Pros and Cons of Establishing a 501(c)(3)

I have received several inquiries on whether a club should establish a 501(c)(3) entity.  District 12 is very fortunate to have two very talented women to provide information in this area - Elise Marylander, Zonta Foothills Club of Boulder County and Judy McNerny, Zonta Club of Denver.  Each of these clubs has established a 501(c)(3) entity.   They have supplied the following information: 

First and foremost, any club considering forming a 501(c)(3) entity will need to consult an attorney knowledgeable in the area. This article is not intended to give legal advice to clubs – only to convey information.

A donation to a 501(c)(3) organization can be deducted as a charitable contribution.  A donation or other payment to a 501(c)(4) organization is 

NOT deductible as a charitable contribution, though it may be deductible as a business expense.  

The big benefit of having a 501(c)(3) entity is that such an entity can do fund-raising and its donors can deduct their contributions (at least the amount that exceeds the value of what they receive, like the cost of a meal if the fundraiser involves a meal).

A Zonta Club is a 501(c)(4) entity and to obtain the benefits of 501(c)(3), would need to form a separate entity example – Zonta Club of Denver Foundation – and obtain the exemption for that separate entity.  Unless the services are donated, there will be a fair amount of legal and accounting expense involved in setting up the entity properly, obtaining the exemption, and filing annual tax returns.  The club should, therefore, consider whether the additional money they expect to be able to raise will justify the expense.  It is estimated that in Denver, the legal fees might be $5,000 or more.  In addition, the 501(c)(3) corporation should be sure NOT to fund membership activities of the club or any other expenses incurred with respect to purposes out of its charitable scope, and to get legal or accounting advice before funding advocacy expenses.  
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