<<date>>

<<client name>>

<<client address>>


Re:  Letter of Advice – Fiscal Sponsorship

Dear xxxxxxxx

You have informed me that you would like to create a nonprofit corporation but you are not currently ready to apply for tax-exempt status. You have also indicated that there is an established nonprofit organization that is willing to sponsor one or more of your projects. Accordingly, you requested consultation on fiscal sponsorship and the role of a fiscal sponsor. The purpose of this letter is to address this issue.

Fiscal Sponsorship is a financial and legal relationship by which an established organization recognized as exempt under Section 501(c)(3) of the IRS Code provides limited financial and legal oversight for a nonprofit organization that does not have its own tax-exempt status but whose mission is aligned with the sponsor’s. Once sponsored in this way, the organization is eligible to solicit and receive grants and tax-deductible contributions that are normally available only to 501(c)(3) organizations. 

Fiscal sponsorship allows new community ventures to more quickly and efficiently get up and off the ground, without the delay or bureaucratic difficulties associated with incorporating and filing federal and state applications for tax exemptions. However, there are risks on both sides of the relationship. On one side, fiscal sponsors are generally legally responsible for all of the activities of the sponsored organizations. Therefore, they must screen such organizations carefully before agreeing to partner and must engage in diligent oversight. They also must ensure projects comply with financial, programmatic, and administrative requirements of grants and government contracts. On the other side, the sponsored organizations are often dependent on the sponsors’ staff and reliability of their systems. 

Although fiscal sponsors often assume financial and legal responsibility for the projects they sponsor, they may not expend funds dedicated for project purposes for any other purpose, with the exception of the agreed-upon administrative overhead charges to sponsored projects, unless ordered by a court of law or government agency.

Fiscal sponsorship is practiced with many different models, which offer different benefits. There are six known models: Direct Project, Independent Contractor Project, Pre-Approved Grant Relationship, Group Exemption, Supporting Organization, and Technical Assistance. Two models that are more applicable to your needs are Direct Project and Pre-Approved Grant Relationship.

In a Direct Project relationship, the fiscally sponsored project becomes a program of the fiscal sponsor, and is a fully integrated part of the fiscal sponsor who maintains all legal and fiduciary responsibility for the sponsored project, its employees and activities. Any work product is available to the public or to the charitable sector. The fiscal sponsor assures funders that the purposes and any restrictions of all grants and/or contributions will be met. 

In a Pre-approved Grant Sponsorship Relationship, the fiscally sponsored project does not become a program belonging to the sponsor, but is a separate entity responsible for managing its own tax reporting and liability issues. In addition, the sponsor does not necessarily maintain ownership of any part of the results of the project’s work; ownership rights should be addressed in the fiscal sponsor agreement and could potentially result in some type of joint ownership. The sponsor simply assures itself that the project will use the grant funds received to accomplish the ends described in the grant proposal.

The organization’s affiliation with a fiscal sponsor is based on a written contract (Fiscal Sponsorship Agreement) that spells out who will do what; the rights and responsibilities of both sides based on the model of fiscal sponsorship relationship chosen by the parties. 

I hope the information contained in this letter has provided you with sufficient guidance on the question of fiscal sponsorship. Once you incorporate your nonprofit organization, please, decide which model of fiscal sponsorship is more suitable for your needs. I will draft a Fiscal Sponsorship Agreement accordingly.

Sincerely yours
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