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How	long	does	it	take	to	process	1023	ez

Form	1023	is	the	application	filed	with	the	IRS	in	order	to	request	exempt	status	under	Section	501(c)(3).		A	new	Form	1023-EZ	was	released	in	July	2014	to	help	smaller	organizations	seeking	exempt	status.		Upon	approval,	the	organization	will	receive	a	determination	letter	from	the	IRS.		The	determination	letter	provides	written	assurance	that	the
organization	qualifies	to	receive	tax-deductible	contributions.Form	1023	is	subject	to	Federal	public	disclosure	laws.Who	can	file	Form	1023?To	qualify	as	tax	exempt	under	IRS	Section	501(c)(3),	an	organization	must	be	organized	and	operated	exclusively	for	charitable,	religious,	and/or	educational	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	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.Who	is	exempt	from	filing	Form	1023?Organizations	that	comply	with	IRS	Section	501(c)(3)	and	meet	one	or	more	of	the	criteria	below	can	legally	operate	as	a	501(c)
(3)	organization	without	having	to	file	Form	1023.Organizations	with	annual	gross	revenue	below	$5,000.Churches	including	synagogues,	temples,	and	mosques.Integrated	auxiliaries	of	churches	and	conventions	or	association	of	churches.Organizations	that	are	not	required	to	file	Form	1023	may	still	choose	to	do	so	in	order	to	obtain	a
determination	letter	from	the	IRS.		Many	donors	rely	on	the	determination	letter	to	approve	contributions	and/or	grants	to	exempt	organizations.What	is	the	1023-EZ	Form?In	response	to	complaints	about	severe	delays	in	approving	exempt	applications,	the	IRS	issued	Form	1023-EZ	in	July	2014.		This	form	is	significantly	easier	and	shorter	than	the
Form	1023.		The	IRS	promise	to	approve	these	applications	within	6-8	weeks	of	filing.		The	Form	1023-EZ	must	be	completed	and	filed	online.		An	eligibility	worksheet	must	be	completed	to	determine	whether	an	organization	is	eligible	to	use	Form	1023-EZ.		In	general,	organizations	must	have	gross	revenue	below	$50,000	and	total	assets	below
$250,000	to	qualify	for	the	1023-EZ.		Private	Foundations	do	not	qualify	for	the	1023-EZ.How	long	does	it	take	to	prepare	Form	1023?Depending	on	how	many	additional	schedules	apply	to	the	organization,	you	should	plan	to	spend	between	20-50	hours	preparing	the	form	and	compiling	all	the	necessary	documents	that	need	to	be	attached	to	the
application.		Once	all	the	information	needed	is	compiled,	Form	1023-EZ	should	take	no	more	than	one	hour	to	prepare.How	long	will	it	take	to	receive	recognition	of	section	501(c)(3)	status?The	processing	time	depends	on	the	volume	of	applications	the	IRS	is	receiving	at	any	given	time.		Although	wait	times	have	been	averaging	between	12-18
months,	the	IRS	is	currently	working	to	cut	down	wait	times	to	an	average	of	6	months.	The	IRS	provides	a	top	ten	list	of	tips	in	order	to	shorten	the	tax	exempt	application	process.An	organization	can	request	expedited	review	from	the	IRS	if	they	have	a	compelling	reason	to	have	their	1023	application	processed	ahead	of	others.		New	organization
providing	relief	to	disaster	victims	qualify	for	expedited	treatment.		Other	organizations	can	qualify	for	expedited	treatment	if	they	can	show	that	a	delay	in	obtained	exempt	status	would	severely	harm	the	organization.		For	example,	loss	of	a	significant	grant/donation	if	exempt	status	is	not	obtained	by	a	certain	date.When	must	Form	1023	be	filed?
Filing	within	27	months	of	the	organization’s	formation	(typically	the	date	the	organization	incorporated),	exempt	status	is	retroactive	to	the	date	of	formation.		After	27	months	from	formation,	exempt	status	is	typically	granted	as	of	the	postmark	date	on	the	Form	1023	application.		That	means	that	the	organization	could	potentially	be	taxed	as	a	for-
profit	corporation	from	the	date	of	formation	thru	the	date	the	Form	1023	was	mailed.Automatically	Revoked	501(c)(3)	status:The	IRS	automatically	revokes	the	tax	exempt	status	of	organizations	that	fail	to	file	the	applicable	990	return	for	three	consecutive	years.		Once	tax	exempt	status	is	revoked,	an	organization	must	file	a	new	Form	1023
application	in	order	to	obtain	reinstatement	of	its	tax	exempt	status.		Process	for	filing	for	reinstatement	is	no	different	from	the	process	followed	by	new	organizations.		Note	that	organizations	that	meet	eligibility	criteria	can	use	the	1023-EZ	to	apply	for	reinstatement	of	exempt	status.	February	10,	2022	501(c)(3)	Tax	Exemption	Nonprofits	seeking
federal	tax-exemption	under	Section	501(c)(3)	of	the	Internal	Revenue	Code	have	for	decades	applied	by	filing	Form	1023	with	the	IRS.		In	2011,	the	National	Taxpayer	Advocate	recommended	that	the	IRS	develop	a	simplified	method,	particularly	for	small	nonprofits.		The	IRS	ultimately	followed	that	recommendation,	but	far	more	extensively	than
anyone	anticipated.	A	(Mostly)	Surprise	Launch	March	2014…The	IRS	posted	a	surprise	announcement	in	the	Federal	Register.		They	were	soliciting	comments	on	their	intent	to	introduce	a	new,	streamlined	process	for	smaller	nonprofits	seeking	501(c)(3)	status.		The	proposed	process	included	a	new	application,	Form	1023-EZ,	that	would	be	online
only,	and	would	be	accompanied	by	a	lower	filing	fee.	The	Federal	Register	posting	also	indicated	that	“small	nonprofit”	was	going	to	be	defined	by	anticipated	gross	revenue	of	up	to	$200,000	per	year.		The	proposal	overall	was	roundly	criticized	in	the	nonprofit	community	(more	on	that	below),	especially	the	part	about	$200,000	in	annual	revenue
being	the	upper	threshold.		By	that	standard,	over	90%	of	applicant	organizations	would	have	qualified	as	“small”.	The	IRS	relented	on	the	issue	of	income,	but	nothing	else.		On	July	1,	2014,	the	IRS	released	Form	1023-EZ,	fileable	by	applicant	nonprofits	expecting	under	$50,000	in	gross	receipts	each	of	its	first	three	years.		It	was	a	significant
concession,	but	it	did	little	to	quell	the	concerns,	as	more	than	70%	of	new	nonprofits	could	still	qualify.		That	has	proven	true…approximately	that	percentage	of	new	nonprofits	used	Form	1023-EZ	in	2018	rather	than	the	traditional	full	Form	1023.	Annual	income	isn’t	the	only	qualifying	limitation.		There	are	other	purpose,	structure,	and	asset-based
limitations	on	qualifying	for	this	process.		For	example,	neither	schools	nor	churches	can	use	Form	1023-EZ.		Organizations	with	more	than	$250,000	in	total	assets	can’t	either.	Form	1023-EZ	has	been	a	mixed	bag,	to	say	the	least.		The	rest	of	this	article	will	take	a	look	at	the	pros	and	cons	of	this	streamlined	process.	It	is	easier.		The	standard	Form
1023	is	26	pages,	including	sub-schedules.		And	while	not	every	nonprofit	has	to	complete	every	sub-schedule,	the	final	filing	package	for	most	applicants	ranges	from	50	to	100	pages	once	you	include	all	the	required	documentation.	Form	1023	is	chock-full	of	very	complex,	technical	questions	that	require	an	in-depth	understanding	of	tax	compliance
issues.	Form	1023	applicants	must	also	include	a	3	year	budget,	a	written	narrative	description	of	their	proposed	programs,	and	copies	of	their	Articles	of	Incorporation	and	bylaws.		In	addition,	they	may	have	to	include	copies	of	leases,	contracts,	board	meeting	minutes,	resumes	of	officers	and	directors,	and	more.		It’s	a	lot	of	stuff.	Form	1023-EZ	is
made	up	of	3	online-only	pages	of	mainly	“yes/no”	attestations…no	budget,	no	narrative	(beyond	a	purpose	statement),	and	no	attachments.		The	IRS	calls	this	process	streamlined,	and	they	aren’t	kidding	about	that.	It	is	less	expensive.		When	Form	1023-EZ	was	first	released,	the	filing	fee	was	$400.		In	2017,	the	fee	was	reduced	to	$275.		That	is
considerably	less	expensive	than	the	$600	filing	fee	associated	with	the	standard	Form	1023.	It	can	be	helpful	to	true	micro-charities.		We	don’t	subscribe	to	the	idea	that	most	small	nonprofits	should	use	Form	1023-EZ.		But	for	some	groups,	it	has	been	beneficial.		Good	candidates	include	micro-charities	that	have	very	simple	programs,	those	that
tend	to	be	very	local	in	nature,	and/or	those	that	never	intend	to	seek	grants	or	corporate	donations.		Kids’	sports	clubs,	booster	clubs,	and	similar	groups	can	benefit	from	this	easier	process.	It	encourages	DIY.		You	might	be	surprised	to	find	this	point	listed	as	a	con	instead	of	as	a	pro.		But	we	feel	strongly	about	this	point.		Most	trade	groups
representing	nonprofits,	along	with	virtually	every	state	Attorney	General’s	office	opposed	Form	1023-EZ’s	release,	and	continue	to	speak	out	against	it	now.	Starting	a	successful	nonprofit	is	NOT	a	do-it-yourself	project.		It	starts	with	a	good	business	plan,	but	it	has	to	be	one	that	is	compliant	with	state	and	federal	law.		Very	few	would-be	social
entrepreneurs	are	experts	in	the	complexity	of	nonprofit	tax	law.		I’ve	made	a	career	of	this	for	over	25	years,	and	there	is	scarcely	a	week	that	goes	by	that	I’m	not	having	to	research	a	complicated	issue	for	a	client	that	even	I	can’t	answer	off	the	top	of	my	head.		With	the	introduction	of	Form	1023-EZ,	tens	of	thousands	of	new	nonprofits	have	gotten
started	with	virtually	no	understanding	of	the	issues	they	face,	or	the	significant	liability	and	risk	associated	with	non-compliance.	It	encourages	fraud.		Ever	since	there	has	been	a	federal	tax	code,	con	artists	and	hucksters	have	looked	for	ways	to	manipulate	it	for	their	benefit.		Many	have	attempted	over	the	years	to	set	up	sham	charities	to	take
advantage	of	good-hearted	people,	only	to	pocket	the	money	for	themselves.		The	complete	Form	1023	process	at	least	provides	a	formidable	barrier	to	fraud.		It	doesn’t	completely	prevent	it,	but	it	makes	it	harder.	Not	so	much	with	Form	1023-EZ.		Most	applications	are	computer-approved.		If	someone	knows	which	answers	to	check	“yes”	or	“no”,
and	if	they	can	come	up	with	a	reasonably	plausible	charitable	purpose	sentence,	their	application	will	likely	be	approved	with	no	supporting	documentation	required.		That	is	not	a	good	thing.	We	mentioned	the	Taxpayer	Advocates	office	at	the	beginning	of	this	article.		The	idea	of	a	simpler	process	originated	with	them,	but	they	never	intended	for
the	process	to	become	a	rubber-stamp.		In	2016,	their	office	examined	1,000	random	nonprofits	who	had	their	501(c)(3)	status	approved	using	Form	1023-EZ	and	found	that	nearly	half	weren’t	even	legally	incorporated!	It	encourages	unscrupulous	companies.		When	Foundation	Group	opened	its	doors	almost	24	years	ago,	we	were	the	first	specialty
tax	firm	in	the	US	to	provide	nonprofit	formation	services	to	new	nonprofits	nationwide.		Since	that	time,	there	have	been	others	to	come	along,	some	good,	and	many	not-so-good.		Sadly,	most	of	our	biggest	competitors	have	decided	to	leverage	Form	1023-EZ	as	a	profit-center,	encouraging	most	prospective	customers	to	use	the	process,	even	when
they	don’t	qualify	or	would	be	better	served	by	the	standard	process.		We	know	because	we	regularly	shop	them.		It	amounts	to	malpractice	and	it	takes	advantage	of	the	lack	of	understanding	that	many	startup	founders	have	regarding	tax	compliance.	States	have	had	to	step	into	the	gap.		Along	with	state	AGs,	the	Taxpayer	Advocate	has	continued
to	ask	the	IRS	to	significantly	strengthen	the	Form	1023-EZ	process.		The	IRS	defends	the	current	system	by	pointing	out	that	they	randomly	select	up	to	5%	of	applicants	for	stringent	examination.		But	given	that	over	50,000	nonprofits	successfully	used	Form	1023-EZ	in	2018,	that	means	that	47,500	were	not	thoroughly	evaluated.		As	a	result,	the
states	have	aggressively	ramped	up	examinations	and	audits	of	small	nonprofits	out	of	concern	that	the	IRS	is	not	fulfilling	its	duty	to	oversee	the	nonprofit	community.	It	is	negatively	impacting	grant	funding	opportunities	for	small	nonprofits.		Since	Form	1023-EZ	was	released,	many	grant-making	foundations	have	adopted	policies	against	accepting
grant	applications	from	nonprofits	that	received	501(c)(3)	status	using	the	streamlined	process.		They	understand	that	these	charities	have	not	been	sufficiently	vetted	at	the	federal	level	and	will	not	fund	them.		We	advise	all	of	our	clients	that	qualify	to	file	Form	1023-EZ	to	use	the	standard	full	process	if	they	even	think	they	might	seek	grant
funding	at	some	point.	Starting	a	Nonprofit	Should	Be	Somewhat	Difficult	The	full	Form	1023	process	has	been	described	as	a	gauntlet,	but	it	serves	a	great	purpose.		As	someone	who	generally	despises	red	tape,	I	struggle	a	little	bit	saying	that.		But	having	worked	with	many	thousands	of	clients	over	the	years,	the	extended	process	and
documentation	necessitates	a	more	deliberate	approach.		It	allows	time	for	nonprofit	founders	to	evaluate	their	business	plan	against	the	realities	of	tax	compliance,	and	to	tweak,	trim,	and	adjust	it	to	make	it	work	most	successfully.		And	since	it	requires	a	real	IRS	review,	the	applicant,	donors,	and	grant-makers	alike	can	have	confidence	that	this
organization	is	a	legitimate	501(c)(3)	charity.	We’re	not	opposed	to	a	simpler	process	for	the	smallest	nonprofits.		In	fact,	we	use	Form	1023-EZ	with	our	clients	that	are	well-suited	for	it.		But	even	with	those	clients,	we	take	the	time	to	work	with	them	to	ensure	their	organization	is	established	according	to	compliant,	best-practice.	Form	1023-EZ	isn’t
going	anywhere…it’s	here	to	stay.		Understanding	the	extent	of	the	problems	associated	with	the	streamlined	process,	however,	will	hopefully	result	in	more	small	charities	opting	to	invest	in	their	future	by	taking	the	longer	road.
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