Selected IRC Codes

IRC170(c)(2)

A corporation, trust, or community chest, fund, or foundation—

I.R.C. § 170(c)(2)(A) — created or organized in the United States or in any
possession thereof, or under the law of the United States, any State, the District of
Columbia, or any possession of the United States;

I.R.C. § 170(c)(2)(B) — organized and operated exclusively for religious, charitable,
scientific, literary, or educational purposes, or to foster national or international
amateur sports competition (but only if no part of its activities involve the provision of
athletic facilities or equipment), or for the prevention of cruelty to children or animals;
I.R.C. § 170(c)(2)(C) — no part of the net earnings of which inures to the benefit of
any private shareholder or individual; and

I.R.C. § 170(c)(2)(D) — which is not disqualified for tax exemption under section
501(c)(3) by reason of attempting to influence legislation, and which does not
participate in, or intervene in (including the publishing or distributing of statements),
any political campaign on behalf of (or in opposition to) any candidate for public
office.

A contribution or gift by a corporation to a trust, chest, fund, or foundation shall be
deductible by reason of this paragraph only if it is to be used within the United States
or any of its possessions exclusively for purposes specified in subparagraph (B).
Rules similar to the rules of section 501(j) shall apply for purposes of this paragraph.
Organizations electing to use the expenditure test must file Form 5768,
Election/Revocation of Election by an Eligible IRC Section 501(c)(3) Organization to
Make Expenditures to Influence Legislation, at any time during the tax year for which
it is to be effective. The election remains in effect for succeeding years unless it is
revoked by the organization. Revocation of the election is effective beginning with
the year following the year in which the revocation is filed.

IRC501(c)(3)

To be tax-exempt under section 501(c)(3) of the Internal Revenue Code, an
organization must be organized and operated exclusively for exempt purposes set
forth in section 501(c)(3), and none of its earnings may inure to any private
shareholder or individual. In addition, it may not be an action organization, i.e., it may
not attempt to influence legislation as a substantial part of its activities and it may not
participate in any campaign activity for or against political candidates.

Organizations described in section 501(c)(3) are commonly referred to as charitable
organizations. Organizations described in section 501(c)(3), other than testing for
public safety organizations, are eligible to receive tax-deductible contributions in
accordance with Code section 170.

The organization must not be organized or operated for the benefit of private
interests, and no part of a section 501(c)(3) organization's net earnings may inure to



the benefit of any private shareholder or individual. If the organization engages in an
excess benefit transaction with a person having substantial influence over the
organization, an excise tax may be imposed on the person and any organization
managers agreeing to the transaction.

Section 501(c)(3) organizations are restricted in how much political and legislative
(lobbying) activities they may conduct. For a detailed discussion, see Political and
Lobbying Activities. For more information about lobbying activities by charities, see
the article Lobbying Issues; for more information about political activities of charities,
see the FY-2002 CPE topic Election Year Issues.

IRC(501(h)

Organizations other than churches and private foundations may elect the
expenditure test under section 501(h) as an alternative method for measuring
lobbying activity. Under the expenditure test, the extent of an organization’s lobbying
activity will not jeopardize its tax-exempt status, provided its expenditures, related to
such activity, do not normally exceed an amount specified in section 4911. This limit
is generally based upon the size of the organization and may not exceed
$1,000,000, as indicated in the table below:

If the amount of exempt purpose expenditures is less than or equal to $500,000,
Lobbying nontaxable amount is: 20% of the exempt purpose expenditures.

Under the expenditure test, an organization that engages in excessive lobbying
activity over a four-year period may lose its tax-exempt status, making all of its
income for that period subject to tax. Should the organization exceed its lobbying
expenditure dollar limit in a particular year, it must pay an excise tax equal to 25
percent of the excess.



