GUIDE TO TAX-EXEMPT NPOS Part4 EINs & Tax-Exemption

Part 4 of a quick look at what it takes to set up a charitable-purpose nonprofit
corporation in California and Arizona, motivate a Board of Directors, obtain and keep
tax-exempt status, and maintain funding to permit the team to achieve charitable goals.
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10.1. How to obtain an EIN
10.2. Who is the “Responsible Party”
10.3. Reporting changes to Responsible Party — IRS Form 8822-B
10.4. Who is the “Designated Official” for an IRS Business Tax Account?
10.5. Obtaining the EIN online
10.6. EIN Letter required to open bank accounts

CHAPTER 11. Group Exemptions for Affiliated NPOs

CHAPTER 12. Federal tax exemption — IRS Form 1023
12.1. Can you use the Form 1023-EZ?
12.2. Completing the full Form 1023

CHAPTER 13. State tax exemptions
13.1. California State tax-exempt status — Form 3500 or 3500A
13.2. California Welfare Exemption — Forms BOE 277 and 267
13.3. Arizona tax-exempt status — AZ Form 5000

CHAPTER 14. The California Attorney General — Form CT-1

CHAPTER 10. Obtaining an EIN - Responsible Party — IRS Form SS-4
10.1. How to obtain an EIN

Every new entity, regardless of whether it will ever have any employees, must
obtain an Employer Identification Number from the IRS. The EIN is usually obtained
online by answering a series of check-the-box questions. It may, and sometimes must,
be applied for in a “wet-signature” writing by mail or fax. The Application for Employer
Identification Number is usually referred to as Form SS-4.

The Application must be completed by someone who could be a Responsible
Party: not for example by a third-party Incorporator or “nominee” who filed the Articles
with the Secretary of State. In completing the application, for organizational form, check
the “Other nonprofit organization” box (if the nonprofit organization is other than a
church or church-controlled organization) and specify the type of nonprofit organization
(for example, an educational organization).

If the organization is covered by a group exemption letter, enter the 4-digit group
exemption number (GEN) in the last entry. This is different from the 9-digit EIN. See
Pub. 557 for more information.

10.2. Who is the “Responsible Party”

The corporation will be required to identify, by both name and social security
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number, a “Responsible Party”. This Party must be an individual, and should
understand that the position theoretically requires little or no action, theoretically creates
no personal liability, and is described by the IRS in its Instructions for Form SS-4 (Rev.
12-2025) as follows:

Responsible party defined. The “responsible party” is the person who
ultimately owns or controls the entity or who exercises ultimate effective
control over the entity. The person identified as the responsible party
should have a level of control over, or entitlement to, the funds or assets in
the entity that, as a practical matter, enables the person, directly or
indirectly, to control, manage, or direct the entity and the disposition of its
funds and assets.

» For tax-exempt organizations, the responsible party is generally the
same as the “principal officer” as defined in the Form 990 instructions.

10.3. Reporting changes to Responsible Party — IRS Form 8822-B

The entity must report any subsequent changes to its responsible party
information within sixty (60) days of the change, using Form 8822-B on lines 8 and 9.
The corporation must always have a Responsible Party, so if the person originally
designated resigns, leaves the entity, or is no longer the proper person for some
reason, a new Responsible Party must be appointed by the Board who agrees in writing
to serve. See Regulations § 301.6109-1(d)(2)(ii). The form is best mailed in as directed
on the instructions part of the form.

The principal officer exercises ultimate authority for implementing board
decisions or managing the organization’s operations, and so is usually the President,
CEO, or Executive Director. IRS Instructions tell us that for tax-exempt entities, the
Responsible Person is generally considered to be the “principal officer” identified in the
annual IRS Form 990. Therefore, consider filing a Form 8822-B whenever a new
principal officer is identified in the entity’s most recent 990.

10.4. Who is the “Designated Official” for an IRS Business Tax Account?

Tax-exempt organizations can now participate in the IRS online Business Tax
Account. It requires the entity to identify a “Designated Official” who is given full access
to information. The definition is somewhat looser than that for Responsible Party in that
any Officer (or Board Chair) can act as Designated Official without being the entity’s
“principal officer”. The Designated Officer for a tax-exempt corporation must be either:

(1) an Officer, such as the President (or CEQ), Vice President, Treasurer (or CFO),
Secretary, or Chief Operating Officer (or COO);

or

(2) aBoard Chair.

The Designated Official can open the online corporate account, and will have
input and access to the Business profile, Account balances, Payments made, Tax
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records, Notices and letters from the IRS, and certain Authorizations on tax transcript
requests. See, www.irs.gov/businessaccount.

10.5. Obtaining the EIN online
The IRS provides an online “tool” to obtain an EIN at

https://www.irs.gov/businesses/small-businesses-self-employed/get-an-employer-
identification-number. An applicant can use the tool, however, only if

(1) your principal place of business is in the U.S. or U.S. territories; and

(2) you are the Responsible Party who is authorized to file on behalf of the
corporation, and are in control of the entity; and

(3) you have the responsible party’s Social Security or individual taxpayer 1D
number (ITIN).

Currently, applications may be made on the IRS website between 7 a.m. and 10
p.m. ET, Monday through Friday. The Q&A proceeds through the following questions:

(A) your entity’s legal structure: “other”

(B) why you are requesting an EIN: “starting a new business”

(C) identify the Responsible Party;

(D) state the business’ location;

(E) the entity name, where the articles were filed and date filed;

(F) answer no to the questions about special situations, e.g. vehicles, gambling;
(G) check the box on what the business does (if “other” then complete);

(H) state whether you want the EIN confirmation letter now online or by mail.

You always want the confirmation letter (the CP 575 E) immediately by email. It
is typically sent seconds later. The letter should be shared with all who need to know
and a copy kept with the entity’s records. Do not lose all copies of this letter.

10.6. EIN Letter required to open bank accounts

The corporation needs to open a bank account. To open that account it must
provide the financial institution, usually a bank, with a copy of the letter from the IRS
stating its EIN. The bank will also need documentation that the individual(s) opening the
account are creating it on the corporation’s behalf, and are authorized to do so. This is
typically in the form of Board resolutions or a unanimous written consent. The EIN Letter
is therefore a step that can hold up progress.

CHAPTER 11. Group Exemptions for Affiliated NPOs

There are two possible routes for a nonprofit organization (NPO) to obtain tax-
exempt status so that, among other things, contributions to the entity are deductible by
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a donor. The usual and preferred path is for the entity to apply for and obtain its own
501(c)(3) exemption. It may be possible under certain circumstances, however, for the
NPO corporation to be included under the umbrella of another entity’s group exemption
without separating applying for exemption.

The Group Exemption process permits a tax-exempt entity (called the “Central
Organization” or CO) to apply for a Group Exemption Letter (GEL) that names its
affiliates (each a “Subordinate Organization” or SO) who are then also derivatively tax-
exempt. The GLE provides exemption to every named SO, which is also provided with a
4-digit group exemption number (GEN). The SOs have uniform governing documents
with similar purposes and activities. Each SO must be an “affiliate” of the CO, which
requires all of the following, as of the close of its accounting period:

(1) the CO and SO have a direct relationship, based on common goals, and
under some level of shared control or supervision;

(2) the SO is a “chapter, local post, or unit” of the CO;

(3) the SOs all have “uniform governing instruments”, such as their Articles and
Bylaws;

(4) all of the SOs must be exempt under the same paragraph of Section 501(c)
[e.g. (c)(3), (c)(4) etc.] but this may be different than the paragraph under which the CO
itself is exempt; and

(5) each SO must be a separate and independent legal entity, although not
necessarily incorporated, with its own governing document and Board;

The SO provides the CO with a written Authorization requesting inclusion in the
exemption and providing a detailed description of the purposes and activities of the SO,
including the sources of receipts and the nature of expenditures. The CO uses this
information to apply for a GEL to include at least two SOs, using Form 8940, Schedule
Q, which now replaces written letter requests.. This can be done at the same time, and
along with, the CO’s own application for exemption. A new NPO wishing to be included
in a Group Exemption must submit its authorization to the CO before the end of the 15th
month after formation for the recognition to relate back under section 508(a).

The CO must maintain records concerning its oversight or supervision, and
report annually on its SO’s activities, at least 90 days before the close of its annual
accounting period. This Supplemental Group Ruling Information (SGRI) submitted
electronically adds new SOs as and informs the IRS of changes to existing SOs.

For more information with examples, see IRS Pub 557 (Tax-Exempt Status for
Your Organization), Pub 4573 on Group Exemptions specifically, and Rev. Proc. 80-27,
1980-1 C.B. 677 on the application process. Current Revenue Procedure 2026-8 details
the CO’s reporting requirements.

CHAPTER 12. Federal tax exemption — IRS Form 1023
Nonprofit corporations are not automatically exempt from income or other

applicable taxes. If the corporation desires to be recognized as exempt from federal
income tax on its own, it should file Form 1023 or Form 1023-EZ with the IRS as
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appropriate. The 1023-EZ form is shorter, simpler, and processed more quickly than the
full-form application, but has strict limits on when it can be used.

Those NPOs seeking tax exemption under sections 501(d) or 501(a), other than
under 501(c)(3) or (4), should use Form 1024. Entities seeking exemption under section
521 may use Form 1024 or 1028.

12.1. Can you use the Form 1023-EZ?

You may apply for 501(c)(3) exemption using the simplified 1023-EZ form if ALL
of the following are true:

(1) you reasonably project that annual gross receipts will not exceed $50,000 in
any of the next 3 years;

(2) your annual gross receipts did not exceed $50,000 in any of the past 3
years;

(3) the fair market value of current total assets does not exceed $250,000;
(4) the corporation was formed in a U.S. State or Territory; and
(5) the corporation’s mailing address is within the U.S. or its Territories.

But, you may NOT use the 1023-EZ application if ANY of the following apply:

m Yyou are not a corporation, unincorporated association, or trust;

m you are not a nonprofit entity or a successor to one;

m you are a church or a convention or association of churches;

m Yyou are a school, college, or university (see § 170(b)(1)(A)(ii));

m Yyou are a hospital or medical research organization or a hospital organization;
m You are a cooperative hospital service organization;

m Yyou are an agricultural research organization;

m You are a cooperative service organization of an operating educational
organization;

m Yyou are a qualified charitable risk pool;
m Yyou are a “supporting organization” (see § 509(a)(3));

m your tax exemption was revoked (other than for failure to file a Form 990-
series return for 3 consecutive years);

m Yyou are currently, or were previously, recognized as tax exempt under IRC §
501(a);

m a substantial purpose of your activities is to provide assistance to individuals
through credit counseling activities such as budgeting, personal finance, financial
literacy, mortgage foreclosure assistance, or other consumer credit areas;

m you will invest 5% or more of your total assets in securities or funds that are
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not publicly traded;

m Yyou participate, or intend to participate, in partnerships (including entities or
arrangements treated as partnerships for federal tax purposes) in which you
share losses with partners other than section 501(c)(3) organizations;

m Yyou sell, or intend to sell carbon credits or carbon offsets;
m Yyou are a Health Maintenance Organization (HMO);

m you are an Accountable Care Organization (ACO), or an organization that
engages in, or intends to engage in, ACO activities;

m you maintain or intend to maintain one or more donor advised funds;

m Yyou are organized and operated exclusively for testing for public safety and
are requesting a foundation classification under section 509(a)(4);

m Yyou are requesting classification as a private operating foundation;

m Yyou are a private foundation applying for reinstatement after automatic
revocation and requesting to change to a public charity foundation classification;

m you are applying for retroactive reinstatement of exemption under section 5 or
6 of Rev. Proc. 2014-11, after being automatically revoked;

m Yyou have previously received a ruling or determination letter denying
recognition of exemption;

m you have previously been determined to be ineligible to file Form 1023-EZ;

m Yyou are conducting activities involving controlled substances (within the
meaning of Schedule | and Il of the Controlled Substances Act, 21 U.S.C. 801 et
seq.) which are prohibited by federal law regardless of the legality under the law
of the state in which such activity is conducted;

m you are engaged in exchanging, creating, or distributing digital assets; or
m Yyou or a predecessor entity was suspended as a terrorist organization.

See generally the instructions at https://www.irs.gov/forms-pubs/about-form-1023-ez.

12.2. Completing the full Form 1023

The Application for exempt status, Form 1023, must be completed online through
the gov.pay portal. The filer should register with the portal beforehand and create a
template for every possible answer for pre-filing completion by the principals, or at least
with their involvement. In addition, the financial information for Part VI should be
gathered beforehand using the application’s format. All information should be ready for
clear transposition to the online form. Keep it simple. There is a $600.00 fling fee.

Only certain persons may submit the application on behalf of the corporation.
The application must be signed by an authorized (1) officer, (2) director, (3) trustee, or
(4) other “official” of the organization. The term “official” means “principal officer” which
includes the president, vice president, secretary, and treasurer. Therefore, only the
officers and directors of corporations can sign the application, and no other
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representative, such as its attorney or a holder of its power of attorney, may sign.

A complete application will also include documents attached to the online
application. These documents in PDF format should be attached as a single document.
Therefore, consolidate the following attachments into a single PDF file:

(1)  the Articles, with all amendments

—~

2)  the Bylaws, with all amendments

—~

3) any written Policies described in the Application
(4) any Form 2848, Power of Attorney
(5) any Form 8821, Tax Information Authorization

(6) any supplemental responses (if the response won't fit in the provided text
field) and any additional supporting information - put the organization's name and
EIN on each page of the supplemental response and identify the Part and Line
number to which the information relates.

You do not need to include copies of Board resolutions in the initial application.
Prior to submitting the application you should PRINT OUT A COPY of the 1023
application in its to-be-submitted form. The print option is provided near the end of the
online application portal and it is extremely difficult to obtain a copy later. For more
information see https://www.irs.gov/forms-pubs/about-form-1023.

CHAPTER 13. State tax exemptions
13.1. California State tax-exempt status — Form 3500 or 3500A

If the corporation also desires to be exempt from California’s franchise tax,
including the “minimum tax” now $800, it must file California’s own application, Form
3500, with the FTB, together with the supporting documents and filing fee. Alternatively,
an organization may wait until it receives federal tax-exempt status and then file the
shorter Form 3500A with the FTB. Filing Form 3500 is best done by mailing the
completed, signed form along with organizing documents (bylaws, articles) to the FTB
at “Exempt Organizations Unit MS F120, Franchise Tax Board, PO Box 1286
Rancho Cordova, CA 95741-1286" The telephone is 916-845-4171. Further information
on California tax exemptions can be found at https://www.ftb.ca.gov/forms/misc/3500-
booklet.html.

The FTB notifies the applicant of its decision on exempt status, and sends
instructions for the annual filing of California’s tax Form 199. Note that the
organization’s state tax return may need to be filed before receiving notice of the IRS
exemption. Therefore, it may be prudent for the organization to file Form 3500 with
California at the same time as filing IRS Form 1023 or 1023-EZ.

13.2. California Welfare Exemption — Forms BOE 277 and 267
Property which is owned by the 501(c)(3) nonprofit may be exempt from
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California Property Tax by virtue of the “welfare exemption” if they use the property
exclusively for religious, charitable, scientific, or hospital purposes. The entity owner
must (1) own the property, (2) first obtain an Organizational Clearance Certificate (using
BOE 277) from the California State Board of Equalization, and (3) then file a Welfare
Exemption Claim (BOE 267) for a specific property with the County Assessor of that
county using that county’s approved form. To obtain a full year's exemption the papers
must be filed with the County Assessor by Feb. 15th. The Organizational Clearance
Certificate (OCC) confirms that the entity is eligible for the exemption. The entity then
files BOE-267 with the local county assessor to actually claim the exemption, submitting
a separate application for each property.

Further information on Form 277 and miscellaneous additional forms can be
found at https://www.boe.ca.gov/proptaxes/welfareclaimforms.htm. Information on Form
267 for specific counties can be found at https://www.capropeforms.org/forms/boe-267-
l-a.

13.3. Arizona tax-exempt status — AZ Form 5000

Arizona tax-exempt organizations may be exempt from state income tax,
property tax, state or city transaction privilege tax, county excise tax, state or city use
tax, or any combination of these taxes. For example, no income tax is due from § 501
entities or from corporations “organized and operated exclusively for religious,
charitable, scientific, literary or educational purposes” with no private inurement and no
participation in propaganda or influencing legislation. (ARS § 43-1201) Such entities are
also typically exempt from use tax. (ARS § 42-5159)

Generally, sales made to churches, schools and other non-profit organizations
are subject to sales tax, called the Transaction Privilege Tax (TPT) and use tax.
Arizona tax law provides 13 categories of sales which are exempt from TPT. (AZ Dept
Revenue Pub 501) Most involves sales to nonprofits and 501(c)(3) entities for several
purposes. Retail sales made by IRS-recognized §501(c)(3) organizations, including
sales of food and drink for fundraising, are among activities not subject to TPT.

Charitable organizations may be exempt from property taxes following an
approved application to the appropriate county assessor. Affidavit of Organizational Tax
Exemption (ADOR Form 82514A) Applications must be filed between the first Monday
in January and March 1. An entity should include its IRS Determination Letter if it has
one.

Generally, exemptions are subject to requirements on ownership and charitable
use. Some organizations may be granted an exemption on property use alone, without
ownership, often for leased properties.

CHAPTER 14. The California Attorney General — Form CT-1

All California public benefit corporations (and others) must register with the
Attorney General’s Registry of Charities and Fundraisers within 30 days of first receiving
charitable assets, such as public donations, government grants, real or personal
property, noncash donations, or other contributions of value. This initial registration
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requires filing the Initial Registration Form (Form CT-1), together with a copy of the
articles and bylaws, and paying the initial registration fee. If an application has been
filed or granted for exempt status, include copies of the application and any
determination letter from the IRS.
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