[image: image1.jpg]Community
Legal
Resources

Connecting Lawyers and Communities



New changes to irs rules for
Tax-exempt organizations
The Pension Protection Act of 2006 (PPA) Revises Exempt Organization Tax Rules
The Pension Protection Act of 2006 contains numerous changes to the tax law provisions that affect tax-exempt organizations.  The various changes are addressed below.

E-Postcard (Form 990-N)
In 2008, small tax-exempt organizations that previously were not required to file returns may be required to file an annual electronic notice, Form 990-N, Electronic Notice (e-Postcard) for Tax-Exempt Organizations not Required To File Form 990 or 990-EZ. This filing requirement applies to tax periods beginning after December 31, 2006.  Organizations that do not file the notice will lose their tax-exempt status.

What is the e-postcard?

Tax-exempt organizations, whose gross receipts are normally $25,000 or less, are not required to file Form 990, Return of Organization Exempt From Income Tax, or Form 990-EZ, Short Form Return of Organization Exempt from Income Tax. 
The PPA now requires these tax-exempt organizations to file electronically Form 990-N, the e-Postcard, with the IRS annually.   


Beginning in 2008, the e-Postcard will be due every year by the 15th day of the fifth month after the close of your tax period. For example, if your tax period ends on December 31, 2007, the e-Postcard is due May 15, 2008.

The PPA requires the IRS to revoke the tax-exempt status of an organization that fails to meet its annual filing requirement for three consecutive years.  
Organizations that do not file the e-Postcard (Form 990-N), or an information return Form 990 or 990-EZ for three consecutive years, will have their tax-exempt status revoked as of the filing due date of the third year.

The e-Postcard will require you to provide the following information:

• Organization’s name,
• Any other names your organization uses,

• Organization’s mailing address,

• Organization’s website address (if applicable),

• Organization’s employer identification number (EIN),

• Name and address of a principal officer of your organization,

• Organization’s annual tax period,

• A statement that your organization’s annual gross receipts are still normally $25,000

or less, and

• If applicable, indicate if your organization is going out of business.
The IRS is creating an electronic filing system for the e-Postcard.  

For more information, go to www.irs.gov/eo.
Other Key Changes to sect. 501c3 of the Tax Code Due to the PPA include the following:


1. Treasury Report on Certain Life Insurance Contracts
Charitable organizations must report certain acquisitions of interests in certain insurance contracts for two years beginning on the date of enactment. It must be determined if acquisitions of applicable insurance contracts is consistent with the tax-exempt purposes of those charitable organizations that acquire such contracts.

2. Fines and Penalties Applicable to Charitable Organizations
The amount of excise taxes applicable to certain activities by charities is doubled; applicable to social welfare organizations, private foundations and exempt organization managers.

3. Charitable Contributions of Facade Easements
A charitable deduction is allowed with respect to easements concerning buildings located in a registered historic district. The easement must provide that no portion of the exterior of the building may be changed or altered in a manner inconsistent with the historical character of the exterior. The charitable deduction is reduced if a rehabilitation tax credit has been claimed with respect to the donated property.

4. Taxidermy and Substantiation of Exempt Use Property
The basis for donated taxidermy property is limited to the cost of preparing, stuffing and mounting an animal. The value of the deduction would be equal to the lesser of basis or fair market value.

5. Recapture of Tax Benefit for Charitable Contributions of Exempt Use-Property Not Used for an Exempt Use
The tax benefit derived from the contribution of property, for which a fair market value deduction was claimed, is recoverable if the property is not used for an exempt purpose of the donee organization.

6. Clothing and Household Items
No deduction is allowed for charitable contributions of clothing and household items if such items are not in good used condition or better. In addition, a deduction may be denied for any item with minimal monetary value.

Notice 2007-50 provides guidance on new percentage limitations imposed by Code section 170(b)(1)(E) on qualified conservation contributions made by individuals.

7. Modification of Recordkeeping Requirements for Certain Charitable Contributions
In the case of a charitable contribution of money, regardless of the amount, the donor must maintain a cancelled check, bank record or receipt from the donee organization showing the name of the donee organization, the date of the contribution, and the amount of the contribution.
8. Partial Interest in Donated Property
Charities receiving a fractional interest in an item of tangible personal property must take complete ownership of the item within 10 years or the death of the donor, whichever is first. In addition, the donee must have (i) taken possession of the item at least once during the 10-year period as long as the donor remains alive, and (ii) used the item for the organization’s exempt purpose. Failure to comply with these requirements results in the recapture of all tax benefits plus interest and the imposition of a 10 percent penalty.

9. Appraisal Reform
There is a lower threshold for imposing accuracy-related penalties on a taxpayer who claims a deduction for donated property for which a qualified appraisal is required. 

The lower threshold also applies for purposes of estate tax appraisals and provides definitions of a qualified appraiser and qualified appraisals.

Notice 2006-96 provides guidance regarding appraisal requirements for noncash charitable contributions, including transitional guidance relating to the definitions of qualified appraisals and qualified appraiser.
10. Credit Counseling
Tax-exempt organizations that offer credit counseling services are subject to a four-year transition rule to limit the allowable amount of debt management plan (DMP) income to 50 percent of revenues. To prevent abusive situations, there are restrictions on organizations offering credit counseling services with respect to loans, fees, and solicitation of contributions from consumers receiving counseling.

11. Private Foundation Net Investment Income Excise Tax
The definition of gross investment income now includes capital gains, notional principal contracts, annuities, and other substantially similar investment income.

12. Convention or Association of Churches
Clarification of the definition of a convention or association of churches
13. Notification Requirement for Exempt Organizations
Exempt organizations with gross receipts less than $25,000 are required to file an annual notice with the IRS containing basic contact and financial information.

14. Encourage IRS Information-Sharing with State Charity Officials
With written request by an appropriate state official, information regarding organizations for which the IRS has denied or revoked tax-exempt status, certain other actions the IRS may have taken, and returns filed by tax-exempt organizations may be disclosed. 
15. Public Disclosure of Information Relating to Unrelated Business Income Tax Returns
Present-law public disclosure requirements applicable to Form 990 now apply to the unrelated business income tax returns (Forms 990-T).  Exempt organizations must now make them available for public inspection.

Notice 2007-45  provides interim guidance on this requirement.

16. Treasury Study on Donor-Advised Funds and Supporting Organizations
The Secretary will undertake a study on the organization and operation of donor-advised funds and of supporting organizations. The study will include an examination of requirements for determining if such organizations are operating in a manner consistent with the purposes or functions constituting the basis for their tax-exempt status.

17. Improved Accountability for Donor-Advised Funds and Supporting Organizations
An excess benefits transaction tax will be placed on any grant, loan, compensation or other similar payments from a donor-advised fund. The tax will be applied to the person who is the donor, donor adviser/ related person from the supporting organization to a substantial contributor or a related person. 

-There are also excess business holdings rules on donor-advised funds and Type III supporting organizations. A memo (see http://www.irs.gov/pub/irs-tege/functionally_integrated_memo.pdf) to the Manager, EO Determinations, suspends the issuance of determination letters to organizations seeking classification as functionally integrated Type III supporting organizations pending issuance of guidance.

-Donors guidance on how to determine whether a grantee is a public charity under section 509(a)(1), (2), or (3), is provided in IRS Business Master File information. 

-Controlling organizations must report income from and loans to controlled organizations as well as transfers between controlled and controlling organizations. This provision is effective for returns due (without regard to extensions) after August 17, 2006.

Transition rules apply to the present holdings of donor-advised funds and supporting organizations. Supporting organizations that are functional component of their charitable organizations would not be subject to any excess business holdings rules. Notice 2006-109 provides interim guidance on issues affecting supporting organizations and sponsoring organizations of donor advised funds. 

-Supporting organizations that want to change their public charity classification should follow the procedures outlined in Announcement 2006-93. 
For more information or answers to specific questions regarding the new IRS changes, please contact Community Legal Resources, 313-962-3171 or sscott@michiganlegal.org. 

Exceptions to this requirement include organizations that are:


included in a group return


private foundations required to file Form 990-PF


section 509(a)(3) supporting organizations required to file Form 990 or Form 990-EZ


churches, their integrated auxiliaries, and conventions or associations of churches.
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Don’t lose your tax-exempt status! Note the new filing requirements








PAGE  
1

