

 
2. List the injury and illness rates based on similar events: 

       

       

       

 
3. Project the number of daily illness and injuries anticipated to occur at the event: 

       

       

       

 
4. Project the number of illness and injuries anticipated to require transportation to outside medical facilities. These 

projections must be specific as to day, time, and location within the event: 

       

       

       

 
5. List the name, telephone number, qualifications and experience of the person responsible for providing emergency 

medical services: 
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6. List the name and telephone number of the special event site coordinator for emergency medical services:  

       

       

 
7. Identify the type of personnel at each medical aid site, list the numbers of above personnel, show duty locations on 

site map, cite duties performed at each location and specify duty hours of each location/person: 

       

       

       

 
8. Describe the equipment that will be provided at each medical site: 

       

       

       

 
9. List the type and quantity of supplies that will be available to support the medical care operation: 

       

       

       

 
10. Describe how you plan to record treatment administered to each patient and how you plan to report summary data 

on patients treated according to type of illness or injury, disposition and whether or not transported to a nearby 
hospital. Upon request, this information is to be provided to ICEMA: 

       

       

       

 

 

APPLICANT'S SIGNATURE:       DATE:       
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San Bernardino County Land Use Services Department  

Division of Environmental Health Services (Land Use) 

385 North Arrowhead Avenue, San Bernardino, CA 92415-0160 

(909) 387-4666 

 

TEMPORARY SPECIAL EVENT 

 

Event:       Applicant:       

 

Community:       Phone #::       

 

Date:       Signature:  

 

There is a fee due to the Division of Environmental Health Services for this application. Contact a Division 

representative for the amount required. 

 

Sanitation Plan 

 
1. Toilets: Include on the site map the number and locations of portable toilets that will be offered to the public and used by 

food vendors. Refer to the attached table to determine the number of toilets required. Toilets shall be placed so that food/drink 

vendors are all within 200 feet of a toilet. A copy of the contract for the portable toilets, from a San Bernardino County 

licensed hauler, is required. Permanent toilets/urinals will not be considered suitable for public use unless served by a 

municipal sewer system. Other toilet facilities (served by septic systems, holding tanks, etc.) may be used for the event if 

approved by EHS Safe Drinking Water program. 

 

2. Handwashing: Public handwashing facilities (lavatories) are required for all events. Lavatories shall dispense potable water 

for handwashing at each toilet area - I lavatory per 4 toilets minimum. Where lavatories are provided as part of portable toilet 

contract, the responsibility of the contractor to maintain potable water shall be stated on the contract. 

 

3. Wastewater: Discharge of wastewater to the ground or surface water is prohibited unless approved by the Regional Water 

Quality Control Board (RWQCB) for the area of the event. A copy of RWQCB approval for the planned discharges shall be 

provided to EHS. 

 

4. Food Handlers: All food/drink vendors (except prepackaged food/drink vendors i.e. candy bars & canned drinks) shall have 

hand washing facilities in each booth. Each vendor shall obtain permits from the EHS Food Program. For specific 

requirements for booth construction and food handling, obtain a copy of the Temporary Food Facility booklet from the EHS 

Food Program (or Land Use Services Department). 

 

5. Drinking Water: Free potable water shall be made available for public drinking at event locations only when events are 

conducted with all of the following: 

 

a. Event is longer than 2 hours; 

b. Public is expected to stay at the event longer than 2 hours or requires more than 2 hours to see all exhibits; 

c. Event is conducted in an enclosed area where admission is charged. 

 

6. Water Systems: Potable water shall be from an EHS approved community system, from a state approved water hauler, or 

approved vendor. A detailed description of the water storage and distribution plan (as applicable) shall be provided to EHS. 

Any extension of an approved permanent water system requires plan check and field inspection prior to use. Temporary 

potable water distribution systems will require plan check and field inspection prior to installation and a field inspection of the 

installed water system prior to distributing water. Water shall be provided so that 1 gallon/person/each 4 hour period is 

available. Proof of water availability shall be provided where a municipal water source is not used for the event. 
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Solid Waste Plan 

 

1.  Refuse Collection Contract: Provide a copy of the contract with a County permitted refuse hauler or copy of recent billing 

for event location showing pick up schedule. 

 

2. Containers and Locations: On the site map, indicate the number and type of refuse receptacles and their locations. Refuse 

containers shall meet the following requirements: 

 

a. Minimum of 2 receptacles per food concession. 

b. Receptacles shall be lined with plastic liners at all times. 

c. Recommended size is 55 gallons cardboard containers. 

d. Trash containers shall be emptied 5 times per 8-hour period. 

e. Provide containers to handle a minimum of 1.27 gallons/8-hours/person. 

 

3. Storage of Refuse: After collection of trash from receptacles, trash shall be stored in the following manner: 

 

a. Bags shall be tied shut prior to putting into the dumpsters. 

b. Dumpsters shall be covered at all times. 

c. All refuse shall be removed from the event site within 72 hours. 

 

4. Litter Control: Provide personnel to collect ground litter inside and outside the event areas during the event. In addition, 

provide a plan to ensure that litter does not impact adjacent properties. 

 

5. Recycling: Provide a plan defining what recycling methods will be used at the event (i.e. separating cans, bottles, plastic, etc.) 

 
Acoustical Information 

 

The following information is needed in order to determine whether or not this event will have a significant noise impact on adjacent 

properties. The information is presented in a check off list format to assist you in providing all of the information necessary for an 

adequate review. From this information, event parameters may be defined. Please include your name and daytime phone number in 

case any additional information is needed. If you have any questions, please contact DEHS at (909) 387-4666. 

 

 1. Describe the event with emphasis on all aspects of the event that may generate noise. Include potential noise sources, times 

of day noises may occur, duration, if noises are restricted  to indoor or outdoor areas and if there are plans to change the 

size or intensity of operations. Event shall comply with County Noise Standards, Title 8, Section 87.0905 (b) of the San 

Bernardino County Code. 

 

 2.  Zoning and current land uses of the properties to the north, south, east and west. 

 

 3.  Distances to the adjacent property lines from the onsite noise source. 

 

 4.  What is the noise source (amplifiers, loudspeakers, stage, etc.)? 

 

 5.  Are there any structures or other obstacles that may aid in reducing the noise exposure? 

 

 6.  Provide a facility map (hand drawn is adequate) noting the information in questions 2, 3, 4, and 5. 

 

 7.  Notify surrounding property owners of the event. 

 

 

Temporary Special Event Permit: Approved  Denied   

 

By:  Date:     
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San Bernardino County Land Use Services Department 

Division of Environmental Health Services 

385 North Arrowhead Avenue, San Bernardino, CA 92415-0160 

(909) 387-4666 

 
 

SPECIAL EVENT PORTABLE  

TOILET RECOMMENDATIONS  

 

The following chart can be used to calculate the number of portable toilets necessary for an event. The chart assumes 

there are no fixed facilities, no pumping service is provided, a 50/50 Mix of Men & Women. One unit provides 

approximately 200 uses with 4 hours between uses. Add 40% more if alcohol is served. 
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FIRE AGENCY 

APPLICATION FOR TEMPORARY SPECIAL EVENT PERMIT 

 
Application to operate Special Event in an unincorporated area of San Bernardino County, under the provisions of Section 84.0745 of 

the San Bernardino County Code. 

 

 

Event Date:                              Major Event :  Minor Event:  

 

Ending Date:       

 

Applicant:       

Address:       

Phone Number:       Fax Number:       
 

Business/Organization Sponsoring Event:       

Address:       

 

Name of Event:       

Address of Event:       

 

FIRE PROTECTION AND LIFE SAFETY REQUIREMENTS NEEDED (as checked) 

 

 (a) Site & Vicinity Map 

 

 (b) Event Security Services to be provided (list # and type to be present) 

 

 (c) Fire Emergency / Vehicle Access (show both on site map) 

 

 (d) Event Medical Services to be provided. (Specify all pertinent information, include locations on site map.) 

 
 (e) Fire Protection (Fire Hydrant/Supplemental Water Sources / Weed Abatement/ Flame Proof Canvas Certificates / Fire 

Extinguishers / Combustibles Control. Assure the locations of above applicable items are shown on the site map and 
describe plan to handle any of the above items that apply to the event. 

 

 (f) Communications (show location of public telephones on site map and missing persons contact points on site map. 

Describe public address system or other communications to be used) 

 

 (g) Bonds / Insurance / Certificate / Landowner Permission in writing. 

 

 (h) Overnight Camping (state if overnight camping is associated with the event and sham on site map) 

 

 (i)  Electrical Outlets / Portable Power Cords / Portable Generators (specify where to be used) Evidence of Bldg. & Safety 

Permits and inspection required. 

 

 (j) Food Booths / Concessions Stands (location on site map) Identify individual concessions. 

 

 (k) LPG Tanks (Specify #, location on site map and list gallons per tank 

 

 (l) Emergency Evacuation Procedure Copy (Fire Dept. Approval Required) 
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 (m) Additional Emergency Equipment for on site event, upon request of went coordinator upon evaluation of the fire 

prevention inspector, to provide additional Emergency Equipment dependent on type of hazards or projected need. 

Billing for additional equipment must be paid in advance or billing package after event. Any additional inspections made 

prior to event is a charge of $60.00 per hour. 

 

 (n) Entertainment type (specify if pyrotechnic/special effects to be used) 

   (If Pyrotechnic/Special Effects, need copy of pyro technician's current license, and proof of insurance from pyro 

company. Pyro Tech Company to apply for separate permit, pay fee, and meet the above requirements stated.) 

 

Processing a Minor Event requires 30 day notice and 90 days notice for a major. 

 

AS THE SPONSOR'S DESIGNATED CONTACT PERSON/AGENT, I HAVE REVIEWED THIS COMPLETED APPLICATION 

AND DECLARE UNDER PENALTY OF PERJURY UNDER THE LAWS OF THE STATE OF CALIFORNIA, THAT ALL 

STATEMENTS ARE ACCURATE, COMPLETE AND TRUE. 

 

              

Name Signature Date 

 

 

Temporary Special Event Permit: Approved Denied   

 

By:    Date:  
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PROPERTY OWNER PERMISSION TO UTILIZE PROPERTY  

 
I, ________________________________________________________________________________________________________ 

Hereby give _________________________________________________________________________________ (applicant name)  

Permission to use my property at _______________________________________________________________________ (address) 

Assessor’s Parcel Number _________________________________________________________.__________________________  

During the hours of _________________________________________________________________________________________  

For ______________________________________________________________________________________________________ 

___________________________________________________________________________________________________________

(type of use: parking, staging, vendor booths, alcohol sales, etc) 

As part of the _______________________________________________________________________________ major/minor event  

To take place _________________________________________________________________________________________ (date).   

 

 

______________________________________________  __________________________________________________ 

Signature       Print Name 

Address: 

__________________________________________________ 

__________________________________________________ 

__________________________________________________ 

__________________________________________________ 

 

Phone number  

__________________________________________________ 

__________________________________________________ 
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CHAPTER 84.25  TEMPORARY STRUCTURES AND USES  

 

 

Sections: 

 

84.25.010  Purpose 

84.25.020  Applicability 

84.25.030  Exempt Temporary Structures and Uses 

84.25.040  Structures and Uses Allowed with Temporary Use Permit 

84.25.050  Additional Development Standards 

84.25.060  Interim Operation of Activities Requiring a Conditional Use Permit 

84.25.070  Camping or Occupancy of Temporary Structure Prohibited 

 

84.25.010  Purpose   

 

This purpose of this Chapter is to provide development and use standards for temporary 

structures and uses that might not meet the normal development or use standards of the 

applicable land use zoning district, but may otherwise be acceptable because of their temporary 

nature, and to prohibit the use of vehicles as substitutes for structures unless otherwise allowed, 

permitted, or exempted. The intent of these standards is to minimize the potential incompatibility 

of a temporary structure or use or use of a vehicle in lieu of such structures and to regulate the 

location, operation, and/or duration to protect the public convenience, health, interest, safety, and 

general welfare. 

 

 Adopted Ordinance 4011 (2007); Amended Ordinance 4043 (2008) 

 

84.25.020  Applicability   

 

This Chapter provides development and use standards for structures and uses that fall within the 

categories in Section 85.15.020 (Types of Temporary Use Permits and Review Authorities).  

Regulations for temporary special events are provided in Chapter 84.25 (Temporary Structures 

and Uses). 

 

 Adopted Ordinance 4011 (2007) 

 

84.25.030  Exempt Temporary Structures and Uses 

 

The temporary structures and uses listed in this Section shall be exempt from obtaining a 

Temporary Use Permit.  Temporary structures and uses that do not fall within the following 

categories shall comply with Section 85.15.020 (Types of Temporary Use Permits and Review 

Authorities) 

 

(a) Construction yards - On-site.  On-site contractors' construction yards, for an 

approved construction project.  The construction yard shall be removed immediately 

upon completion of the construction project, or the expiration of the Building Permit 

authorizing the construction project, whichever first occurs. 
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(b) Emergency facilities.  Emergency public health and safety needs/land use activities, 

as determined by the Board. 

 

(c) Events on sites approved for public assembly.  An event on the site of, or within, a 

golf course, meeting hall, religious facility, school, theater, or other similar facility 

designed, and approved by the County for public assembly. 

 

(d) Fund-raising car washes. 
 

(1) Car washes on property within a commercial, industrial, or institutional land use 

zoning district, limited to a maximum of two days per month for each sponsoring 

organization. 

 

(2) Sponsorship shall be limited to educational, fraternal, religious, or service 

organizations directly engaged in civic or charitable efforts, or to tax exempt 

organizations in compliance with 501(c) of the Federal Revenue and Taxation 

Code. 

 

(3) Even though fund-raising car washes are exempt from obtaining a Temporary 

Use Permit, they shall still be conducted in compliance with applicable 

stormwater regulations to minimize potential water quality impacts. 

 

(e) Garage sales.  Garage sales, not to exceed four per year, each of which may not 

exceed three consecutive days. For multi-family dwellings, a maximum of two garage 

sales per calendar year per legal dwelling unit shall be allowed. All other provisions of 

Chapter 84.10 shall apply. 

 

(f) Location filming.  The temporary use of a specific site for the location filming of 

commercials, movies, videos, etc., for the time specified by the Director. Even though 

this use is exempt from a Temporary Use Permit, it does require a Film Permit issued 

by the Inland Empire Film Commission and processed in compliance with County 

Code Section 41.2201 et seq. (Issuance of Filming Permits and Fees). 

 

(g) Public property or public right-of-way.  Construction and maintenance activities 

conducted on public properties that are authorized by an Encroachment Permit issued 

by the Department of Public Works.   

 

 Adopted Ordinance 4011 (2007) 

 

84.25.040  Structures and Uses Allowed with Temporary Use Permit 

 

The temporary structures and uses identified in this Section shall be allowed in any land use 

zoning district subject to the standards in this Section and a Temporary Use Permit issued in 

compliance with Section 85.15 (Temporary Use Permits).  

 

(a) Batch Plants. Batch plants necessary for the construction of major public 

infrastructure improvements provided proper review in compliance with the California 

Environmental Quality Act (CEQA) is completed. 
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(b) Construction yards - Off-site.  Off-site contractors' construction yards, for an 

approved construction project.  The construction yard shall be removed immediately 

upon completion of the construction project, or the expiration of the Building Permit 

authorizing the construction project, whichever first occurs. 

 

(c) Events.  Art and craft exhibits, auctions, carnivals, circuses, concerts, fairs, farmer’s 

markets, festivals, flea markets, food events, open-air theaters, outdoor 

entertainment/sporting events, religious revivals, rummage sales, second hand sales, 

swap meets, and other special events for up to five consecutive days, or four two-day 

weekends, within a 12-month period, allowed only on nonresidential properties. Refer 

to Chapter 85.16 (Temporary Special Event Permits) for specific requirements for a 

Temporary Special Event Permit. 

 

(d) Seasonal holiday sales facilities.  Seasonal holiday sales activities (e.g., Christmas, 

Halloween, Thanksgiving, etc.) including temporary residence/security trailers, on 

nonresidential properties, for up to 45 days.   

 

(1) Date of opening.  A Christmas tree sales facility shall not be open for business 

during any calendar day before Thanksgiving.  Other holiday sales facilities shall 

not be open more than 30 days before the holiday. 

 

(2) Additional permits.  The applicant shall secure an electrical permit if the facility 

is to be energized and the proper permits from the Building Division for any 

temporary structure or shelter. 

 

(3) Fire prevention.  Each Christmas tree/holiday sales facility shall comply with 

fire prevention standards as approved and enforced by the Fire Chief, including 

any burning or open fires or flocking or painting.   

 

(4) Maintenance.  Seasonal holiday sales facilities shall be kept clean and free of 

debris at all times during use of the property. 

 

(5) Merchandise.  A  seasonal holiday sales facility shall not engage in the sale of 

any merchandise not directly associated with the holiday identified by the 

applicant as the basis for the seasonal holiday facility. 

 

(6) Off-street parking.  Public Works shall approve all public access and surfacing 

of the parking area. 

 

(7) Removal of facility.  The seasonal holiday facility shall be removed within 14 

days after Christmas or other holiday. 

 

(e) Temporary occupancy.  A temporary occupancy use shall be located on the same 

parcel or on a contiguous parcel under the same ownership or control as the primary 

construction project, property being protected, or other primary use for which the 

Temporary Use Permit was requested and approved. 
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(1) During construction. 

 

(A) Major development projects.  Temporary structures and property may be 

used during the construction phase of an approved major development 

project (e.g., residential projects with five or more dwelling units or any 

commercial or industrial project).  The structures or property may be used 

as offices or for the storage of equipment and/or tools. 

 

(B) Minor development projects.  An existing dwelling unit or a temporary 

structure and property may be used during the construction phase of an 

approved minor development project (e.g., residential projects with four or 

fewer dwelling units).  The structure or property may be used as a 

temporary residence, an office, or for the storage of equipment and/or tools. 

 

(C) Appropriate conditions.  The permit shall contain reasonable and 

necessary conditions regarding the following matters: 

 

(I) Provisions for adequate ingress and egress. 

 

(II) Provisions for the work to be performed on-site. 

 

(III) Provisions for the storage of asphalt, concrete, and dirt at designated 

sites within the subject property; provided, the applicant furnishes a 

schedule, acceptable to the Director, for the periodic disposal or 

recycling of these materials. 

 

(IV) Provisions designed to minimize potential conflicts between the work 

to be performed on-site and the ordinary business and uses conducted 

within the County. 

 

(D) Length of permit.  The permit may be approved for up to 12 months 

following the issuance of the companion Building Permit, or upon 

completion of the subject development project, whichever first occurs. 

 

(E) Extension of permit.  The permit may be extended by the Director if a 

written request for extension is submitted at least 14 days before expiration 

of the permit and reasonable reasons are provided by the applicant to justify 

the requested extension (e.g., the delay was caused by reasons beyond the 

control of the applicant).  The permit may be extended for up to an 

additional 12 months.   

 

(F) Validity of permit.  A Temporary Use Permit issued in conjunction with a 

construction project shall become invalid upon the occurrence of one of the 

following: 

 

(I) Cancellation of the Building Permit for the approved temporary 

structure or use; or. 
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(II) Completion of the Building Permit for the approved temporary 

structure or use; or 

 

(III) Expiration of the time for which the approval has been granted. 

 

(G) Condition of site following completion.  All temporary structures and 

related improvements shall be completely removed from the subject site 

following expiration of the Temporary Use Permit or within 30 days of 

completion of the development project, whichever first occurs. 

 

(2) Property protection by security personnel.   

 

(A) Temporary residential structures shall be allowed for security personnel 

engaged in the short-term protection of: 

 

(I) Legally established and permitted commercial, commercial 

agricultural, industrial or institutional uses; or  

 

(II) Construction projects that have current and valid permits issued by the 

Building and Safety Division.   

 

(B) A Temporary Use Permit for a temporary residential structure for security 

personnel shall not be granted or extended for a period of time to exceed 

five years after the date the Temporary Use Permit was first issued.  If a 

structure is needed for a longer term than three years, a caretaker's residence 

shall be established in compliance with the applicable land use zoning 

district and Section 84.01.040 (Commercial and Industrial Accessory 

Structures and Uses).   

 

(f) Temporary outdoor storage or sales.  Interim operation of an exterior storage area 

or short-term exterior sales display area.  Provisions regulating seasonal sales lots are 

in Section 84.25.040 (d) (Seasonal Sales Lots.) 

 

(g) Temporary sale offices/model homes.  

 

(1) Model homes.  A model home or model home complex may be authorized 

before the completion of subdivision improvements in compliance with the 

following standards. 

 

(A) The sales office and any off-street parking shall be converted back to 

residential use and/or removed before the issuance of the Final Occupancy 

Permit or within 14 days from the close of escrow of the last parcel in the 

subdivision, whichever first occurs. 

 

(B) The model home complex shall be used to sell only units within the 

development within which the complex is located. 
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(C) Model home permits and model home sign permits will be finaled and the 

model homes will be allowed to be open to the public only after all required 

bonding has been accomplished and accepted by the County and a 

Temporary Use Permit has been issued. 

 

 (D) At least one model home shall be fully landscaped with drought tolerant 

xeriscape materials.  

 

(E) The review authority may require other conditions of approval deemed 

necessary to protect the public health, safety, and general welfare of persons 

residing or working in the neighborhood. 

 

(2) Real estate sales offices.  A temporary real estate sales office (modular 

structure) may be established within the area of an approved subdivision, solely 

for the first sale of homes.  An application for a temporary real estate office may 

be approved for a maximum of 12 months from the date of approval. 

 

(3) Temporary on-your-lot builder model home/sales office.  Single-family 

dwelling unit when used as a temporary sales office and model home for the sale 

of construction services to build single-family residential units on vacant lots, 

subject to the following:   

 

(A) Activities restricted to construction services and related sales of vacant 

lots.  The on-your-lot builder model home/sales office shall be used only for 

the sale of construction services to build single-family residential dwelling 

units on vacant lots and related real estate sales.  Real estate sales shall be 

limited to the sale of vacant lots in conjunction with the sale construction 

services for the same lot.  Real estate sales shall be an accessory and 

subordinate use to the primary use of construction service or sales. 

 

(B) Inspection annually by Fire Department.  An annual inspection shall be 

made by the Fire Department in order to ensure compliance with conditions 

of approval of the Temporary Use Permit. 

 

(C) Location of structure.  The on-your-lot builder model home/sales office 

structure shall be located fronting on a roadway designated by the General 

Plan in the Circulation and Infrastructure Element as one of the following:   

 

(I) Major Arterial Highway.  

 

(II) Major Divided Highway.  

 

(III) Major Highway. 

 

(IV) Secondary Highway.  

 

(V) Mountain Major.  
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(VI) Mountain Secondary. 

 

(D) Parking.  A minimum of two paved and two other alternate parking spaces 

shall be provided.  The Fire Chief shall approve alternate parking spaces 

subject to surfacing requirements and possible alternate locations (e.g., on-

street parking) where it is deemed necessary and appropriate. 

 

(E) Pennants, flags, and signs.   

 

(I) Freestanding or monument sign.  Only one accessory freestanding or 

monument sign shall be allowed and it shall neither exceed 32 square 

feet nor 12 feet in height.  The sign shall only be allowed on the same 

lot as the model home/sales office and shall be kept in good repair.  A 

freestanding sign shall maintain a minimum clearance of eight feet 

between the bottom edge of the sign and the ground.  The leading edge 

of a freestanding sign shall be no closer than one foot from the planned 

right-of-way.  Signs shall comply with the provisions of Chapter 83.13 

(Sign Regulations) that are not in conflict with this Subsection.   

 

(II) Open house sign and pennants.  One "open house sign" no larger 

than 24 inches by 18 inches on poles no higher than four feet may be 

displayed.  No more than two pennants shall be displayed.  Pennants 

shall be no greater than two feet by three feet and shall be mounted on 

poles no higher than four feet.  Hours of open house sign and pennant 

flag displays shall be no earlier than sunrise and no later than sunset. 

 

(III) Flags.  Also, each site shall be allowed to have a maximum of four 

flags that are each a maximum 12 square feet in area and a maximum 

12 feet in height.  Flags shall be maintained in good repair.  For the 

purpose of this Section, this shall mean no weathered, faded or tattered 

flags are allowed. 

 

(IV) Prohibited signs.  Other than as allowed by this Section, moveable or 

portable signs, off-site directional signs, plastic banners, balloons, 

streamers, propellers, or other similar apparatus that are primarily 

placed and intended to attract the attention of the general public shall 

not be allowed. 

 

(F) Performance bond.  A bond shall be required to ensure removal of any 

signs or flags and to reconvert, where necessary, any garage conversion. 

 

(G) Xeriscape.  The model home shall be fully landscaped with drought-

tolerant xeriscape materials. 
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(H) Transfer of permit.  A Temporary Use Permit for an on-your-lot builder 

model home/sales office may be transferred to another party.  A transfer 

shall not entitle the new owner to use the Temporary Use Permit for a 

longer time period than five years from the issuance of the original permit.  

The Code Enforcement Division shall be notified of any transfer of 

ownership. 

 

(I) Agreement to terminate a temporary use.  Before the issuance of the 

Temporary Use Permit for the first year and as a condition of the permit 

approval, the permittee shall enter into an agreement with the County, 

which shall be recorded in the Official Records of the County by the County 

Recorder.  The agreement shall establish the responsibility of the permittee 

to comply with the provisions of this Chapter.  This will include 

acknowledgement that the permittee shall terminate the model home/sales 

office no later than five years from the date of the initial permit and shall 

restore the structure to a use allowed by the current land use zoning district 

in which the subject property is located. 

 

(h) Temporary nonresidential structures.  A temporary structure, including a 

manufactured or mobile unit, used to provide temporary office, retail, meeting, 

assembly, wholesale, manufacturing and/or storage space, may be approved for a 

maximum of 12 months from the date of approval, as an accessory use for 

commercial, commercial agricultural, industrial, or institutional uses or as the first 

phase of a development project.   

 

(1) The Building Official shall determine that the proposed use complies with the 

development standards in Division 2 (Land Use Zoning Districts and Allowed 

Land Uses) and Division 3 (Countywide Development Standards) including: 

 

(A) Adequate access, circulation, and parking.  

 

(B) Appropriate buffering from abutting uses.  

 

(C) Fencing.  

 

(D) Landscaping.  

 

(E) Lighting.  

 

(F) Signage.  

 

(2) Under exceptional or extraordinary circumstances, a Temporary Use Permit for 

temporary nonresidential structures may be extended beyond the 5-year 

limitation at the discretion of the review authority. 

 

(i) Temporary work trailers.  A trailer or mobile home used as a temporary work site 

for employees of a business; provided, that: 
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(1) The use is authorized by a Building Permit for the trailer or mobile home, and the 

Building Permit for the permanent structure; 

 

(2) The use is appropriate because: 

 

(A) The trailer or mobile home will be in place during construction or 

remodeling of a permanent commercial or manufacturing structure for a 

maximum of 12 months, or upon expiration of the Building Permit for the 

permanent structure, whichever first occurs; or 

 

(B) The applicant has demonstrated that the temporary work site is a short-term 

necessity for a maximum of 12 months, while a permanent work site is 

being obtained; and 

 

(3) The trailer or mobile home is removed before final building inspection or the 

issuance of a Certificate of Occupancy for the permanent structure. 

 

(4) A Temporary Use Permit issued in conjunction with a construction project shall 

become invalid upon: 

 

(A) Cancellation of the Building Permit for the approved temporary structure or 

use; or  

 

(B) Completion of the Building Permit for the approved temporary structure or 

use; or 

 

(C) Expiration of the time for which the approval has been granted. 

 

(j) Temporary signs.  See Section 83.13.070 (Temporary Signs).  

 

(k) Temporary transportable treatment units (TTTU).  Temporary Transportable 

Treatment Units (TTTU) used for treating hazardous waste or groundwater 

contamination.   

 

(1) Temporary transportable treatment units shall only be allowed in either of the 

following instances: 

 

(A) The site where a TTTU will be located and operated complies with the 

siting criteria and procedures identified in the San Bernardino County 

Hazardous Waste Management Plan; or 

 

(B) The Chief of Environmental Health Services Division determines that the 

proposed TTTU use does not create additional health risks as demonstrated 

by a site-specific health risk assessment and a Certificate of Land Use 

Compliance is issued and recorded in compliance with Chapter 85.05 

(Certificate of Land Use Compliance). 
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(2) A Temporary Use Permit issued in conjunction with a TTTU shall become 

invalid upon the occurrence of one of the following: 

 

(A) Violation of a permitting requirement; or 

 

(B) Completion of the project; or 

 

(C) Expiration of the time for which the approval has been granted. 

 

(3) The Environmental Health Services Division shall conduct an annual inspection 

in order to ensure compliance with any conditions of approval. 

 

(4) A Temporary Use Permit for a temporary transportable treatment unit shall not 

be granted or extended for a period of time to exceed five years after the date the 

Temporary Use Permit was first issued.   

 

(l) Similar temporary activities.  A temporary activity that the Director determines is 

similar to the other activities listed in this Section and compatible with the applicable 

land use zoning district and surrounding land uses. 

 

 Adopted Ordinance 4011 (2007) 

 

84.25.050  Additional Development Standards 

 

(a) Additional standards.  In addition to the standards in Section 85.15.020 (Types of 

Temporary Use Permits and Review Authority), above, the Director shall establish the 

following additional standards for a proposed temporary structure or use, using the 

requirements of the applicable land use zoning district, Division 3 (Countywide 

Development Standards), and Division 4 (Standards for Specific Land Uses and 

Activities) for guidance: 

 

(1) Structure and property development improvements.  Access, floor areas, 

heights, landscaping, off-street parking, setbacks, signs, utilities, and other 

structure and property development improvements and features; 

 

(2) Removal of the activity and site restoration.  Measures for removal of the 

activity and site restoration, to ensure that no changes to the site would limit the 

range of possible future land uses otherwise allowed by this Development Code.  

Performance security may be required before installation of the temporary 

structure or initiation of the temporary use to ensure cleanup after the structure is 

removed or the use is finished in compliance with Section 86.06.050 

(Performance Guarantees); and 

 

(3) Time limitation.  Limitation on the duration of an approved "temporary 

structure," to a maximum of 12 months, so that it shall not become a permanent 

or long-term structure. 
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(b) Display of permit and approvals.  A valid Temporary Use Permit shall be 

prominently displayed so that it is visible at all times from the exterior of the permitted 

structure or use and available for inspection.  A permitted temporary structure shall 

provide evidence of approval by the State Department of Housing and Community 

Development as required by the Health and Safety Code or the U.S. Department of 

Housing and Urban Development, where applicable. 
 

(c) Other regulations.  Installation of a permitted structure or use shall comply with the 

requirements and regulations of the Department and the following: 
 

(1) Development Code. 
 

(2) Building and Safety Division. 
 

(3) Fire Department. 
 

(4) Environmental Health Services Division. 
 

(5) Applicable State and Federal regulations. 
 

 Adopted Ordinance 4011 (2007) 
 

84.25.060  Interim Operation of Activities Requiring a Conditional Use Permit   
 

(a) Interim operation of activities requiring a Conditional Use Permit.  A Temporary 

Use Permit may be issued for the interim operation of any use requiring a Conditional 

Use Permit for a period of time not to exceed 12 months, provided the Temporary Use 

Permit does not authorize the construction or establishment of new permanent 

structures and the review authority makes the findings required for approval of a 

Conditional Use Permit in compliance with Chapter 85.06 (Conditional Use 

Permit/Minor Use Permit).   
 

(b) Concurrent application filing.  The Temporary Use Permit application shall be filed 

concurrently with an application for Conditional Use Permit, where appropriate. 
 

 Adopted Ordinance 4011 (2007) 
 

84.25.070  Camping or Occupancy of Temporary Structure Prohibited 
 

(a) Prohibited use. It shall be unlawful to place, install, build, maintain, use, or occupy 

any temporary structure on any parcel of real property subject to the provisions of this 

Development Code for the purpose of camping, dwelling, maintaining or establishing 

temporary or permanent residency unless such placement, installation, construction, 

maintenance, use, or occupancy is first authorized by a Temporary Use Permit, Special 

Event Permit, or other land use approval required by this Development Code. 
 

(b) Applicability. This section shall apply to the following temporary structure: 

 

(1) Any tent, lean-to, box, or other make-shift building or enclosure constructed of 

any material for which no building permit has been issued and no Temporary Use 

Permit, Special Use Permit, or other land use approval has been granted; 
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(2) Any vacant building, temporary or permanent, deemed substandard pursuant to 

Health and Safety Code Section 17920.3 and Sections 63.063 or 63.064 of Title 6 

of the San  Bernardino County Code; and 
 

(3) Any building under construction and unfinished, regardless of whether or not 

building, (plumbing, etc.) permits have been issued. 
 

(c) Camping in Vehicle Prohibited. It shall be unlawful to place, maintain, use, or 

occupy any vehicle on any parcel of real property for the purpose of camping, 

dwelling, or maintaining, or establishing a temporary or permanent residency unless 

such placement, maintenance, use, or occupancy is authorized pursuant to this chapter. 
 

(d) Vehicle applicability. This subsection shall apply to the following vehicles: 
 

(1) All recreational motor vehicles; 
 

(2) Recreational towed vehicles; 
 

(3) Mobile homes; 
 

(4) Commercial coaches;  
 

(5) Office trailers; 
 

(6) Park trailers; 
 

(7) Passenger vehicles; 
 

(8) Trailers; 
 

(9) Campers; and  
 

(10) Commercial vehicles. 
 

(e) Notice to Abate  
 

(1) The Director may issue to any person occupying any structure or vehicle 

prohibited in violation of this Section a notice, including an order to vacate the 

structure or vehicle after 30 days of the date of the notice. 
 

(2) If deemed necessary by the Director to prevent or remedy an immediate threat to 

health and safety of the public or occupants of the structure, the Director may 

issue any person occupying any structure or vehicle prohibited in violation of this 

Section an order to vacate the structure or vehicle with less than 30 days notice; 

or institute any appropriate action or proceeding to prevent, restrain, correct, or 

abate the violation or nuisance.  

  

Adopted Ordinance 4043 (2008) 
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Operators of Swap Meets, Flea 
Markets, or Special Events
If you operate a swap meet, flea market, or special event in California, state law 
requires you to document, in writing, the seller’s permit status of all people 
who sell at your event. You should not rent space to sellers unless they give you 
the written documentation described in this publication. 

What is a swap meet, flea market, or special event?
In this context, a swap meet, flea market, or special event is any event where:

• Two or more people or businesses offer merchandise for sale or  exchange, and 

• Prospective sellers are charged a fee for space rental or prospective buyers are 
charged an admission fee.

You must obtain specific written documentation from sellers
Information requirements depend on the seller’s status.

Vendors who must hold a seller’s permit 

People who sell new or used merchandise in California, including handcrafts, 
are generally required to hold a seller’s permit. Vendors who are required to 
hold permits must give you, in writing, their name and seller’s permit number 
(a typical permit number begins with the letters SR followed by two or three 
more letters and an eight- or nine-digit number, for  example: SR-KHE-12-345678 
or SR-AR-100-987654). Although it is not required, you may wish to obtain a 
copy of each vendor’s seller’s permit for your files. 

Sellers who are not required to hold a seller’s permit

Certain sellers at your event may not be required to hold a seller’s permit. Those 
sellers must:

• Provide you, in writing, their name, address, telephone number, and driver 
license number (or state ID number), along with the name of the issuing state; 
and 

• State, in writing, that they do not need a seller’s permit because: 

1. They are an occasional seller;

2. All of their retail sales are tax exempt;

3. They sell only items purchased from section 6015 retailers; or 

4. They are a qualified itinerant vendor.

Sellers who fall under conditions 2, 3, or 4 must describe the items they sell and 
state that they do not have to pay tax on those sales.

Vendors who make only exempt sales. Some sellers are not required to hold a 
seller’s permit because all of their sales are exempt from sales and use tax. For 
example, vendors who sell only fresh produce or other cold food products “to 
go” do not need seller’s permits. However, cold food vendors do need a seller’s 
permit if they sell:

www.boe.ca.gov
www.boe.ca.gov/elecsrv/efile.htm
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1. Food to be consumed in places where admission is charged, 

2. Carbonated or alcoholic beverages, or 

3. Provide tables, chairs, counters, or other dining facilities for their customers.

Occasional sellers. Due to the number, scope, and character of their selling activities, some vendors 
are not considered to be in the business of selling merchandise and are not required to hold a seller’s 
permit. For example, a person who occasionally clears the family garage of used items and sells only 
those items could qualify as an occasional seller.

Vendors who sell products purchased from section 6015 retailers (multilevel marketing  retailers). 
Some sellers are not required to hold a seller’s permit because they sell only products purchased 
from dealers we have approved as section 6015 retailers. For example, people who sell new Avon or 
Tupperware usually buy those items from section 6015 retailers (see “Section 6015 Retailer” informa-
tion on BOE-410-D, Swap Meets, Flea Markets, or Special Events Certification, discussed below). 

Qualified itinerant vendors. From April 1, 2010, through December 31, 2011, some U.S. veterans are 
considered “qualified itinerant vendors” and are the consumers of the products they sell under cer-
tain conditions. As consumers, qualified itinerant vendors are not required to hold a seller’s permit. 
There are some exceptions. Itinerant veteran vendors who are engaged in the catering or vending 
machine business, or who sell alcoholic beverages or single items for more than $100, are generally 
required to obtain a seller’s permit. For additional information, you may refer to Special Notice, New 
Legislation to Affect Certain Veterans. If vendors at your event are not sure whether they need a seller’s 
permit or whether their sales are taxable, they should contact our Taxpayer Information Section for 
help at 800-400-7115, weekdays from 8:00 a.m. to 5:00 p.m. (Pacific time), except state holidays.

Form available for your use 
For your convenience, a BOE-410-D, Swap Meets, Flea Markets, or Special Events Certification, may be 
used for individual seller documentation. The form is available on our website, or you may contact 
our Taxpayer Information Section. If you choose not to use the form, please be sure that you still 
obtain all of the required seller information, in writing. 

Maintaining adequate records
You must retain copies of seller verification documents for at least four years.

Our representatives visit both weekday and weekend events to verify compliance
Our representatives periodically visit selling events to verify that operators have complied with the 
legal requirements described in this publication. The representatives may also check to see that ven-
dors making taxable sales are displaying their seller’s permits as required by law.

We may require you to provide seller information
We may ask you to provide lists of all sellers who conduct activities on premises you own or control. 
You must supply the lists or copies of individual seller verification documents within 30 days of our 
written request. We will verify the information you provide and let you know if any of the vendors 
at your event incorrectly represented their seller’s permit status. You should not rent space to those 
vendors until we notify you that they hold a valid seller’s permit. 

Seller’s permit verification services available
To verify whether a vendor has a valid seller’s permit, you can use our website under “Verify a 
Permit or License” (you must have the seller’s permit number that you want to verify). You may also 
call 888-225-5263. To verify a seller’s permit by telephone you’ll need the permit number, business 
name, business address, and business owner’s name. 

www.boe.ca.gov/pdf/boe410d.pdf
www.boe.ca.gov/news/pdf/l251.pdf
www.boe.ca.gov/pdf/boe410d.pdf
https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
https://efile.boe.ca.gov/boewebservices/verification.jsp?action=SALES
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Additional form helps cities and counties receive tax for needed services
We may ask you to provide copies of a BOE-530-B, Local Tax Allocation for Temporary Sales Locations 
and Certain Auctioneers, to registered sellers whose businesses are registered outside the city where 
you are holding your event. While you are not required to distribute this form, doing so helps ensure 
that the city or county where your event is held receives the local sales tax it is due. 

Lack of compliance may result in penalties
If you do not comply with the state law summarized in this publication (Revenue and Taxation Code 
section 6073), you may be required to pay a penalty of up to $1,000 for each offense. 

Note: This publication summarizes the law and applicable regulations in effect when the publication was 
written, as noted on the cover. However, changes in the law or in regulations may have occurred since 
that time. If there is a conflict between the text in this publication and the law, the application of tax will be 
based on the law and not on this publication. 

www.boe.ca.gov/pdf/boe530b.pdf


BOE-410-D (FRONT) REV. 5 (12-02) STATE OF CALIFORNIA

SWAP MEETS, FLEA MARKETS, OR BOARD OF EQUALIZATION
SPECIAL EVENTS CERTIFICATION

People who sell merchandise in California are generally required to hold a seller’s permit.

You may not sell at this event unless you have a seller’s permit or are not required to hold a permit. You are required to have a permit
if you are selling, even temporarily, new or handcrafted items or used items you purchased for the purpose of reselling to others. You are
not required to hold a permit if you are only making “occasional” sales, selling products that are not taxable when sold at retail, or selling
on behalf of a section 6015 retailer.

Seller’s permits can be obtained at any local Board of Equalization office at no cost to you. To find a Board office near you, call our Information
Center at 800-400-7115 or check our website at www.boe.ca.gov. Permit applications can also be found online at www.boe.ca.gov/sutax/
sutprograms.htm. If you obtain a temporary seller’s permit, the business address on your temporary permit should be the address of the
temporary selling location and the mailing address should be your permanent place of business or residence.

Occasional and Nontaxable Sales - Occasional sellers are usually people who are not required to hold a seller’s permit because they will
not be making a series of qualifying sales. A person who has cleared their garage of used items accumulated for their own use and who
sells only those items would usually qualify as an occasional seller, provided they make sales no more than twice in a 12-month period.
Some sellers who make only nontaxable sales are also not required to hold seller’s permits. Examples include sellers of fresh produce or
other cold food products sold “to go.” Please note, however, some food sales are taxable, including sales of food for consumption in places
where admission is charged.

Section 6015 Retailers - Revenue and Taxation Code section 6015 relieves certain individuals of the requirement to obtain a seller’s permit
when: (1) the product supplier is a Board approved section 6015 retailer, (2) the product supplier reports and pays tax on the actual “retail
selling price,” (3) the individual is selling only those items purchased from the section 6015 retailer, and (4) the individual provides the name
of the product supplier. Typical section 6015 retailers include multi-level marketing retailers that solicit sales through a network of individual
salespeople/representatives (e.g., Avon, Tupperware).

Verification of a seller’s status is required by law. Please complete all four sections of this form. Please print.

EVENT NAME AND PLACE

EVENT DATE(S) TABLE/BOOTH/LOCATION ID#

OWNER’S NAME

MAILING ADDRESS (street number or P.O. box)

(city, state and zip code) TELEPHONE NUMBER

TYPE OF BUSINESS, DESCRIPTION OF ITEMS TO BE SOLD/DISPLAYED

(            )

I hold a valid seller’s permit. My number is: S

No sales of tangible personal property are being made or solicited at this event.

I am not required to hold a seller’s permit because:
My retail product sales are not subject to tax My sales are exempt occasional sales

I sell on behalf of a section 6015 retailer 

The above statements are certified to be correct to the best knowledge and belief of the undersigned.

NAME (typed or printed) TITLE

SIGNATURE DATE

See reverse for disclosure information.

1. EVENT INFORMATION

2. VENDOR/EXHIBITOR INFORMATION

3. STATUS — Check appropriate boxes, and provide requested information

4. CERTIFICATION — Partners/additional sellers, complete a separate copy of this form

✍

DRIVER LICENSE NUMBER OR STATE ID NUMBER AND STATE



Sales and Use Tax Privacy Notice

Information Provided
to the Board of Equalization

We ask you for information so that we can administer the state’s sales and use tax laws (Revenue and Taxation Code
sections 6001-7176, 7200-7226, 7251-7279.6, 7285-7288.6). We will use the information to determine whether you
are paying the correct amount of tax and to collect any amounts you owe. You must provide all of the information we
request, including your social security number (used for identification purposes [see Title 42 U.S. Code
sec.405(c)(2)(C)(i)]).

What happens if I don’t provide the information?

If your application is incomplete, we may not issue your seller’s permit or use tax certificate. If you do not file complete
returns, you may have to pay penalties and interest. Penalties may also apply if you don’t provide other information we
request or that is required by law, or if you give us fraudulent information. In some cases, you may be subject to
criminal prosecution.

In addition, if you don’t provide information we request to support your exemptions, credits, exclusions, or adjustments,
we may not allow them. You may end up owing more tax or receiving a smaller refund.

Can anyone else see my information?

Your records are covered by state laws that protect your privacy. However, we may share information regarding your
account with certain government agencies. We may also share certain information with companies authorized to
represent local governments.

Under some circumstances we may release to the public the information printed on your permit, account start and
closeout dates, and names of business owners or partners. When you sell a business, we can give the buyer or other
involved parties information regarding your outstanding tax liability.

With your written permission, we can release information regarding your account to anyone you designate.

We may disclose information to the proper officials of the following agencies, among others:

• United States government agencies: U.S. Attorney’s Office; Bureau of Alcohol, Tobacco and Firearms; Depts. of
Agriculture, Defense, and Justice; Federal Bureau of Investigation; General Accounting Office; Internal Revenue
Service; Interstate Commerce Commission

• State of California government agencies and officials: Air Resources Board; Dept. of Alcoholic Beverage Control;
Auctioneer Commission; Dept. of Motor Vehicles, Employment Development Department; Energy Commission;
Exposition and Fairs; Dept. of Food and Agriculture; Board of Forestry; Forest Products Commission; Franchise
Tax Board; Dept. of Health Services; Highway Patrol; Dept. of Housing and Community Development; California
Parent Locator Service

• State agencies outside of California for tax enforcement purposes

• City attorneys and city prosecutors; county district attorneys, police and sheriff departments.

Can I review my records?

Yes. Please contact your closest Board office (see the white pages of your phone book). If you need more information,
you may contact our Disclosure Officer in Sacramento by calling 916- 445-2918. You may also want to obtain publication
58-A, Inspecting and Correcting Your Records. You may order a copy from our Information Center: 800-400-7115 or
download it from the Internet: www.boe.ca.gov (look under “Forms and Publications”).

Who is responsible for maintaining my records?

The deputy director of the Sales and Use Tax Department, whom you may contact by calling
916-445-6464 or writing at the address shown.

Deputy Director, Sales and Use Tax Department MIC:43
450 N Street
Sacramento, CA 95814

BOE-324-SUT REV. 1 (2-03)
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T his booklet has been developed to assist you, the food  
service operator, in operating a temporary food facility in 
a safe and sanitary manner, while complying with the    
requirements of the California Health and Safety Code and 
Riverside County Codes. 
While the same food handling and sanitation practices   
apply at a temporary food facility as they would at a    
permanent food facility, there are some differences.  
A temporary food facility usually consists of a fully        
enclosed tent or booth that is constructed for the duration 
of the event.  Temporary food facilities may only operate  
in conjunction with community events, swap meets, or 
certified Farmer’s Markets that are approved by this       
Department.  Community events must be sponsored by an 
organizer and have prior approval from all applicable city 
and county departments.  Events that do not have these 
approvals will be limited to permitted mobile food facilities 
only. 

 
 
 

 
 
 
 
 
 
 
 

 
We hope this guide will help make           

your event a great success! 
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POTENTIALLY HAZARDOUS FOODS -  foods that are     
perishable and can cause illness  if they are not kept hot 
or cold enough to keep bacteria from growing on and in 
them. 
 

TEMPORARY FOOD FACILITY - a food facility approved by 
the  local enforcement agency that may be easily taken 
down for storage or for transportation, and assembled to 
its original integrity at a different location, is easily     
movable, and operates at a fixed location for the duration 
of an approved COMMUNITY EVENT...  

 

COMMUNITY EVENT - an event that is of a civic, political,   
public, or educational nature, including state and county 
fairs, city festivals, circuses, and other public gathering 
events approved by the local enforcement agency. 

 

In Riverside County a COMMUNITY EVENT is further     
broken down into the following categories: 

 

• OCCASIONAL EVENT - a COMMUNITY EVENT where      
TEMPORARY FOOD FACILITIES operate at a specific 
site for no more than 3 days in a 90 day period.  
 

• TEMPORARY EVENT - a COMMUNITY EVENT where       
TEMPORARY FOOD FACILITIES operate at a specific 
site for no longer than 25 days within a 90 day period. 
(This includes street fairs, the Farmer’s Fair, Indio Date      
Festival, etc.) 

 

DEFINITIONS 
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Every temporary food facility at a community event must 
have a valid Health Permit for that event. The permits are 
only valid for the specified site and dates.  In most cases 
the event organizer will purchase a permit for all the food 
booths at their event. This is called a blanket permit     
because one permit covers all of the temporary food 
booths.   
On occasion, the event organizer will require the       
individual booths to obtain their own permit for the event. 
The event organizer must meet with the local       
Environmental Health office to discuss the details of the 
event and to purchase an “Event Organizer” Permit.   

 

All permits must be obtained a minimum of                   
two weeks prior to the start of the event. 

 

Permit Requirements for            
Temporary Food Facilities 

**For more information on blanket permit fees that cover multiple 
vendors at a community event, contact your local Environmental 

Health office or view a current copy of informational bulletin 91-01B 
“Permit Fees For Community Events” on our website, 

www.rivcoeh.org 
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Unpackaged food must be stored, prepared and held for 
sale inside of a fully enclosed area. Typically, this means a 
food booth complete with a solid roof (such as a canvas 
canopy) and four walls (walls can be screening of 16 mesh 
or finer). Screening must cover pass-through windows and 
other openings to minimize the entrance of insects and 
food contaminants. Acceptable flooring would be sealed 
plywood, tarps, or clean asphalt.  
If all of your food and beverages are pre-packaged, and 
you do not conduct any preparation, a fully enclosed booth 
is not required but some form of overhead protection must 
be in place over all food storage areas.  Contact your local 
Environmental Health office for details. 

The business name must be displayed at the booth in         
letters that are at least 3 inches high. The name of the 
owner, city, state, and zip code must be displayed in            
letters/numbers (at least 1 inch high) at each operating 
location. 

How should my Temporary Food             
Facility be constructed? 

CANOPY 

16 MESH SCREEN 

WOOD OR       
PLASTIC WALLS 

15” X 18” 

FOOD SERVICE  

OPENINGS 

   

        

Note: Live animals and birds are not allowed inside                               
or within 20 feet of the temporary food facility. 



6 

Setting Up Equipment for a  

Temporary Food Facility 
 

Cooking Equipment 
• Gas fired cooking equipment, such as barbecues, are       

required by Riverside County Fire Department to be     
outside of the temporary food facility and have a   
minimum of four (4) feet of clearance between the 
equipment and the public. These pieces of equipment 
may not be under any type of overhang. 

• All other types of cooking equipment shall remain     
inside the temporary food facility unless the local  
building and fire codes prohibit cooking inside. 

Food Holding and Storage 
• Hot holding equipment, such as chaffing dishes and 

steam   tables, shall be placed so that they are a   
minimum of three (3) feet away from the pass through 
windows. 

• General food storage shall be placed a minimum of six 
(6) inches off the ground.  Open foods shall be stored 
within food grade containers. 

Food Contact Surfaces 
• All food contact surfaces shall be made of durable and 

easily cleanable food grade materials. 

Lighting 
• Adequate, covered lighting shall be provided for all 

events that occur at dusk or at night to ensure safe 
food handling and for cleaning purposes. 

Waste Disposal 
• All liquid waste must go to an approved 

sanitary sewer system.  
• Solid waste must be stored in leak 

proof containers and disposed of     
properly. 
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All temporary food facilities that prepare food must have a 
three (3) compartment sink where they can wash, rinse,  
and sanitize their utensils. The sink must provide potable 
water and have the following: 

• drain boards  

• overhead protection  

• HOT and COLD running water from a mixing valve 
**For events of three (3) days or less alternate methods may be 
approved by the local enforcement agency. 

 

 

 

 

 

 

 

 

 
Up to four (4) temporary food facilities may share a     
common utensil washing area if it is centrally located and 
adjacent to all of the sharing facilities. A potable water 
supply of twenty gallons per booth must be provided for 
utensil washing. This amount does not include water for 
food preparation. All liquid waste must be captured in a 
waste tank that is at least 50% greater in size than the 
fresh water supply.   

Warewashing  

Requirements 

 

Example: 20 gallon potable supply = 30 gallon waste tank  

**It may be in your best interest to stock additional utensils that 
can be used when utensil washing may not be readily available. 

Mobile 3-compartment sink 
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How to clean and sanitize utensils using a 3-compartment sink 
 

Detergents are used to clean prior to sanitizing. Chemical   
sanitizers eliminate bacteria from a clean utensil.   

Approved chemical sanitizers include:  

• Quaternary ammonium at 200 ppm for 60 seconds. 

• Iodine at 25 ppm for 60 seconds. 

• Chlorine (ie. bleach) at 100 ppm for 30 seconds.               
Sanitizer testing materials should be available to test 
chemical levels.  
 

**If chlorine bleach is used, it must be a GERMICIDAL bleach. 
Scented laundry bleach does not function well as a utensil      
sanitizer.  
 

 

Mobile Food Preparation Units 
Mobile food preparation units, or food trailers, may operate 
at community events but have some additional         
requirements to consider. In addition to the general food 
protection, personal hygiene, and sanitizing required of all 
food operations; food trailers must provide proper        
connections to fresh water and waste water collection   
containers.   
• Freshwater supply lines (hoses designed for  potable  

water) are usually white with a blue stripe. These hoses 
must be stored in a clean and sanitary manner.  

• Waste water hoses should be black so they will not be 
mistaken for freshwater lines.   

• All connections must be tight and leak–free. 

1. WASH... in hot, soapy water in the first compartment. 

2. RINSE... utensils in warm, clear water in the second compartment. 

3. SANITIZE... utensils in the third compartment with an approved chemical    
sanitizer 

4. AIR DRY... utensils.  DO NOT use a cloth or paper towel as this may            
re-contaminate the utensil 
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Handwashing 
Hands should be washed frequently with soap and water. 
• A hand washing sink must be available in each       

temporary food facility, and be provided with HOT and 
COLD water from a  mixing valve.    

• Temporary food facilities that operate for three (3) 
days or less may use a container that is able to provide 
a continuous stream of 100oF potable water instead of 
a traditional handwash sink. This setup must allow 
both hands to be free for vigorous rubbing with soap 
and water for at least ten to fifteen (10-15) seconds.  

• Liquid soap in a dispenser and paper towels must be      
provided at each handwash sink or station. Wastewater 
must be collected and emptied into an approved sewer 
system.   

 

Personal Hygiene 
Food workers must practice good personal hygiene.     

• Clothing should be clean and long hair confined.  

• Hands and forearms should be free of skin injuries.  
• Bare hand contact with foods should be 

avoided, particularly when handling ready-to-
eat foods.  Disposable gloves may be used but 
must be changed as often as hands should be 
washed.  Also, hands must be washed in      
between each change of gloves.  

• Hand sanitizers are allowed, but are not a replacement 
for handwashing.   

• Smoking near outside BBQ’s or within the food booth is 
prohibited.   

• No employees shall be sick while working the event. 

Employee Hand Washing  

and Personal Hygiene 
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Cold Holding 
Potentially Hazardous Foods may be held at a temperature 
of 45°F for up to twelve (12) hours during the operating 
day but must be discarded in a sanitary manner at the end 
of the day. 

Hot Holding 
Hot Potentially Hazardous Foods must be held at or above 
135°F at all times.  At the end of the business day any food 
left over must be disposed of in a  sanitary manner. 
**Hot foods may not be cooled and stored for later use. 

Thermometers 
Probe thermometers should be used to check temperatures 
often.  Make sure they are available at the temporary food 
facility  

General Food Storage 
All food shall be stored in approved food grade containers 
with lids. All food storage shall be a minimum of six (6) 
inches off the ground at all times. Food should be stored so 
that it is adequately protected at all times from        
contamination, exposure to the elements, access of        
rodents and other vermin, as well as temperature abuse. 
Ice is Food 
Ice is considered to be a food, so ice for  
drinks and snow cones, etc. should be stored 
in approved containers safely away from ice 
used for food storage and cooling. Ice should 
be protected from contamination at all times. 

Restrooms 
All temporary food facilities must be located within 200 feet 
of the restrooms. Restrooms must be equipped with hot 
and cold running water, liquid soap and paper  towels. 

Temperature Control  

and Storage of Food 
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Food Preparation,  

Source And Labeling 
 

Food Preparation 
All food preparation shall occur inside the temporary food 
facility enclosure or in an approved kitchen or commissary 
permitted by the Environmental Health Department.   
 

NO FOOD OR BEVERAGE MAY BE STORED OR MADE AT A 
PRIVATE HOME IF IT IS TO BE SOLD OR GIVEN AWAY TO 
THE PUBLIC. All ingredients must come from an approved 
retail source and remain free from contamination.  
 

 
 

 
 

 
 

Pre-Packaged Food Labels 
Prepackaged food sold directly to the customer must be 
prepared and packaged at an approved food facility using 
only food grade materials. Foods must be clearly labeled 
with the  following information:  

 1. Name, address and phone number of manufacturer. 

2. Common name of the food  

3. Ingredients in order of predominance by weight.  

4. If item is perishable it should be labeled prominently with 

 “PERISHABLE—KEEP REFRIGERATED”  

 in a highly visible location. 
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The biggest concern with any food 
handling operation is food poisoning. 
This can occur when food is not held 
at proper temperatures, or when the 
food becomes contaminated. The 
longer these conditions exist, the 
more dangerous the food can become.    

  
Bacterial growth can be controlled by 
keeping foods at proper temperatures, 
cooking foods thoroughly and washing 
hands frequently. Take great care to 
clean and sanitize cutting boards and 
utensils that are used with more than 
one type of food. This will help    
eliminate the possibility of passing 
bacteria from one food to another   
during the preparation stages.   

 

 

 

 

 

 
Careful handling during food preparation keeps food as safe 
as possible. 
You, the operator, must use the best food practices to 
avoid food poisoning and to guarantee the safety of the 
public and the success of your business. 

 

Food Poisoning 

 

www.rivcoeh.org 
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TEMPORARY FOOD FACILITY VENDOR CHECKLIST 
 

FOOD SOURCE, TEMPERATURES AND STORAGE 
 

 ___ Food from an approved source (NOT from home!) 

 ___ PROBE THERMOMETERS to monitor food temperatures 

 ___ A way to KEEP COLD FOODS AT 45°F OR BELOW 

 ___ A way to KEEP HOT FOODS AT 135°F OR ABOVE 

 ___ Food covered and stored at least 6 inches off the ground 
 

HANDWASHING 
 

 ___ At least FIVE (5) GALLONS OF WARM WATER (100°F) 

 ___ Either a handwashing SINK, or a portable water  

    container with a spigot  that can provide a  

continuous stream 

 ___ CATCH BASIN for wastewater 

 ___ Liquid, anti-bacterial SOAP in pump-type dispenser 

 ___ PAPER TOWELS (not napkins) 
 

BOOTH 
 

___ FOUR (4) SIDES and a CEILING, assembled so   
 there are limited/no gaps at each junction 

 ___ PASS-THRU WINDOWS (only large enough to pass food/money) 

 ___ Cleanable FLOORING (No dirt or grass) 
 

UTENSIL WASH (WASHING, RINSING, AND SANITIZING) 

 ___ THREE-COMPARTMENT SINK (or three containers if approved by the   
  enforcement officer), large enough to hold the largest utensil. 

  1. WASH—hot water with dish soap 

  2. RINSE—hot water 

  3. SANITIZE—warm water with sanitizer 

 ___ DISHWASHING SOAP 

 ___ SANITIZER  

• CHLORINE—100ppm for 30 seconds 

• Quaternary Ammonia—200ppm for  

60 seconds 

• Iodine—50ppm for 60 seconds 

___TESTING STRIPS to measure sanitizer level 
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FOR MORE INFORMATION CONTACT                 
THE OFFICE NEAREST YOU: 

4065 County Circle Drive, Suite 104 

Riverside, CA 92503 

(951) 358 - 5172 

800 S. Sanderson  #200 

Hemet, CA 92545 

(951) 766 - 2824 

38740 Sky Canyon Drive, Bldg. 8 

Murrieta, CA  92563 

(951) 461 - 0284 

554 S. Paseo Dorotea  

Palm Springs, CA 92264 

(760) 320 - 1048 

47-950 Arabia Street Suite A 

Indio, CA  92201 

(760) 863 - 8287 

2275 S. Main Street Suite 204 

Corona, CA 92882 

(951) 273-9140 

Rev (07/08) 



 

 

  
 

 
 

  
 

   
 

 
  

 
   

   
   

 
 

  
  

  
   

  
    

  
   

   
  

 
    

  
   

  
  

    
   

 
   

  
  

    
  

  
  

    
  

  
   

   
   

  
   

    
  

   

Penal Code Section 320.5.  Charitable Raffles 

320.5. (a) Nothing in this chapter applies to any raffle conducted by an eligible organization as defined in 
subdivision (c) for the purpose of directly supporting beneficial or charitable purposes or financially 
supporting another private, nonprofit, eligible organization that performs beneficial or charitable purposes if 
the raffle is conducted in accordance with this section. 

(b) For purposes of this section, “raffle” means a scheme for the distribution of prizes by chance 
among persons who have paid money for paper tickets that provide the opportunity to win these prizes, where 
all of the following are true: 

(1) Each ticket is sold with a detachable coupon or stub, and both the ticket and its associated coupon 
or stub are marked with a unique and matching identifier. 

(2) Winners of the prizes are determined by draw from among the coupons or stubs described in 
paragraph (1) that have been detached from all tickets sold for entry in the draw. 

(3) The draw is conducted in California under the supervision of a natural person who is 18 years of 
age or older. 

(4) (A) At least 90 percent of the gross receipts generated from the sale of raffle tickets for any given 
draw are used by the eligible organization conducting the raffle to benefit or provide support for beneficial or 
charitable purposes, or it may use those revenues to benefit another private, nonprofit organization, provided 
that an organization receiving these funds is itself an eligible organization as defined in subdivision (c). As 
used in this section, “beneficial purposes” excludes purposes that are intended to benefit officers, directors, or 
members, as defined by Section 5056 of the Corporations Code, of the eligible organization. In no event shall 
funds raised by raffles conducted pursuant to this section be used to fund any beneficial, charitable, or other 
purpose outside of California. This section does not preclude an eligible organization from using funds from 
sources other than the sale of raffle tickets to pay for the administration or other costs of conducting a raffle. 

(B) An employee of an eligible organization who is a direct seller of raffle tickets shall not be treated 
as an employee for purposes of workers’ compensation under Section 3351 of the Labor Code if the following 
conditions are satisfied: 

(i) Substantially all of the remuneration (whether or not paid in cash) for the performance of the 
service of selling raffle tickets is directly related to sales rather than to the number of hours worked. 

(ii) The services performed by the person are performed pursuant to a written contract between the 
seller and the eligible organization and the contract provides that the person will not be treated as an employee 
with respect to the selling of raffle tickets for workers’ compensation purposes. 

(C) For purposes of this section, employees selling raffle tickets shall be deemed to be direct sellers as 
described in Section 650 of the Unemployment Insurance Code as long as they meet the requirements of that 
section. 

(c) For purposes of this section, “eligible organization” means a private, nonprofit organization that 
has been qualified to conduct business in California for at least one year prior to conducting a raffle and is 
exempt from taxation pursuant to Sections 23701a, 23701b, 23701d, 23701e, 23701f, 23701g, 23701k, 23701l, 
23701t, or 23701w of the Revenue and Taxation Code. 

(d) Any person who receives compensation in connection with the operation of the raffle shall be an 
employee of the eligible organization that is conducting the raffle, and in no event may compensation be paid 
from revenues required to be dedicated to beneficial or charitable purposes. 

(e) No raffle otherwise permitted under this section may be conducted by means of, or otherwise 
utilize, any gaming machine, apparatus, or device, whether or not that machine, apparatus, or device meets the 
definition of slot machine contained in Section 330a, 330b, or 330.1. 

(f) (1) No raffle otherwise permitted under this section may be conducted, nor may tickets for a raffle 
be sold, within an operating satellite wagering facility or racetrack inclosure licensed pursuant to the Horse 
Racing Law (Chapter 4 (commencing with Section 19400) of Division 8 of the Business and Professions 
Code) or within a gambling establishment licensed pursuant to the Gambling Control Act (Chapter 5 
(commencing with Section 19800) of Division 8 of the Business and Professions Code). 

(2) A raffle may not be operated or conducted in any manner over the Internet, nor may raffle tickets 
be sold, traded, or redeemed over the Internet. For purposes of this paragraph, an eligible organization shall not 
be deemed to operate or conduct a raffle over the Internet, or sell raffle tickets over the Internet, if the eligible 



 

 

 
   

  
  
  
  
  

  
  

 
      

   
    

 
  

   
    

  
  

  
   

  
  

  
   

  
    

  
  

  
  

    
   

   
    

  
     

  
   

 
   
   
    

  
    
  

  
      

   
   

  
   

organization advertises its raffle on the Internet or permits others to do so. Information that may be conveyed 
on an Internet Web site pursuant to this paragraph includes, but is not limited to, all of the following: 

(A) Lists, descriptions, photographs, or videos of the raffle prizes. 
(B) Lists of the prize winners. 
(C) The rules of the raffle. 
(D) Frequently asked questions and their answers. 
(E) Raffle entry forms, which may be downloaded from the Internet Web site for manual completion 

by raffle ticket purchasers, but shall not be submitted to the eligible organization through the Internet. 
(F) Raffle contact information, including the eligible organization’s name, address, telephone number, 

facsimile number, or e-mail address. 
(g) No individual, corporation, partnership, or other legal entity shall hold a financial interest in the 

conduct of a raffle, except the eligible organization that is itself authorized to conduct that raffle, and any 
private, nonprofit, eligible organizations receiving financial support from that charitable organization pursuant 
to subdivisions (a) and (b). 

(h) (1) An eligible organization may not conduct a raffle authorized under this section, unless it 
registers annually with the Department of Justice. The department shall furnish a registration form via the 
Internet or upon request to eligible nonprofit organizations. The department shall, by regulation, collect only 
the information necessary to carry out the provisions of this section on this form. This information shall 
include, but is not limited to, the following: 

(A) The name and address of the eligible organization. 
(B) The federal tax identification number, the corporate number issued by the Secretary of State, the 

organization number issued by the Franchise Tax Board, or the California charitable trust identification 
number of the eligible organization. 

(C) The name and title of a responsible fiduciary of the organization. 
(2) The department may require an eligible organization to pay an annual registration fee of ten dollars 

($10) to cover the actual costs of the department to administer and enforce this section. The department may, 
by regulation, adjust the annual registration fee as needed to ensure that revenues will fully offset, but do not 
exceed, the actual costs incurred by the department pursuant to this section. The fee shall be deposited by the 
department into the General Fund. 

(3) The department shall receive General Fund moneys for the costs incurred pursuant to this section 
subject to an appropriation by the Legislature. 

(4) The department shall adopt regulations necessary to effectuate this section, including emergency 
regulations, pursuant to the Administrative Procedure Act (Chapter 3.5 (commencing with Section 11340) of 
Part 1 of Division 3 of Title 2 of the Government Code). 

(5) The department shall maintain an automated database of all registrants. Each local law 
enforcement agency shall notify the department of any arrests or investigation that may result in an 
administrative or criminal action against a registrant. The department may audit the records and other 
documents of a registrant to ensure compliance with this section. 

(6) Once registered, an eligible organization must file annually thereafter with the department a report 
that includes the following: 

(A) The aggregate gross receipts from the operation of raffles. 
(B) The aggregate direct costs incurred by the eligible organization from the operation of raffles. 
(C) The charitable or beneficial purposes for which proceeds of the raffles were used, or identify the 

eligible recipient organization to which proceeds were directed, and the amount of those proceeds. 
(7) The department shall annually furnish to registrants a form to collect this information. 
(8) The registration and reporting provisions of this section do not apply to any religious corporation 

sole or other religious corporation or organization that holds property for religious purposes, to a cemetery 
corporation regulated under Chapter 19 of Division 3 of the Business and Professions Code, or to any 
committee as defined in Section 82013 that is required to and does file any statement pursuant to the 
provisions of Article 2 (commencing with Section 84200) of Chapter 4 of Title 9, or to a charitable corporation 
organized and operated primarily as a religious organization, educational institution, hospital, or a health care 
service plan licensed pursuant to Section 1349 of the Health and Safety Code. 



 

 

    
  

  
  

 
   

   
  

   
  

 
    

   
   

   
  

  
  
    
   
    

 
   

(i) The department may take legal action against a registrant if it determines that the registrant has 
violated this section or any regulation adopted pursuant to this section, or that the registrant has engaged in any 
conduct that is not in the best interests of the public’s health, safety, or general welfare. Any action taken 
pursuant to this subdivision does not prohibit the commencement of an administrative or criminal action by the 
Attorney General, a district attorney, city attorney, or county counsel. 

(j) Each action and hearing conducted to deny, revoke, or suspend a registry, or other administrative 
action taken against a registrant shall be conducted pursuant to the Administrative Procedure Act (Chapters 4.5 
(commencing with Section 11400) and 5 (commencing with Section 11500) of Part 1 of Division 3 of Title 2 
of the Government Code). The department may seek recovery of the costs incurred in investigating or 
prosecuting an action against a registrant or applicant in accordance with those procedures specified in Section 
125.3 of the Business and Professions Code. A proceeding conducted under this subdivision is subject to 
judicial review pursuant to Section 1094.5 of the Code of Civil Procedure. 

(k) The Department of Justice shall conduct a study and report to the Legislature by December 31, 
2003, on the impact of this section on raffle practices in California. Specifically, the study shall include, but 
not be limited to, information on whether the number of raffles has increased, the amount of money raised 
through raffles and whether this amount has increased, whether there are consumer complaints, and whether 
there is increased fraud in the operation of raffles. 

(l) This section shall become operative on July 1, 2001. 
(m) A raffle shall be exempt from this section if it satisfies all of the following requirements: 
(1) It involves a general and indiscriminate distribution of the tickets. 
(2) The tickets are offered on the same terms and conditions as the tickets for which a donation is 

given. 
(3) The scheme does not require any of the participants to pay for a chance to win. 



www.ag.ca.gov/charities 

Resources avaialble on the Attorney 
General’s web site include:

 • Raffles FAQs 

• Raffles Registration Form

 • Raffles Reporting Form

 • Raffles Statutes

 • Raffles Regulations 

A Guide To
	
Penal Code 

Section 320.5
	

 July 2007 

           Office of the
 Attorney General 
 State of California 

For questions and more information, 
contact: 

Registry of Charitable Trusts 
California Attorney General’s Office 
P.O. Box 903447 
Sacramento, CA 94203-4470 
Phone: (916) 445-2021 

http://www.ag.ca.gov/charities


Cha
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Raffl
es 

In California, charities and certain other 
private nonprofit organizations may 
conduct raffles to raise funds for beneficial 
or charitable purposes in the state. This 
guide covers basic information you should 
know about charity raffles. 

What is a raffle? 
A raffle is the purchase of a chance to win
 a prize using a paper ticket with identifying 
number and detachable stub. Ticket stubs are 
drawn at random to determine a winner. State 
law does not specify limits on the value of 
prizes. 

Who can conduct raffles? 
Only “eligible” organizations are permitted to 
conduct charity raffles. These are:  
• Private nonprofit organizations qualified to
 do business in California for at least one

     year prior to conducting a raffle; 
• Organizations exempt from taxation under
     California Revenue & Tax Code section 
     23701a, b, d, e, f, g, k, l, t or w. 

What are the registration requirements? 
Before conducting a raffle, an eligible 
organization must register with the Attorney 

General’s Registry of Charitable Trust and 
receive a letter confirming registration. The 
raffle registration period runs from September 
1 through August 31.  Each chapter of a 
statewide organization must register separately 
to operate a raffle. This raffle registration is 
separate and different from the registration 
required of nonprofit organizations under 
Government Code section 12580 et. seq. 

Who is exempt from raffle registration? 
Nonprofit religious organizations; schools and 
colleges; and hospitals. 

What reports must be filed? 
The organization conducting a raffle must file 
a separate disclosure report with the Registry 
of Charitable Trusts for each raffle held.  This 
report detailing raffle proceeds must be filed no 
later than August 31. 

What information must be reported? 
The organization conducting a raffle must 
report:
 • Date and location of the raffle;
 • Total funds received;
 • Total expenses for conducting the raffle;
 • Charitable or beneficial purpose for which 

proceeds will be used;


 • Name of the eligible organization receiving
 the proceeds. 
Reporting forms are available from the Registry 

of Charitable Trusts. 

Do individual ticket buyers need to be 
reported? 
No. 

What restrictions apply to conducting 
charitable raffles? 
State law specifies these conditions: 
• 	Ninety percent (90%) of the gross receipts
 from ticket sales for each draw must be

       used by the eligible organization for its
 charitable or beneficial purpose; or be 
given to another eligible organization for its
 charitable or beneficial purpose. 
• 	Proceeds must be used in California.
 • 	None of the 90% of funds restricted for
      charitable purposes can be paid to those 
operating the raffle. 
• Cannot advertise, sell or conduct the 

raffle on the Internet.
	
• Cannot use gaming or slot machines to
	
conduct raffles.
	
• 	Cannot sell tickets or conduct raffles in a
     satellite wagering facility, at a racetrack or
 gambling establishment. 
• 	No individual, corporation or other legal
 entity may have a financial interest in

     the raffle, except the eligible organization
 conducting or receiving proceeds from the

     raffle. 



CSR # PS-307 Lotteries - Raffles
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    USPS Home | Postal Explorer Home

Customer Support Ruling
  

 

Lotteries – Raffles

March 2002

PS-307 (601.13.3)

This Customer Support Ruling discusses the eligibility of lottery advertisements by authorized nonprofit

organizations.

A question was raised as to whether raffle tickets to be mailed as part of a raffle conducted by a nonprofit

organization would violate the proscription against mailing lottery tickets set forth in Domestic Mail Manual (DMM)

601.13.3.

As the result of an inquiry from the Postal Service, the Department of Justice notified Congress that it will no

longer enforce the criminal lottery statute (18 U.S.C. Section 1302) against gambling advertisement mailers, so

long as the activity advertised is legal and the mailing does not provide any entry materials.  On December 5,

2000, the DMM was amended to revise the standards governing lotteries to incorporate this change.

While the DMM change revised the standards governing “advertising” for legal lotteries, it did not alter the

standards that “unlawful matter includes any letter, newspaper, periodical, parcel, stamped card or postcard,

circular, or other matter permitting or facilitating participation in a lottery; any lottery ticket or part thereof or

substitute; and any form of payment for a lottery ticket or share.”  (Referred to in 18 U.S.C. Section 1302 as

“entry materials.”)

Raffles that incorporate “prize,” “chance,’ and “consideration” are considered lotteries under the statute and postal

standards.   “Tickets” for such raffles are considered unlawful mail matter and remain nonmailable.

When one or more of the three elements i.e., prize, chance, consideration, are eliminated from a raffle, the

arrangement does not constitute a lottery for postal purposes. For instance, “consideration” is eliminated if

persons may enter without payment of a fee. Thus, a nonprofit organization that designs a raffle where it is clear

that a donation is not required (e.g. via a check box, “   Please enter my name in the drawing. I do not wish to

make a donation at this time”) to participate in the raffle may use the mail to distribute the tickets for that raffle.

(Signed)
Sherry Suggs

Manager

Mailing Standards

United States Postal Service

Washington DC 20260-3436

 

http://www.usps.com/
http://www.usps.com/
http://pe.usps.com/
http://pe.usps.com/text/DMM300/601.htm#wp1140124


§ 1302. Mailing lottery tickets or related matter 
Whoever knowingly deposits in the mail, or sends or delivers by mail:  
Any letter, package, postal card, or circular concerning any lottery, gift enterprise, or 
similar scheme offering prizes dependent in whole or in part upon lot or chance;  
Any lottery ticket or part thereof, or paper, certificate, or instrument purporting to be or to 
represent a ticket, chance, share, or interest in or dependent upon the event of a lottery, 
gift enterprise, or similar scheme offering prizes dependent in whole or in part upon lot or 
chance;  
Any check, draft, bill, money, postal note, or money order, for the purchase of any ticket 
or part thereof, or of any share or chance in any such lottery, gift enterprise, or scheme;  
Any newspaper, circular, pamphlet, or publication of any kind containing any 
advertisement of any lottery, gift enterprise, or scheme of any kind offering prizes 
dependent in whole or in part upon lot or chance, or containing any list of the prizes 
drawn or awarded by means of any such lottery, gift enterprise, or scheme, whether said 
list contains any part or all of such prizes;  
Any article described in section 1953 of this title—  
Shall be fined under this title or imprisoned not more than two years, or both; and for any 
subsequent offense shall be imprisoned not more than five years.  
 

http://www.law.cornell.edu/uscode/html/uscode18/usc_sec_18_00001953----000-.html


Ticket No. _____ 

OPPORTUNITY DRAWING 
Grand Prize: $1,500 

St Anywhere Parish 
123 Anywhere Street 

20xx Parish Fiesta 
 Drawing will be held on June 9, 20xx 

Not a tax -deductible deduction 
Winner to pay all applicable taxes and furnish tax ID information 
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1001 Ticket No. _____ 
 
Name: 
 
Address: 
 
 
Phone: 
 

1001 

Ticket No. _____ 
 

ST ANN’S VALENTINE DINNER DANCE 

123 Anywhere Street 

 
February 14, 20xx 

Live Band and Entertainment 
 

Price:  $75.00 per couple 
(Only $25 is a tax-deductible donation) 

 

2001 Ticket No. _____ 
 
Name: 
 
Address: 
 
 
Phone: 
 

2001 

Raffle Ticket Examples 
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1100.1.43 SCRIP PROGRAMS 
 
POLICY: 
 
Where Scrip programs are used as fundraisers, great care is to be taken to abide 
by all the applicable legal norms. 
 
 
IMPLEMENTATION: 
 
1. A separate checking account must be established for the recording of all 

scrip transaction. 
 
2. All transactions (sales and purchases) of scrip must be made by 

volunteers. 
 
3. The administration of the scrip program, the administration of the bank 

account, the monthly general ledger record keeping, and the reconciliation 
of the physical inventory to the financial records must be completed by the 
parish or school administration. 

 
4. All purchases of scrip from vendors must be paid by check.  Under no 

circumstances should the courier use cash to pay for the scrip.  A record 
must be kept at the parish or school office of each check given to a 
courier.  Scrip purchases should be verified with the disbursement 
records.  Couriers should be advised that they must pick up the check 
before a trip to the vendor and return the scrip to the parish or school 
within a certain (hours) thereafter. 

 
5. Whenever possible, purchasers should be encouraged to pay for their 

scrip purchases by check rather than cash.  Checks must be stamped 
“Not a tax deductible contribution” along with the endorsement stamp. 

 
6. The parish or school administration should be notified immediately when a 

non-sufficient check (that was used to pay for the purchase of scrip) has 
been returned by the bank.  
a. No action should be taken on the part of the scrip volunteers (this is 

the responsibility of the Parish or school administrator).  
b. When returning the non-sufficient check to the purchaser, the 

purchaser must reimburse the parish or school for all service 
charges related to the non-sufficient check as well as for the 
amount of the original check. 

c. Individuals whose checks have been returned by the bank twice 
within a two-month period should be required to make purchases 
with cash. 



Revised – 9/30/2009 

7. No child under the age of 18 may be permitted to purchase and transport 
scrip without prior written permission from his/her parent(s). 

 
8. All scrip sales must be made at the location of the parish or school 

Volunteers must not be permitted to make door to door sales. 
 
9. All scrip certificates and related records must remain at the parish school 

site at all times. 
 
10. An accurate listing of all scrip inventory must be provided to the Parish or 

school administration after the last sale and purchase of the calendar 
month have been made and recorded. 

 
11. Scrip is the property of the parish or school that has implemented the 

program.  All administration, record maintenance, reporting, etc. are the 
responsibility of the Parish or school administration. 
 



 
 
 
 

PARISH NAME________________________ 
 

Special Event Name_____________________ 
 

Reconciliation of Tickets Sold to Cash Deposited 
 

 
Date: ____________________ 
 
 
 Reconciliation of Tickets Sold to Cash Deposited   
    
 Ticket #’s:   

1 Ending Ticket # +  
2 Beginning Ticket # -  
3  =  
4 Add one to results + 1 
5 Total Tickets available for sale =  
    
6 Tickets voided or returned unsold -  

7 Tickets sold =  
    
8 Ticket price x  
9 Expected cash =  
    
 Cash for deposit:   

10 Currency +  
11 Checks +  
12 Total cash for deposit =  
    
13 Cash over/short (line 9-line 12) =  
 
 

SAMPLE FORM 



 
 
 

Parish Name________________________ 
 
 

Special Event Name_________________________ 
 
 
 

TICKET CHECKOUT LOG 
 

Tickets Check Out 
Ticket Number   

 
Beginning Ending Date Used Signature 

    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
    
 

SAMPLE FORM 



 
 

Summary Evaluation of Activity for UBI  
 

Request for Evaluation of Activity for 
Unrelated Business Income Tax & Sales Tax 

 
 
Description of Event (use additional sheet if necessary):_________________ 
_______________________________________________________ 
_______________________________________________________ 
_______________________________________________________ 
 
Date(s) of Event__________________________ 
 
Person in Charge of Event: _________________________ 

�  Staff  � Volunteer 
 
Contact Information: 
 
Telephone: _________________  Fax: ____________________ 
 
Email: _____________________________________ 
 
How much labor will be performed by?   Paid staff____% Volunteers____% 
 
Does the activity include the sale of goods? 
 

Yes  �  No  � 
 
If yes, are the goods donated? 
 

Yes  �  No  � 
 
Will any individual receive credit for a portion of the proceeds from the fundraiser? 
 

Yes  �  No  � 
 
Does the activity include a solicitation for funds in exchanges for any form of acknowledgement 
that could be construed as advertising? 
 

Yes  �  No  � 
 
Drafts of the solicitation materials attached: 
 

Yes  �  No  � 

FOR ADMINISTRATION OFFICE USE 
 

Solicitation Materials approved by administration Yes  �  No  � 
Activity subject to unrelated business income  Yes  �  No  � 
Activity subject to the collection of sales tax  Yes  �  No  � 
 



 
 

SCRIP PROGRAM PARTICIPATION FORM 
 

 
Thank you for your continued participation in the (INSERT NAME OF SCHOOL/PARISH) 
SCRIP Program.  The discounts and/or rebates from this program generate funds that would 
otherwise be needed to offset the fees and tuition that are needed to provide a quality Catholic 
School education.  Accordingly, the (INSERT COMMITMENT AMOUNT) per (CHOOSE 
family OR student) commitment is not optional, however the SCRIP Program is available to help 
parents meet this financial obligation and to keep the cost of Catholic education as affordable as 
possible. 
 
The (CHOOSE family OR student) commitment is vital to our operating budget and we are not 
in a position to write off any balance due, no matter how small.  Therefore, any unpaid 
(CHOOSE family OR student) commitment balances as of (INSERT DATE) will be added to 
your tuition account for payment. 
 
Thank you for your continued support of (INSERT NAME OF SCHOOL/PARISH). 
 
Sincerely, 
 
 
INSERT NAME 
INSERT TITLE 
 
 
 

� I (We) choose to participate in the (INSERT NAME OF SCHOOL/PARISH) Scrip 
Program, and have completed the Scrip Program Agreement 

 

� I (We) choose not to participate in the (INSERT NAME OF SCHOOL/PARISH) Scrip 
Program, and have enclosed the $(INSERT COMMITMENT AMOUNT) family 
commitment. 

 
 

Check No.____________ 
 
 

Signed: _____________________________ Date: ___________________ 
 
Printed Name: ______________________________ 
 
E-mail Address: _________________________________________ 
 
Please return the completed agreement to the school office before (INSERT DATE) 
 
NOTE:  THIS FORM DOES NOT HAVE TO BE UTILIZED IF PARTICIPATION IS NOT 
MANDATORY AND IF PARTICIPANTS DO NOT RECEIVE A BENEFIT.  IT MUST BE 
USED IF THE PARISH/SCHOOL DEEMS PARTICIPATION IN THE SCRIP 
PROGRAM TO BE MANDATORY. 
 
 

SAMPLE FORM 



 
 

(INSERT NAME OF SCHOOL/PARISH) 
 

SCRIP PROGRAM AGREEMENT 
 

(INSERT NAME OF SCHOOL/PARISH) (referred to herein as “we”, “us”, and “our”) 
sponsors a SCRIP program which allows you to purchase scrip.  The scrip you purchase through 
our program generates discounts or rebates from participating retailers.  These discounts or 
rebates can be used as a credit to your fees/tuition account and/or a gift to the school. 
 
The parties agree to apply the discount/rebate (please check one): 
 
 

1. ________as a gift to (INSERT NAME OF SCHOOL/PARISH) 
 
 

2.  ________credited to your fee/tuition account. 
 
 
Our Scrip Program distributes the discounts and rebated periodically for the amounts designated 
as contributions and fees/tuition.  With respect to your charitable contributions, we will provide 
you with all required acknowledgements under sections 170(f)(8) and 170(f)(17) of the Internal 
Revenue Code.  You agree to indemnify us against any loss incurred in connection with there 
being insufficient funds in your account to cover the checks or ACH transfers you issue to pay for 
your scrip.  We make no representations or warranties of any kind with respect to the scrip.  This 
agreement continues unless replaced by another, and can be terminated by either of us upon 60 
day’s advance notice to the other.  Please sign and date below to indicate your acknowledgement 
of this agreement. 
 
 
Benefiting participant or student (if applicable) _______________________ 
 
 
 
Purchaser’s Signature: _________________________ ______Date_____________ 
 
Printed Name: ________________________________________ 
 
E-mail Address: _____________________________________________ 
 
 
ACKNOWLEDGED: 
 
 
 
 
 
By: _____________________________________ Date: ________________ 
 
 
 

SAMPLE FORM 
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