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PREFACE

Understanding Nonprofit and Tax Exempt Organizations is a guide for
the law student or practitioner who is looking for an overview of the
nonprofit sector. This text will explain the many types of tax exempt
organizations; the rules, regulations and limitations imposed on tax exempt
organizations by the courts, the IRS and the Regulations; the charitable
contribution and fundraising issues affecting tax exempt organizations; the
unrelated business income taxes, excise taxes and intermediate sanctions
imposed on tax exempt organizations; and the rules regarding private
foundations.

The text introduces the nonprofit sector by discussing the relevant law
in general, as nonprofits are governed by state law. Next, tax exempt
organizations are discussed, by first giving the reader the background on
where such organizations fit in the nonprofit sector; why the organizations
are given preferential tax treatment; what form these organizations take;
and how such organizations are governed and dissolved.

An analysis of tax exempt organizations would not be complete without
detailed information on the various rules, regulations and tests they must
adhere to in order to obtain or retain their tax exempt status. This text
provides detailed explanations of these, as well as the consequences for
failure to comply.

The tax exempt sector is populated with numerous types of organizations.
This text explains the major types of tax exempt organizations. Highlighted
are the primary categories of IRC Section 501(c)(3) organizations: religious
organizations, educational organizations, healthcare organizations and arts
organizations. Also treated are all the other types of Section 501(c)3)
organizations: charitable, scientific, public safety testing, literary, organiza-
tions that foster amateur sports and organizations for the prevention of
cruelty to children and animals. After explaining Section 501(c)(3) organiza-
tions in a comprehensive manner, the text turns to the other areas of major
tax exempt activity: Section 501(c)(4) social welfare organizations, Section
501(c)(5) labor organizations, Section 501(c)(6) trade associations, Section
501(c)(7) social clubs and Section 501(¢c)(8) fraternal benefit organizations.
There is also a chapter on a rather new type of tax exempt organization,
the Section 527 political organization.

Finally the text ends with explanations of charitable solicitation, fun-
draising, the unrelated business income tax, and private foundations. The
final chapter is a guide to the IRS procedures for obtaining and maintaining
tax exempt status.

Cases, the Internal Revenue Code (IRC), and the Treasury Regulations
(the Regulations) are used to discuss and explain the issues relevant to tax

v



vi PREFACE

exempt organizations. When the IRC and the Regulations are cited, very
often the language used is a paraphrase or a direct quote; however, for the
ease of reading, quotations have been omitted. Also unless stated otherwise,
the statutory and regulatory cites are from the current (as of the date of
publication) version of these documents.

While it is important to remember that Revenue Rulings, Revenue
Procedures, General Counsel Memoranda, Technical Advice Memoranda
and Private Letter Rulings may not be used as legal precedent, they are
useful to illustrate the IRS’s position and have been used as such in this
text.

The authors would like to thank the law school students and practitioners
who have chosen this book in their study of nonprofit and tax exempt
organizations. It is an exciting and growing area of the law that has a
tremendous impact on our society.

The authors would like to thank Erin Powers, Esquire, without whom
this text would not have been completed. Erin’s unending enthusiasm, pro-
fessionalism, patience, attention to detail and unwillingness to accept
anything but the best is greatly appreciated. We would also like to acknowl-
edge her assistance on the rough drafts of several of the chapters of this
text.

We would like to thank our Research Assistants, Daniel Syphard and
Joyce Howard for their help, and Tammy Schall and Jeff Mansell for their
proofreading assistance. Thank you to all of our students in our “tax exempt
organizations” classes and “economic & community development law clinic”
classes, for their continuing input on the subject matter. Thank you to
Phyllis Karczewski for her support and assistance throughout this project.

Thank you to Heather Dean, Cristina Gegenschatz and Christopher Van
Cleve of LexisNexis Law School Publications, Matthew Bender & Co., Inc.

Thank you to our families for their love and support.

Thank you to Professor Joseph Sabino Mistick (JFC).
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