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NonprorIT VITAL STATISTICS

Vital Records:
Births and Deaths in
the Nonprofit Sector

by Chuck McLean

VERYONE AGREES THAT THE NUMBER OF REGIS-
tered nonprofits at any given time is a
very rough—bordering on meaning-
less—proxy for the number of nonprofits

that exist. But these are the figures advanced

whenever anyone attempts to describe the
parameters of the sector. This article outlines
the numbers and some of the issues and ques-
tions that they raise.

Between December 2004 and September 2014,
there were 1,904,769 IRS-approved tax-exempt
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One of these “dead”
organizations is happily
operating as a public
charity seven miles from
where | sit writing this,
ignorant of the fact that
it has been doing so

illegally since June 2011.
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organizations that appeared on the IRS Exempt
Organizations Master File (EOMF) for at least one
month. Yet, by September 2014, there were only
1,459,813 organizations that the IRS still believed
were viable. For various reasons, any analysis of
the ebbs and flows in the numbers and types of non-
profits that thrived and perished during this period
is inherently flawed, but the analysis here presents
arough sketch of what happened during the period.

The Great IRS Purge

Using the EOMF, we can get some idea of the
births and deaths of organizations from 2005
through 2014. One of the difficulties in pinning
this down with precision jumps out after a quick
look at table 1.!

Table 1: Nonprofit Births and Deaths by Year

Year Births Deaths Net Change
2005 43,816 11,099 32,717
2006 46,146 33,464 12,682
2007 47,651 45,617 2,034
2008 41,481 36,580 4,901
2009 53,651 23,332 30,319
2010 52,068 40,738 11,330
201 50,897 230,623 -179,726
2012 48,824 53,879 -5,055
2013 51,357 67,811 —16,454
2014 67,321 35,692 31,629
Total 503,212 578,835 —75,623

Prior to 2006, the IRS had no legal standing
to revoke the tax-exempt status of an organiza-
tion for failing to file the required Form 990 series
return, and organizations with gross revenues of
$25,000 or less were not required to file at all.
The Pension Protection Act of 2006 provided for
the creation of a new online form (subsequently
named the 990-N) that these smaller organizations
were required to file starting in 2008. The legisla-
tion further allowed the IRS to begin revoking the
tax-exempt status of organizations that failed to
file for three consecutive years.

The first round of these automatic revoca-
tions began in June 2011. Based on the anomalous

number of deaths for that year (and, to a lesser
degree, in 2012 and 2013), the actual number of
deaths in the years preceding 2011 are understated.
For example, 154,214 of the organizations appear-
ing on the December 2004 EOMF would have qual-
ified for automatic revocation had the law been
in effect at that time, but they did not lose their
tax-exempt status until June 2011. It is also worth
noting in passing that death is a simpler but some-
what misleading way of describing the loss of tax-
exempt status. One of these “dead” organizations
is happily operating as a public charity seven miles
from where I sit writing this, ignorant of the fact
that it has been doing so illegally since June 2011.
I'suspect that there are thousands of small, volun-

teer-only organizations in similar circumstances.

The Demographics by Field

In general, there appears to be no trend suggest-
ing that specific program types of organizations
are waxing or waning. For the most part, orga-
nization types were born and died in proportion
to their overall representation in the EOMF (see
table 2).

Table 2: Nonprofit Births and Deaths by
Organization Type

Category Births | Deaths Ch':?ntge
Arts, Culture, and Humanities 36,895 25477 11,418
Education 68,968 | 36,663 32,305
Environment and Animals 23,413 10,563 12,850
Health 30,833 21,924 8,909
Human Services 157,322 | 99,620 57,702
International, Foreign Affairs 14,189 5,077 9,112
Mutual/Membership Benefit 7,246 2,212 5,034
Public, Societal Benefit 80,267 | 42,491 37,776
Religion-Related 60,574 | 19,612 40,962
Total 479,707 | 263,639 | 216,068

One notable exception were human services
organizations, which were created at 23 percent
more than the expected rate and died at
28 percent more than the expected rate. The other
exception were religious organizations, which
died at about half the expected rate. One possible
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explanation for this is simply that because most
religious organizations are not required to file
even a 990-N they are not subject to automatic
revocation. The IRS does not know that an orga-
nization has gone out of business unless it notifies
the IRS that it is ceasing operations (a require-
ment usually observed in the breach). (Note: for
various reasons, nearly half of the organizations
in the current EOMF, mostly small ones, are not
classified by program type. Those organizations
are not included in table 2.)

The Demographics by Size of Assets

It is probably not surprising that small organi-
zations dominate both births and deaths in the
EOMEF. Organizations with total assets of less
than $25,000, or those never required to report
assets because their revenue was less than
$25,000, accounted for 80 percent of the births
and 89 percent of the deaths (see table 3).

Table 3: Nonprofit Births and Deaths by Total Assets

Total Assets Births Deaths
< §25,000 or Never Reported 400,618 513,968
$25,000 to $99,999 38,704 22,711
$100,000 to $499,999 32,810 20,431
$500,000 to $1,000,000 9,960 6,081
$1,000,000 to $4,999,999 14,047 7,655
$5,000,000 to $9,999,999 2,858 1,642
$10,000,000 to $49,999,999 3,101 1,864
$50,000,000 or Greater 1,114 4,483
Total 503,212 578,835

One surprising finding was that, besides the
very smallest organizations, the only other assets
group where deaths exceeded births was the very
largest organizations.

Upon further investigation, we found what
you might expect—that the disproportionate
number of organizational deaths among mega-
organizations were rarely deaths but rather mor-
phings. For instance, the Jamie and Steve Tisch
Foundation came apart when the founders under-
went a divorce. This death resulted in two births:
the Jamie Tisch Foundation and the Steve Tisch
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Foundation. Another interesting example is Oxford
University Press, Inc., which reported net assets of
$93,204,848 on its 2011 Form 990. It was allowed to
transition to become Oxford University Press, LLC,
in Delaware, and become a “disregarded entity”
of Oxford University, itself a 501(c)(3)—which
essentially means that for tax purposes it will be
treated as part of the university. And so it goes—
these larger nonprofits do not die at all but rather
merge, split, or otherwise change form. This pro-
vides just a small window into the fallacy of using
the numbers without plenty of caveats.

Life Expectancy

When speaking of the age of nonprofits at death,
the EOMF provides us with only the proxy of the
IRS ruling year. In most cases, this will track the
founding year fairly closely, but there can be some
odd exceptions. For example, the American Dia-
betes Association (ADA), which has been around
since 1940, received a new IRS ruling in 1992
because of changes to its corporate structure. So,
for the purposes of talking about age using the
EOMEF, we have no choice but to treat the ADA as
if it were twenty-two years old. This kind of situ-
ation is unusual, though, and with the hundreds
of thousands of organizations in this analysis, it
is unlikely to change the numbers significantly.

The most likely age of organization death is
between six and fifteen years (see figure 1, follow-
ing page). That decade accounted for 31 percent
of all deaths. The most “dangerous” age was nine,
with 18,955 deaths, about 6 percent more than age
ten, the second-highest age for deaths.

The age distribution of nonprofits active in
the September 2014 EOMF skews young (see
figure 2). Organizations five years old or younger
make up 20 percent of the organizations. The
median age is twenty years. These young organi-
zations are overwhelmingly public charities, and
their proportion of the total tax-exempt universe
is increasing. Overall, 69 percent of the organi-
zations in the September 2014 EOMF are public
charities; 82 percent of the organizations age five
or younger are public charities. In fact, from 2004
to 2014, all subsections under which the IRS pro-
vides tax exemption saw anet decline, except for
501(c)(3) organizations (see figure 3).

Upon further
investigation, we found
what you might
expect—that the
disproportionate
number of
organizational deaths
among mega-
organizations were
rarely deaths but rather

morphings.
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Figure 1:“Age” of Nonprofits at Death
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Figure 2:“Age” of Active Nonprofits
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Figure 3: Change in Number of Tax-Exempt Organizations

by Subsection, 2004-2014
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In light of this, one thing that bears close atten-
tion is the advent of the Form 1023-EZ. The purpose
of this new form is to make it easier for small orga-
nizations to receive tax-exempt status as public
charities. Although it is much too early to come to
a definitive conclusion about the impact this new
form will have, consider this: of the 67,321 organi-
zations created in 2014 through the end of August,
28,807 (43 percent) received their tax-exempt status
in the two months since it became possible to file
Form 1023-EZ, and 62 percent fit the profile of orga-
nizations that would be eligible to use that form
rather than the full Form 1023.

Readers should use these numbers at their own
risk, and only to provide the most general and fuzzy
estimates of the parameters of the sector. Although
automatic revocations mean that, going forward, the
EOMF will give us a fairly accurate understanding
of the numbers and types of organizations that are
active and have formally applied for and received
tax-exempt status, this leaves much of the sector
unaccounted for. For instance, the Association of
Statisticians of American Religious Bodies reported
344,894 religious congregations in its 2010 census.
A vast majority of these congregations do not apply
for tax-exempt status, and we know very little about
their birth and death patterns. The IRS does not
release information on how many and what types of
organizations file one of the Form 990 series returns
on a regular basis without ever actually applying
for tax-exempt status—only organizations oper-
ating under IRC sections 501(c)(3), 501(c)(9), or
501(c)(17) are compelled to formally apply. I can
find no reliable numbers on how many of these
so-called “self-declarers” are currently operating.
Likewise, as I have suggested above, there are prob-
ably many small organizations, important in their
communities if not in the grand scheme of things,
that operate as if the IRS did not exist.

NotE

1. The tables and figures in this article were generated
by GuideStar using datasets created or downloaded
from the IRS.

To comment on this article, write to us at feedback
@npgmag.org. Order reprints from http:/store.nonprofit
quarterly.org, using code 210401.
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