


Housekeeping Items

Participants are on mute when they join the call.

Staff will be monitoring the chat box, should you have a question .
during the presentation.

We have reserved time at the end for questions.

We will record and make the event available to view following the

presentation. :Q/




Today’s Roadmap

*  Opverview of expenditure responsibility

* CSA grantmaking requirements

* What is a verified organization?

* IRS definition of charitable purpose
* Expenditure responsibility procedure
* Common problematic grants

* Other grant roadblocks to avoid

* Suggested best practices

Fine print (disclaimer): The information provided in today’s presentation does not, and is not intended to, constitute legal advice. Each grant situation is unique, and the
proper actions are fact-specific. No attorney-client relationship is formed by your attendance or viewing of this presentation.




What 1s Expenditure
Responsibility? 5

According to the Council on Foundations I ega/
Compendinnr:

“Expenditure responsibility is the federally mandated
procedure that a private foundation — and some public
charities — must follow for any grant made to an
organization that is not a public charity.”

A foundation can make a grant to any type of legitimate
organization anywhere in the world (even to a casino in
Monte Carlo) so long as the grant is strictly for
charitable purposes and the foundation is prepared to
take on the additional due-diligence requirements.




What 1s Expenditure Responsibility?

IRS definition:

Expenditure responsibility means that the foundation exerts all reasonable efforts and establishes adequate
procedures:

1. To see that the grant is spent only for the purpose for which it is made,
2. To obtain full and complete reports from the grantee organization on how the funds are spent, and

3. To make full and detailed reports on the expenditures to the IRS.

(Source: IRS.gov)


https://www.irs.gov/charities-non-profits/private-foundations/grants-by-private-foundations-expenditure-responsibility

Background

* Paycheck Protection Act — established new requirements for certain funds
o required public charities to use ER when making grants from donor advised funds
to entities that are not public charities
o CSA funds - DAF/Field of Interest Fund Hybrid (?)

* Council on Foundations’ best-practice recommendation for public charities: follow all
requirements for private foundations
o Law is unclear
o Only way to ensure compliance is to follow best-practice recommendations
o Other community foundations avoid this problem by restricting grants from affiliate funds
to only 501(c)(3) charitable organizations




Responsibilities of the Foundation

* Prudent fund management

o Investments, expenditures, compliance

* Due diligence in grantmaking
o Grants from all funds only to verified 501(c)(3) organizations (CSAs excepted)
o All grants must be made for “exclusively charitable purpose”
o (CSAs operate under SDCF’s 501(c)(3) umbrella
o Jeopardizing our 501(c)(3) charitable status puts CSA funds (and all other 1,000+ funds) at risk

* Fund agreement language
o Gifts to SDCF are irrevocable, become property of SDCF
o SDCF Board assumes “absolute and ultimate authority and control” over gifts
o Charitable gifts = tax deduction for CSA donors




CSA Grantmaking

CSAs can (mostly) freely grant to:
* IRS-verified, tax-exempt organizations - 501(c)(3) organizations
* Churches
* Schools
* Recognized units of government
*Why? Trust that there is oversight built-in to these orgs and how they spend funds

Tax-exempt organizations that are not 501(c)(3)s or unverified organizations
* Can still make grants, just require additional oversight




What is a
verified

organizations

Organizations are granted verification
(determination) by the IRS

The “determination” pertains to whether the

organization may be exempt from federal
taxes under section 501(c)(3) of the IRS code

To quality as a 501(c)(3), a nonprofit must be
organized and operate exclusively for one or more
charitable purposes

These same guidelines are also used to
determine 1f an individual grant has a
charitable purpose



What 1s a verified organization?

“Not all ‘non-profit’ organizations are ‘tax exempt’, not all ‘tax-exempt’ entities
are ‘non-profit, not all ‘tax-exempt entities’ enjoy the benefit of tax-deductible

. contributions.”

* Not just calling yourself a nonprofit organization

* Not just obtaining an EIN (a.k.a. Federal tax ID number)
* Used to identify business entities — no special tax status conveyed

* Not just registration as a Nonprofit organization with the State of South Dakota
O May entitle you to exemptions from state taxes

O Does not exempt from federal taxes — does not convey 501(c) nonprofit status




What 1s a verified organization?

* Requires IRS Verification of tax-exempt status

. O File IRS form 1023 or 1023EZ
O Identify the organization’s overall charitable purpose
O IRS assigns tax-exempt status (or not) — may be 501(c)(3) charity, or other type of
501(c) nonprofit (via Determination Letter)
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INTERNAL REVENDE SERVICE
F. O. BOX 2508
CINCINRATI, OH 45201

DEPARTMENT OF THE TREASURY

Erployer Identification Number:
: ]
pate: MAR O 12018 DL
]
Contact Person:
CUSTOMER SERVICE IDH 31954
Contact Telephone Number:

(877} 829-5500

Accounting Period Ending:
December 3L

Public Charity Status:
170 (k) (1) (&) (wi)

Form 9%0/9930-E5/99%0-N Required:
Yes

Effective Date of Exemption:
January 22, 2018

Contribution Deductibility:
Tes

Addendum Applies:
Tes

Dear Applicant:

IRS Determination
I etter

DEFARTMENT OF THE TRELSURY

Employer Identification Wumber:

TLM:

We're pleased to tell yeou we determined you're exempt from federal income tax
under Internal Revenue Code {IRC) Section S01(c){3}. Donors can deduct
contributions they make to you under IRC Section 170. You're alse qualified
to receive tax deductible bequests, devises, transfers or gifts under
Section 2055, 2106, or 2522. This letter could help resalve questions on your
exempk status. Please kxeep it for your records.

Organizaticns exempt under IRC Sectien 501{c) {3) are further classified as
either public charities or private foundations. We determined you're a public
charity under the IRC Section listed at the top of this letter.

If we indicated at the top of this letter that you're reguired to file Form
S90/990-B&/%20-N, our records show you're reguired to file an anoual
information return (Form 390 or Form 90-E%) or electronic notice (Form $80-N,
the e-Postcard). L[£ you don't file a required return or notice for thres
consecutive years, your exempt status will be automatically reveoked.

If we indicated at the top of this letter that an addendum applies, the
enclosed addendum is an integral part of thia letter.

For important information about your respensibilities as a tax-exempt
organization, go bto weww.irs.gov/charities. Enter "4221.PCY% in the search bar
Lo wiew Publication 4221-9C, Compliance Guide for 501{c) (3]} Public Charities,
which describes your recordkeeping, reporting, and diasclosure regquirements.

Contact Person:
CUSTOMER SERVICE IDR 31354
Contact Telephone Number:
(877} B29-5500
Accounting Period Ending:
December 31
Public Charity Status:
10 {hy (1) (&) (vil
Form 9%0,/990-EZ/9%0-H Hequired:
Yes
Effective Date of Exempbion:
January 22, 2018
Contribution Deductibility:
ves
Addendum Applies:
Yes
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December 31
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Wa're pleased to tell you we determined you're exempt from federal imcome tax

Deas Applicant under Internal Revenue Code {IRC) Section S01(c)(3}. Donors can deduct

We're pleased to tell you we determined yeu're exempt from federal income tax I:Qﬂtrlb'l..l.tiﬂﬂg they make to you under IRC Section 170, You'ze also qualified
under Internal Rewvenue Code {IRC) Section S01(c){3}. Donors can deduct to recelve Lax deductible bﬁqueﬂtSJ L'i.EViEEEI, transfers or giItE under
contributions they make to you under IRC Section 170. You're alse qualified

to receive tax deductible bequests, devises, transfers or gifts under

Section 2055, 2106, or 2522. This letter could help resolve questions on your
Section 2055, 2106, or 2522. This letter could help resalve questions on your I .
exempt status. Please keep it for your records. axempk status. Please Reep it for your records.,

Organizaticns exempt under IRC Sectien 501{c) {3) are further classified as
either public charities or private foundations. We determined you're a public

charity under the IRC Section listed at the top of this letter. Grganizﬂ.tlﬂﬂs ﬂxempt 'I.I.I.'.I.dE'I'.' IRC EECtiDn 501 ':E] ':3] are furthﬁr Classi {J‘.'Ed as

If we indicated at the top of this letter that you're required to file Form ElthE.I TJUle.E ChﬂrltlQ‘E Dr.Prl‘-’EIIEE! foundations. We d.'Et:Erl'nll'.IEd. you'ra a Fuhl Lo
990/990-B&/%20-N, our records show you're reguired to file an annual chﬂ.rlt}' under the IRC Section listed at t—hﬂ tC‘P Df thls :E: R

information return (Form 390 or Form 90-E%) or electronic notice (Form $80-N,

the e-Postcard). L[£ you don't file a required return or notice for thres
consecutive years, your exempt status will be automatically reveoked.

If we indicated at the top of this letter that an addendum applies, the
enclosed addendum is an integral part of thia letter.

For important information about your respensibilities as a tax-exempt
organization, go bto weww.irs.gov/charities. Enter "4221.PCY% in the search bar
Lo wiew Publication 4221-9C, Compliance Guide for 501{c) (3]} Public Charities,
which describes your recordkeeping, reporting, and diasclosure regquirements.




Other types ot 501(c) Nonprofits

501(c)(4) — Social Welfare Orgs: Volunteer Fire Depts., Rotary Club, AARP, ACLU, NRA
501(c)(5) — Labor/Ag Unions: United Steelworkers, National Education Association

501(c)(6) — Trade Associations: Chamber of Commerce, Real Estate Board, Economic Dev. Corp
501(c)(7) — Country clubs/recreational clubs/fraternities & sororities

501(c)(10) — Fraternal orders: Shriners, Masons (basically, orgs operating under lodge system)
501(c)(13) — Cemeteries/cemetery companies

501(c)(19) — Veteran’s groups: VFW] National Guard Association, American Legion, Aerie

**Nonprofits, but not charitable: expenditure responsibility is required (if charitable purpose present)**




Grants to Non-501(c)(3) Organizations

* 'Two main steps for CSAs and their grantees:
1. Verify charitable purpose
2. Utilize expenditure responsibility procedure

* Similar to the current SDCF expenditure responsibility process
o What’s changed? Potentially, a bit more investigation and
documentation




What is a
Charitable Purpose?

8 Categories of Charitable
Purpose as defined by the IRS:

“The exempt purposes set forth in Internal Revenue
Code section 501(c)(3) are charitable, religious,
educational, scientific, literary, testing for public
safety, fostering national or international amateur
sports competition, and the prevention of cruelty to
children or animals. The term charitable 1s used in its
generally accepted legal sense and includes relief of
the poor, the distressed, or the underprivileged;
advancement of religion; advancement of education
or science; erection or maintenance of public
buildings, monuments, or works; lessening the
burdens of government; lessening neighborhood
tensions; eliminating prejudice and discrimination;
defending human and civil rights secured by law; and
combating community deterioration and juvenile
delinquency.”




Charitable

Purpose

Intographic

SOUTH “WDAKOTA
COMMUNITY

FOUNDATION

DEFINITION
Charitable purpose is what sets a 501[c)i3)
organization apart from other types of nonprofits. In
arder to gualify for SC1(c) [3) tax-exernpt status,
orga nizations rmust exist exclusively for one or more of
the following charitable purposes, as defined by the:
|RS, and broken down below:

- Charitable ([generally]

- Religious

- Educational

- Soientific

- Literary

- Testing for public safety
- Fostering amateur sports competitiol
Preventing cruelty to children or ani

Better understood as scentific
research. Project must be done
in the public interest. Results
rmust be made available to the
public.

Bamples: University studies
published inmedical journals.
Also, economic modeling,
agricultural and dimate
studies.

- Educational

[_Jtﬂﬂ One of the more commanly used categories, with a

: . wide range of passibilities. Two requirements:
R 1 Intrusction or training of indicuais or the
publishing activities, Must be P pﬁﬁt‘?ﬁmﬂg or developing their

e capobilities; or
gg::ratggﬁrfﬂrther:ihm 2 Instruction of the public on subjects useful to
exclusively charltabie Indfviduals r:u_'ld beneficial to the community:
pUrposs. Primary or secondarny schocl, college, tech
E:m‘::lﬁreligious =chool. Public discussion groups, forums, lectures,
publishing etc. h"!us_eurrsa_m zoos. Also, some alumini
housss or college bookstores. associgtions, children's sports leagues and nonprofit
daycares.

1

The catch-all categony. Covers crganizations that fulfill a
chantable purpess but do nict fit into one af the other
categanies. Further broken down into subcategarnies

1. Relief of the poar, distressed or underprivileged

2 Adhvancement of religion

I, Adwvancernent of education or science:

4 Erecting/maintzining public buildings/manuments/iworks
£ Lessening the burdens of government

&. Lessening neighborhood tersicns

7. Eliminating prejudice and discrimination

8. Defending hwaman nghts secured by lzw

9. Combatting community detericration and juvenile
delinguency
Bamples Community Foundstions, 5t Jude’s, MAACR




Common Charitable Purpose Categories

Some categories are more commonly used than others:
* Religious

*  FEducational

* Prevention of cruelty to children or animal

* Charitable (generally)
O Relief of poor, distressed or underprivileged
Advancement of religion
Advancement of education or science
Erecting or maintaining public buildings/monuments/works
Lessening the burdens of government
Lessening neighborhood tensions

Eliminating prejudice and discrimination

Defending human rights secured by law

@FAOI OV @O O @ i)

Combatting community deterioration and juvenile delinquency




Expenditure Responsibility Process for CSAs

Step 1 — Grant Application
* Detailed description of the project and how funds will be used
* Follow-up questions and/or additional documentation may be needed*

Step 2 - Grant Acceptance Form
* Once grant is approved, grantee signs to agree to terms of grant, including ER process

Step 3 - Grant Expenditure Evaluation Form

* Returned to SDCF within 60 days after project is complete

* Itemized list of expenses — does it match up with original description of project, charitable
purpose, and expenditures?

*In most cases the additional work required will be minimal




Common grants to watch out for . . .

*Volunteer Fire Departments

*American Legion/VFW/Aerie

*Chamber of Commerce

*Economic Development Corporation

*Membetship/recreation orgs (country clubs/archery clubs/knitting clubs)

*Cemeteries




Other granting roadblocks to avoid

Private benefit prohibition
* Example: Art gallery organization consisting of several artists with purpose of showcasing and
selling their own artwork.
o IRS denied an exemption as it deemed the organization a vehicle for advancing the careers
of the artists and promoting the sale of their works, even if there is an incidental
educational benefit to the public.

Grants to individuals
* Most commonly seen in requests to improve privately-owned property
* Personal fundraisers

EIN Match-up
* Does the EIN match the ID of the organization requesting the grant?




Suggested Best Practices

Call us first!
Easiest to extend grants to 501(c)(3) and similar-type organizations
Use a grant application as part of your granting process (we have a template you can use!)

If you use your own grant application, make sure it asks the grantee to describe the project and how the money will
be spent.

If recommending a grant for an unverified organization, send the grant application with your distribution request,
as this will cut out the step of us asking you for it.

Do not announce grants/inform grantees until grants have been approved.
Some grants that you’ve made before could be affected by this policy.
Denials of grants may happen, but will be rare.

Call us first!




Any questions?

Contact your local Development Officer

Beth Massa — West River and Rapid City area — bmassa@sdcommunityfoundation.org
Jamie Farmen — Central SD — jfarmen@sdcommunityfoundation.org

Pat Gallagher — NE SD - pgallagher@sdcommunityfoundation.org

Jeff Veltkamp — East River and Sioux Falls area - jveltkamp@sdcommunityfoundation.org

Contact Karly Winter

Operations & Compliance Manager
Pierre Office | (605) 224-1025
kwinter@sdcommunityfoundation.org



mailto:kwinter@sdcommunityfoundation.org

SOUTH /DAKOTA

COMMUNITY j FOUNDATION

Thank you!

Karly Winter, J.D.

Operations & Compliance Manager
Pierre Office

(605) 224-1025



mailto:kwinter@sdcommunityfoundation.org

