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FOUNDATION

LATEST BLOG NEWS

Within the 501(c)(3) classification, an organization is considered either a public charity or a
private foundation. The primary distinction between these classifications is the amount of
public involvement in their activities.
Tax-exempt organizations under Internal Revenue Code (“IRC”) Section 501(c)(3) are
presumed to be private foundations, a less favored classification from a tax standpoint. In
order to be classified as a public charity, the organization must request and qualify for a ruling
that it is a public charity. This is done via IRS Form 1023, which an organization uses to request
exempt status from the IRS.
Public Charity

Private Foundation

A public charity is a nonprofit organization which solicits
donations from the public, such as churches, schools, hospitals,
medical research organizations, and other publicly-supported
organizations. There are four sections of the IRC that allow a
nonprofit to be considered a public charity.

Private foundations are often run by a family or small group
of individuals and may make use of investment income as
well as donations to fund its activities. Support for private
foundations comes from a smaller number of sources, or
often just a single source.

Under Section 509(a)(1), a public charity must receive one third
or more of its support from public contributions or be a church,
school, hospital, government operated organization for the
benefit of a university, or an agricultural research organization.
This requires a charity to maintain a good reputation and appeal
to public sentiment, as well as to frequently solicit donations.

Because private foundations do not need to maintain favor
with the general public for their operating income, they tend
to be more independent, and less open to public scrutiny.
Because of this they must obey certain operating restrictions
and are subject to excise taxes if they fail to comply. These
include restrictions on self-dealing, an annual income
Under Section 509(a)(2), a public charity must receive more than distribution requirement, limits on holdings in private
businesses, provisions that investments do not jeopardize
one third of its support from contributions, membership fees,
operations, and provisions to ensure expenditures meet an
and receipts from activities that advance its exempt functions.
exempt purpose.
Additionally, not more than one third of its support can come
from gross investment income.
Further, donors to private foundations may not be able to
Under Section 509(a)(3), a public charity must be organized to
support public charity or certain other qualified entities. This
means the public charity operates for the benefit of another
public charity.
Under Section 509(a)(4), a public charity is organized and
operated exclusively for testing for public safety. This is a
narrow classification and most public charities will not utilize
this avenue to public charity status.
It can be beneficial to be classified as a public charity because
donors can often deduct a larger percentage of their
contributions from their income taxes. There are also fewer
operating restrictions and penalties imposed on public charities
than private foundations, as long as they continue to qualify for
public charity status.

deduct as much of their contribution as they could if
donating to public charity. However, this is offset by the fact
that private foundations are not generally soliciting
donations from the general public, so the donors tend to be
the family or individual running the foundation.

Conclusion
Public charities are charitable organizations which are
supported by donations from the general public. In order to
qualify as a public charity, an organization must meet certain
IRC requirements, described above. Private foundations do not
need to solicit public donations and may derive all of their
income from a single source. However, because of this lack of
public oversight, private foundations are subject to operating
restrictions and tax penalties for failure to comply.
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LUNCH SEMINARS

Join Katie Thomas over your lunch hour to learn about legal issues within the
nonprofit sector and how to avoid liability for your organization.
We offer monthly educational seminars on a wide array of legal and governance
topics impacting nonprofits. The information provided during the seminars is
critical to ensuring the protection of your nonprofit’s assets so that more money can
go to mission driven activities. All seminars are conducted by attorney Katie Thomas,
include a Q&A period, and cost only $25 to attend.

August
Fiduciary Duties in the Nonprofit Sector
August 10, 2022

12pm-1pm MT
Register: https://www.eventbrite.com/e/fiduciaryduties-in-the-nonprofit-sector-tickets248822975217

Is Founding a Nonprofit the Right Choice?
August 17, 2022
12pm-1pm MT
Register: https://www.eventbrite.com/e/isfounding-a-nonprofit-the-right-choice-tickets372233629807

BOARD WEBINAR SERIES

GOVERNANCE BASICS FOR
NEW & SEASONED BOARD
LEADERS
Join CNLC and The Nonprofit
Strategy Group for a series of
three 75-minute webinars on
the basics of board governance.
Participants will walk away
with a better understanding of
their roles and responsibilities,
the specific duties of individual
board members, and financial
expectations. Individuals will
also come away with a deeper
understanding of the policies,
procedures, and processes
essential to a well-functioning
board.

TUESDAYS @ 12 P.M.
MST 08/23, 08/30,
09/06

Our Speakers :

Katie Thomas, JD, MBA

Richard Eveleigh, MPA

Amanda Kearney-Smith,
MS

Register:

https://thenonprofitstrategygr
oup.com/services

"The Palmer Fund was first envisioned in the summer of 2021 after the tragic
death of Adam Palmer, Andy Jessen, and Seth Bossung in an avalanche near
Silverton, CO on February 1st, 2021. Adam was a champion for sustainability as an
Eagle Town Council member and beyond. The Palmer Fund intends to honor
Adam’s legacy by supporting local economic and community development
through the lens of sustainability."

"Katie at the Colorado Non-profit Legal
Center is an absolute expert! She took a
broad view of our organization and issue so
as to consider aspects we hadn't. For a small
non-profit, the rates are unbeatable. This is
legal service with a mission to further OUR
mission! Highly recommend." -Adam
Palmer Sustainability Fund

Lear more about their work:
https://www.apsfund.org/

July Nonprofit Quiz

What type of organization
must solicit donations
from the public?
Public Charity

Private
Foundation

Answer Here:
https://forms.gle/t4qXm8JkmMw3dBam8

