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A
Abatement of taxes, 93–94, 122,

150, 176, 190
Acquisition indebtedness, 75–76
Additional taxes, 92, 120–121,

147–149, 175, 189
Administrative expenses, 83
Alternative investments, 161–167
Annual information returns:

and disclosure requirements,
231

filing due dates, 223
filing exceptions, 222–223
filing requirements, 222
and governance principles,

277–278
penalties, 223
and tax-exempt status, 241

Applications for recognition of
exemption, 50, 230

Appraisal requirements, 238–241
Associations of churches, 6

B
Board member responsibilities,

270
Business, definition of, 179–180,

192–194

C
Charitable gift, definition of,

203–204
Charitable gift annuities, 219–220
Charitable giving rules:

basic concepts, 202–203
charitable gift annuities,

219–220
charitable lead trusts, 218–219
charitable remainder trusts,

215–217
deductibility, limitations on,

206–208
deduction reduction rules,

208–209
insurance, gifts of, 213
partial interest gifts, 212

planned giving, 213–220
pooled income funds, 217–218

property, contributions of,
205–206

qualified appreciated stock,
209–211

qualified donees, 204–205
twice basis deductions, 211–212

Charitable lead trusts, 218–219
Charitable purposes and activities,

49–50
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Charitable remainder trusts:
early termination of, 143
general rules, 215–217

Churches, 5–6
Community foundations, 15–16
Compensation, 131–132
Conduit foundations, 4
Conventions of churches, 6
Corporations, as disqualified

persons, 36–37
Correction, 92–93, 121–122,

149–150, 175–176, 189
Counsel, advice of, 148–149,

174

D
Disclosure requirements, federal

tax law:
annual information returns,

231
applications for recognition of

exemption, 230–231
appraisal requirements, 238–241
gift substantiation requirements,

231–233
property, contributions of,

235–237
property, dispositions of, 237–238
quid pro quo contributions,

233–235
unrelated business income tax

returns, 231
Disqualified persons:

concept of, 31
corporations, 36–37
estates, 37
family, members of, 35–36
foundation managers, 31–32
government officials, 38–40
and intermediate sanctions,

55–58
partnerships, 37
private foundations, 37–38
substantial contributors, 32–33
termination of status, 40–42

trusts, 37
20 percent-plus owners, 34–35

Distributable amount, definition of,
79–81

Donative publicly supported
organizations, 9–16

Donor-advised funds:
as alternative to private

foundation, 264–267
in general, 258–260, 263–264
statutory criteria, 261–263

E
Educational institutions, 6–7
Electronic filing requirement, 242
Estate administration exception,

142
Estates, as disqualified persons, 37
Excess business holdings rules:

business enterprise, definition of,
179–180

excess holdings, 184–188
functionally related businesses,

188–189
investment partnerships,

181–183
passive income

businesses,180–181
percentage limitations, 183
permitted holdings, 184–188
summary, 179

Exempt operating foundations, 4
Expenditure responsibility, 111–118

F
Facts-and-circumstances test, 13–14
Fair market value, determination

of, 76–79
Family, members of, 35–36
Fiduciary responsibility, 283
Filing requirements and

tax-exempt status, 241
First-tier taxes. See Initial taxes.
Foreign recipients, distributions to,

88–89, 111
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Form 990-PF:
introduction to, 222, 223–224

Part I, 224
Part II, 224
Part IV, 224
Part V, 224
Part VI, 225
Part VII-A, 225
Part VII-B, 225
Part VIII, 226
Part IX-A, 226
Part IX-B, 226
Part X, 227
Part XI, 227
Part XII, 227
Part XIII, 227
Part XIV, 227
Part XV, 227–228
Part XVI, 228
Part XVII, 228

Forms:
90.22.1, 164
926, 163, 164
990, 222, 229, 270
990-EZ, 222, 229
990-N, 222, 229, 241
990-PF. See Form 990-PF.
990-T, 163, 222, 225, 228–229
990-W, 222
1023, 50
4720, 122, 149, 176, 190, 226
5471, 164
8282, 237–238
8283, 236–237, 239–240
8621, 164
8858, 164
8865, 164
K-1, 163

Foundation managers, 31–32
Functionally related businesses,

188–189

G
Gift, definition of, 203–204,

260–261

Gift substantiation requirements,
231–233

Governance principles:
and annual information return

(Form 990), 277–278
basics of, 268–269, 270–274
board member responsibilities,

283–285
emerging concepts, 269–270
IRS draft of, 274–277
IRS subsequent guidance on,

278–282
Government officials, as

disqualified persons, 38–40
Governmental units, 9
Grants. See Qualifying

distributions.

H
Hospitals, 7–8

I
Indirect self-dealing, 141–142
Individuals:

as defendants, 286–287
grants to, 103–110

Initial taxes, 92, 119–120, 145–147,
172–174, 189

Institutions, 5–9
Intermediate sanctions, 55–58
Investment income, tax on,

65–66
Investment partnerships, 181–183

J
Jeopardizing investment rules:

and donated assets, 157
jeopardy, defined, 154–157
prudent investor standards,

157–167
summary of rules, 152–154

K
Knowing, definition of, 119–120,

146–147, 173
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L
Lawsuits, against nonprofit

organizations, 285–286
Legislative activities rules:

for charitable organizations, in
general, 58–62

for private foundations, 97–101

M
Management companies, 291–292
Mandatory payout rules:

and acquisition indebtedness,
75–76

assets involved, 71–74, 75
distributable amount, 79–81
dual-use property, 74–75
expectancies, 72–73
future interests, 72–73
history of, 69
in general, 69–71
minimum investment return,

70
percentage test, 71
qualifying distributions, 81–83

Medical research organizations,
8

Minimum investment return,
70

N
Nonexempt charitable trusts, 4–5
Normally, concept of, 12, 19–20

O
Operational test:

for charitable organizations, in
general, 48–49

for supporting organizations,
22–23

Organizations, form of, 46–47
Organizational test:

for charitable organizations, in
general, 47–48

for private foundations, 48
for supporting organizations, 22

P
Participation, 146, 173
Payout rules. See Mandatory

payout rules.
Personal benefit contracts, 65
Personal liability, protection against,

287–291
Personal services exception,

131–132
Political campaign activities rules:

for charitable organizations, in
general, 62–64

for private foundations,
102–103

Pooled income funds, 217–218
Primary purpose test, 49, 191
Private benefit, doctrine of, 42–44
Private foundation:

alternatives to, 243–267
definition of, 2–3
as disqualified person, 37–38
investment income, tax on,

65–66
and private benefit, 42–44
statistics as to, 28–29
supporting organizations,

distribution to, 252–254
termination of status, 66–67
and unrelated business rules,

200
Private inurement, doctrine of,

51–55
Private operating foundations, 3–4
Program-related investments,

167–172
Prohibited expenditures:

and expenditure responsibility,
111–118

foreign organizations, grants to,
88–89, 111

individuals, grants to, 103–110
legislative activities, 97–101
noncharitable purposes,

expenditures for, 118
overview of rules, 97
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Prohibited expenditures (Continued )
political campaign activities,

102–103
public charities, grants to, 110
supporting organizations,

distributions to, 118–119
Prohibited tax shelter transactions,

64–65
Property:

contributions of, 205–206,
235–237

dispositions of, 237–238
Prudent investment standards,

157–167
Public charities:

as alternative to private
foundation, 246–247

associations of churches, 6
churches, 5–6
community foundations, 15–16
concept of, 5
conventions of churches, 6

donative publicly supported
organizations, 9–16

educational institutions, 6–7
governmental units, 9
hospitals, 7–8
institutions, 5–9
IRS shell game, 257–258
medical research organizations, 8
public college support

foundations, 8–9
public safety testing

organizations, 27
service provider publicly

supported organizations,
16–20

as successors to private
foundations, 247–248

supporting organizations, 21–27,
248–255

Public college support foundations,
8–9

Public-private dichotomy, import
of, 27–28

Public safety testing organizations,
27

Publicly supported charities,
comparative analysis of,
20–21

Q
Qualified appreciated stock,

209–211
Qualifying distribution, definition

of, 81–83
Quid pro quo contributions,

233–235

R
Reasonable cause, 94, 120, 146,

173–174, 190
Reasoned legal opinion, definition

of, 120, 148–149, 174
Recognition of tax exemption, 50
Reporting requirements:

federal, 221–229
state, 229–230

S
Second-tier taxes. See Additional

taxes.
Self-dealing:

advances, 132–133
assets, uses of, 135–139
bank fees, 133–134
and charitable remainder trusts,

early termination of, 143
compensation, payment of,

131–132
definition of, 124–125
exceptions to rules, 143–145
expense reimbursements,

132–133
extensions of credit, 129–130
for the benefit of transactions,

138
government officials, payments

to, 141
incidental, 138–139
income, uses of, 135–139



Index 301

indemnifications, provision of,
134–135

indirect, 141–142
insurance, provision of, 134–135
loans, 129–130
office space, equipment, and

personnel, 139–141
pledges, payment of, 136
property, co-owned, 128–129
property, exchanges of, 125–126
property, furnishing of, 127–128
property held by fiduciaries, 142
property, leasing of, 126–127
property, sales of, 125–126
securities transactions, 136
sharing of space, people, and

expenses, 139
tickets to events, 137

Service provider publicly supported
organizations,16–20

Set-asides:
cash distribution test, 85–88
in general, 83–84
suitability test, 84–85

State law reporting requirements,
229–230

Substantial contributors, 32–33
Support, definition of, 11–12,

18
Supported organizations:

charitable, 22–23
noncharitable, 25
substitution of, 26

Supporting organizations:
as alternative to private

foundation, 248–255
control, limitation on, 26–27
creative uses of, 256–257
and due diligence requirements,

252–254
operational test, 22–23
organizational test, 22
private foundation distributions

to, 89–91
relationships, required, 24–25

specification, requirement of,
23–24

types of, 21–22

T
Tax exemption, recognition of, 50
Terminations:

of disqualified person status,
40–42

of private foundation status, 66–67
Third-tier taxes, 94–95, 122–123,

151, 176, 190
Tickets and self-dealing, 137
Trusts, as disqualified persons, 37

20 percent-plus owners, 34–35

U
Uniform Management of

Institutional Funds Act, 158
Uniform Prudent Investor Act, 158
Uniform Prudent Management of

Institutional Funds Act,
158–159

Unrelated business income tax
returns. See Form 990-T.

Unrelated business rules:
affected tax-exempt

organizations, 192
business, conduct of, 192–194

excepted activities, 197–198
excepted income, 199
exceptions to exceptions, 200
and private foundations, 200
regularly carried on businesses,

194–195
related businesses, 195–196
statutory framework, 190–192
unrelated business taxable

income, 196–197
unrelated businesses, 195–196

Unusual grants, 12–13

W
Watchdog agencies, 292–294
Willful acts, 94, 120,146, 173, 190




