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Exempt Organizations Tax Advisor  
 

 

 

This is the premier issue of a periodic publication focusing on the tax issues that exempt  

organizations routinely confront. We, as the Windes EO (Exempt Organizations) Tax 

Group, are planning to electronically distribute this publication on a quarterly basis. Please 

do not hesitate to let us know your suggestions for future articles in the Windes EO Tax 

Advisor. 

 

The Windes EO Tax Group is composed of the following individuals who are exclusively 

dedicated to providing different types of exempt organizations with high-level tax consulting 

and tax compliance services:  

 

 

 

 

 

 

 

We know of no other group like ours in the nation that is exclusively focused on addressing 

the tax and accounting issues confronted by public charities, private foundations, and other 

exempt organizations. 

Hot Off the Presses!  
 

On July 26, 2010, the Internal Revenue Service announced a one-time relief program for 

small exempt organizations in jeopardy of having their tax exemption automatically revoked 

for failing to file with the Internal Revenue Service for three consecutive years.  This relief 

program is only available to exempt organizations able to file either the Form 990-N or the 

Form 990-EZ. In general, the òreliefó takes the form of extending the Form 990-N or Form 

990-EZ filing deadline of a calendar year end exempt organization until October 15, 2010. 

Brian Yacker, CPA, JD 

 Partner 
Lauren Haverlock, CPA, MST 

Experienced Senior 

Janet Wang 

Experienced Staff 

http://www.windes.com/
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EO ñPlain Englishò Glossary 
 

 
 

The first installment of our EO òPlain Englishó Glossary will be òexempt organizationó,     

otherwise referenced as an òEO.ó There are many different types of exempt organizations in 

the United States, the most prevalent being a §501(c)(3) exempt organization.  The §501(c)

(3) world is generally separated into two different categories: public 

charities and private foundations.  Both public charities and private 

foundations are entitled to receive tax deductible charitable       

contributions, and they both are exempt from paying tax on their 

related income and their excluded unrelated income (e.g. interest, 

dividends, capital gains, etc.).  Both public charities and private 

foundations need to complete a Form 1023 (Tax Exemption       

Application) to be recognized as tax exempt by the Internal     

Revenue Service. 
 

Otherwise, outside of the §501(c)(3) world, there are many other 

types of exempt organizations in the United States.  These types of 

other exempt organizations include the following: 

 
 

¶ §501(c)(2) ð title holding corporations 

¶ §501(c)(4) ð social welfare organizations 

¶ §501(c)(5) ð labor organizations 

¶ §501(c)(6) ð business leagues 

¶ §501(c)(7) ð social clubs 

¶ §501(c)(19) ð veteransõ organizations 

  
 

As a general proposition, tax-deductible contributions cannot be made to these other      

exempt organizations (although certain exceptions do exist), and some benefits for §501(c)

(3) entities (e.g. property tax exemptions in various states) may not be present for other 

exempt organizations. 

 

 

 

 

http://www.windes.com/
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Windes EO Advisor Featured Tip  
 

 
 

Currently, there are over 1.5 million exempt organizations in the US, with the IRS approving 

the exempt status of over 50,000 new organizations annually.  This article will focus on the 

steps to create an exempt organization, particularly a §501(c)(3) public charity. 
 

Similar to the formation of any corporation, there are a number of steps to undertake     

before commencing business operations.  First, a corporation must be formed, generally 

within the state the exempt organization plans to operate.  Next, and most importantly, the 

organization must obtain tax exempt status from the IRS.  For an organization seeking to be 

recognized as a noncharitable exempt organization, Form 1024 needs to be filed with the 

IRS.  For public charities and private foundations, the process for obtaining tax-exempt 

status is more complex.  The Form 1023 is a required to be filed with the IRS in order to 

receive the §501(c)(3) determination.  In recent months, the approval process has become 

more arduous, as the IRS has been thoroughly investigating even the most simple, clean, and 

straight forward Tax Exemption Applications. 

 

Step 1: Formation of Corporation  

 

An organization must first file its Articles of Incorporation in the state where it is planning to 

operate.  In many states, including California, the Articles of Incorporation for an exempt 

organization, or public benefit corporation, requires certain clauses, wording, and provisions. 

In California, it currently takes approximately six to eight weeks to receive a certified copy 

of the Articles of Incorporation. 

 

Step 2: Applying for an Employer Identification Number (EIN)  

 

An EIN for the exempt organization can be obtained from www.irs.gov, but, in order to do 

this, the exempt organizationõs Articles of Incorporation must first be accepted by the state 

of incorporation. 

 

Step 3: Completion of Form 1023 (federal Tax -Exemption Application)  

 

This is the most essential and complex step in the entire process.  The Form 1023 includes a 

12-page core form with eight different schedules to be completed if applicable.  To file a 
complete and accurate Form 1023, the organization should have an initial board of directors 

in place, by-laws implemented, and a conflict of interest policy implemented.  The Form 1023 

also requests many details of the planned operations of the exempt organization, including a 

projected budget, detail on fundraising activities, and documentation regarding the entityõs 

planned governance practices. 

 

 

Continuedé 

 

http://www.windes.com/
http://www.irs.gov/
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EO Advisor Featured Tips Continuedé 
 

 

After filing the Form 1023, it could take the IRS anywhere from two months (for a green-

lighted application) to over one year (for a yellow-lighted application) to make their         
determination whether to approve the Tax Exemption Application.  There are options for 

expediting the process, but certain requirements need to be met in order to take advantage 

of this accelerated process.  Once the organization receives a Determination Letter from 

the IRS, it is considered to be a tax-exempt entity for federal tax purposes. 

 

Step 4: Filing for State Tax -Exempt Status  

 

While each state has its own set of exemption rules, the process for filing after an           

organization receives its Determination Letter is fairly straight forward.  For example, within 

California, an entity needs to file a Form 3500A with the California Franchise Tax Board to 

seek exemption.  After this point, maintaining tax-exempt status with the state is low     

maintenance.   

 

Step 5:  Filing with the State Attorney General  

 

The final step in the process will generally be a filing with the Attorney General in the       

exempt organizationõs particular state of operation. For example, in California, the Attorney 

General requires that most charitable organizations file an initial registration (Form CT-1).  

 

Completion of the above five steps, while on paper seemingly straightforward, are almost 

never as simple in practice. In 2008, 57,401 organizations applied for exempt status with the 

IRS, with the IRS rejecting 1,211 (less than 3%).  While the rejection rate is not severe, the 

rejection rate is seemingly rising, and the process from start to finish can be much more   

efficient and effective if each step is carefully completed in the most appropriate way.  We 

have seen firsthand the importance of filing a complete Tax Exemption Application and     

responding quickly to follow-up inquiries from the IRS. 

 

The Windes EO Tax Group helps form 20-25 exempt organizations a year.  We generally 

are engaged to either prepare the Form 1023 from the beginning or to undertake a top-level 

review of the Form 1023 if the organization has prepared a draft of it themselves. 
 

For questions on creating an exempt organization, please contact Lauren Haverlock at (562) 

435-1191 or at lhaverlock@windes.com. 

 

 

 

 

http://www.windes.com/
mailto:lhaverlock@windes.com
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Windesô EO Client Snapshot 
 

 
 

Within the past couple of months, we were able to successfully persuade the Internal    

Revenue Service that one of our clients should be appropriately classified as an affiliate of a 

governmental unit.  The benefits of this were that, as an affiliate of a governmental unit, the 
client was no longer required to annually file a Form 990 with the Internal Revenue Service. 

 

Briefly, pursuant to Reg. §1.6033-2(g)(6), an organization that is 

either a "governmental unit" or an òaffiliate of a governmental 

unitó, within the meaning of Section 4 of Rev. Proc. 95-48, is not 

required to annually file a Form 990 with the Internal Revenue 

Service. Pursuant to Section 4.02(b) of Rev. Proc. 95-48, an      

organization will be treated as an òaffiliate of a governmental unitó 

if it is described in Section 501(c) of the Internal Revenue Code 

and it meets the following three requirements: 

 

1. it is either òoperated, supervised, or controlled byó governmental units, or by 

organizations that are affiliates of governmental units, or the members of the 

organization's governing body are elected by the public at large, pursuant to 

local statute or ordinance (see below); 

2. it possesses two or more of the affiliation factors listed in Section 4.03 of Rev. 

Proc. 95-48; and 

3. its filing of Form 990 is not otherwise necessary to the efficient administration 

of the internal revenue laws (see Section 4.04 of Rev. Proc. 95-48). 

 

Obviously, this is not something relevant to most exempt organizations; however, that being 

said, it definitely bears some investigation if an exempt organization believes that it may   

qualify as an affiliate of a governmental unit. 

Upcoming Webinar!  
 

On August 26, 2010, Brian Yacker and Lauren Haverlock of the Windes EO Tax Group will 

be conducting a webinar focused on providing an update regarding the Internal Revenue Ser-

viceõs continuing focus upon the governance practices and reasonable compensation docu-

mentation practices of exempt organizations.  Included in the webinar materials will be the 

IRSõs Governance Check Sheet and a sample expense reimbursement policy.  Please do not 
hesitate to contact us if you are interested in attending the webinar and you previously have 

not received notice of such. 
 

For more information, please click here: http://windes990update.eventbrite.com/. 

http://www.windes.com/
http://windes990update.eventbrite.com/
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IRS EO Update  
 

 

A provision in the recently enacted Patient Protection and Affordable Care Act that all     

exempt organizations need to be aware involves the new reporting requirement for        

businesses (including exempt organizations) to issue Form 1099 for goods purchased       

regardless of the corporate form of the vendor.  Specifically, effective for goods purchased 

after 2011, an exempt organization (as a business) will need to issue a Form 1099 to any    

for-profit taxpayer (C-Corp, S-Corp, individual, partnership, LLC) from whom they purchase 

more than $600 of goods during a particular year.  Additionally, under the new law, a Form 

1099 will need to be issued by an exempt organization it makes payments of $600 or more 

to a corporate vendor for services rendered to the exempt organization. 

 

Obviously, this is going to impose a tremendous administrative burden upon exempt        

organizations in the information reporting area, particularly upon smaller exempt             

organizations.  Under previous law, a Form 1099 only needed to be issued when an exempt 

organization made payments to certain vendors (e.g. not C-Corps) totaling $600 or more 

for services (not products) rendered to the exempt organization.  The increased burden of 

now being required to report payments made to corporate entities for services rendered 

and payments made to all types of for-profit taxpayers for goods purchased will be a       

challenging administrative burden for some exempt organizations to satisfy. 

 

Surely, an unintended consequence of this new law is that the required preparation of signifi-

cantly more Forms 1099 will result in some exempt organizations being required to        

electronically file their Forms 990 when they previously were not required to do so. 

 
Another recently enacted provision is the HIRE Act, which became law in late March of 

2010.  Exempt organizations are qualified to take advantage of the credits available under the 

HIRE Act, since exempt organizations are among the group of qualified employers that are 

eligible to take the credits.  

 

Organizations must hire qualified employees, people who have been unemployed and have 

worked less than 40 hours in the 60-day period prior to employment, between February 3, 

2010 and January 1, 2011, to take advantage of the HIRE Act.  There are two tax breaks 

available through the HIRE Act. The payroll tax exemption is currently available allowing    

employers to be exempt from paying the 6.2% employer share of social security tax.         

Additionally, based upon the retention of the qualified employees, exempt organizations can 

apply for a tax refund of up to $1,000 per qualified employee in the 2011 tax year.  Since 

exempt organizations do not file income tax returns (the Form 990 is technically an          

information return), exempt organizations will be able to receive the retention credit by   

filing Form 3800 (and attaching it to their Form 990) with the IRS. 

 

For questions on the Patient Protection and Affordable Care Act or HIRE Act, please      

contact Brian Yacker at byacker@windes.com or Janet Wang at janetwang@windes.com, or 

by phone at (562) 435-1191. 

http://www.windes.com/
mailto:byacker@windes.com
mailto:janetwang@windes.com
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Next Issueé 
 

In the Fall 2010 issue of the Windes EO Tax Advisor, it is anticipated that articles   

addressing reasonable compensation binders and the public support test calculation 

will be among the featured articles. 

 

 

Orange County Office 

18201 Von Karman Avenue 

Suite 1060 

Irvine, CA  92612 

Tel: ( 949 )  271-2600 

Los Angeles County Headquarters 

111 West Ocean Boulevard 

Twenty-Second Floor 

Long Beach, CA  90802 

Tel: ( 562 )  435-1191 

Visit us online at:  www.windes.com 

South Bay Office 

21515 Hawthorne Boulevard 

Suite 840 

Torrance , CA  90503 

Tel: ( 310 )  316-8130 

Windes & McClaughry is a recognized leader in the field of accounting, assurance, tax, and business 

consulting services. Our goal is to exceed your expectations by providing timely, high quality, and   

personalized service that is directed at improving your bottom-line results. Quality and value-added 

solutions from your accounting firm are essential steps toward success in todayõs marketplace. You 

can depend on Windes & McClaughry to deliver   exceptional client service in each engagement. For 

over eighty years, we have gone beyond traditional services to provide proactive solutions and the 

highest level of capabilities and experience. 

 
Windes & McClaughryõs team approach allows you to benefit from a breadth of technical  expertise 

and extensive resources. We service a broad range of clients, from high net-worth individuals to   

privately held businesses to publicly traded companies. We act as business advisors, working with you 

to set strategies, maximize efficiencies, minimize taxes, and take your business to the next level. 

http://www.windes.com/

