TIPPING GUIDE FOR PUBLICLY SUPPORTED CHARITIES

What is Tipping?  Certain public charities are subject to a public support test to maintain their
public charity status. A large grant or donation from a single source may “tip” a publicly supported
charity into private foundation status (see next page for explanation of this status). This is because
the grant counts only partially as public support for purposes of meeting a public support test (see
next page for a summary of these tests). Careful planning must be undertaken to avoid Tipping.

Is there a formula for Tipping? To measure Tipping, a publicly supported charity should review
its public support on Form 990, Schedule A and determine the impact of new funding. An
organization receiving a large grant or donation that is approaching, in size, twice the total revenue it
has received for the current and prior four years is at risk for having a Tipping issue.

The ability of a public charity receiving a large grant or donation to continue to meet one of
the public support tests needs to be monitored very carefully. If you have any questions
about tipping and whether it affects your organization, you should direct these questions to
your organization’s accountants and attorneys.

Does my charity have to worry about
Tipping?

Is the charity a “per se” public charity
such as a church, school, university, or [ YES —> No Tipping concerns
hospital? (See next page for full listing
of “per se” public charities)

NO

Is the charity a supporting organization
under IRC Section 509(a)(3)? (See Form ———YES ——>{  No Tipping concerns
990 or IRS determination letter for
designation.)

l NO No Tipping concerns, but
note: most charities that are
Is the charity subject to a public support ——— NO ———> not “per se” public charities
test (described on next page)? or supporting organizations
' are subject to a public support
l/ YES test.
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TIPPING GUIDE FOR PUBLICLY SUPPORTED CHARITIES
(cont.)

What are the public support tests? If a public charity is relying on one of the public support tests under
either IRC Section 170(b)(1)(A)(vi) or 509(a)(2) for qualification as a public charity, it must meet one of the
following public support tests:

1. The one-third public support test of an IRC Section 170(b)(1)(A)(vi) “donative” public charity;

2. The 10% facts and circumstances test of an IRC Section 170(b)(1)(A)(vi) “donative” public charity;
or

3. The one-third public support test of an IRC Section 509(a)(2) “service-provider” public charity.

A donative public charity typically receives most of its public support from grants and donations. A service-
provider public charity typically receives most of its public support from membership fees and receipts from
charitable services. See Form 990, Schedule A for calculation of the public support test.

What happens if my organization becomes a private foundation?

e Both public charities and private foundations are Section 501(c)(3) charitable organizations

e Private foundations, however, are generally subject to more restrictions on their activities,
investments, and grants, are subject to an excise tax on investment income, and are subject to
other restrictions that are not imposed on public charities

¢ In addition, donors to private foundations generally are subject to less favorable charitable
deduction limitations when making donations to a private foundation rather than a public charity

Which types of public charities are “per se” public charities?

e Churches (including other similar religious organizations such as synagogues), convention of
churches and association of churches

e Schools, including colleges and universities

e Hospitals and medical research organizations

e Federal, state, and local government and governmental units

e Organizations organized and operated to test for public safety under IRC Section 509(a)(4)

Note, public charity status is reported to the IRS on Form 990, Schedule A
Where can | go for additional information on public charity status?

The IRS website has resources available for more information:
www.stayexempt.irs.gov/In-depth-Topics/The-Wonderful-World-of-Foundation-Classification
wWwWw.irs.gov/pub/irs-pdf/p557.pdf
www.irs.gov/Charities-&-Non-Profits/Exempt-Organizations-Annual-Reporting-Requirements-Form-
990,-Schedules-A-and-B:-Public-Charity-Support-Test

Polsinelli provides this material for informational purposes only. The material provided herein is general and is not intended to be legal advice. Nothing herein should be relied upon or used without consulting a lawyer to consider your specific circumstances, possible changes
toapplicable laws, rules and regulations and other legal issues. Receipt of this material does not establish an attorney-client relationship. Polsinelli is very proud of the results we obtain for our clients, but you should know that past results do not guarantee future results; that
every case is different and must be judged on its own merits; and that the choice of a lawyer is an important decision and should not be based solely upon advertisements. FOR QUESTIONS, CONTACT JONATHAN BLUM, JBLUM@POLSINELLI.COM, (214)
661-5576.
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