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Details about 501(c)(3) Church Organizations
by David B. Gregory, Financial Officer


Topics:
• Incorporation

• Group Exemption

• 501(c)(3) Definition

• 501(c)(3) Qualifications

• Your church's 501(c)(3) Status

Incorporation

We recommend that member churches in Transformation Ministries incorporate once they are self-supporting and also file for their 501(c)(3) status with the IRS. The IRS has provided Publication 557 to assist you with your tax-exempt status. A church can hire an attorney, incorporate themselves or contact another organization to assist them. We have negotiated a discounted fee with Van Elliott of Financial Foundations for new churches to use for taking care of incorporating, applying for their Federal ID number and filing as a 501(c)(3) organization. Van Elliott at Financial Foundations can be contacted at (619) 334-2567.

Group Exemption

Some of our member churches are included as a nonprofit organization under the Transformation Ministries group exemption and others are included under the ABCUSA group exemption. In order to be included in the Transformation Ministries group exemption, you must

request to be included on an annual basis. If you have not done so, you are probably not under our Group Exemption.

Although churches are not required to obtain their own 501(c)(3) approval by the IRS, we recommend that most do so once they are self-supporting. We also recommend that they become incorporated in the state in which they are located. If a church does not obtain its 501(c)(3) approval by the IRS, a donor runs a greater risk of having his donation challenged by the IRS. The church may also come under IRS scrutiny if the donor is audited. In addition most grant applications typically require organizations to have their 501(c)(3) exemption. See IRS Publication 557 for more information about being a 501(c)(3).
IRS 501(c)(3) Definition

What does 501(c)(3) mean? This is the section of the Internal Revenue Code that refers to your church. Section 501 refers to tax exempt organizations, sub-section (c) is a list of many different categories of exempt organizations, and sub-section (3) is the category of exempt organizations that includes churches and various other religious and charitable organizations.

501(c)(3) Qualifications

• The IRS requires that all nonprofit organizations file an exempt organization application (IRS Form 1023) except churches and related religious organizations. Although your church is not required to file, we recommend you do so. If you do not file, you must still meet the qualifications regarding donations for them to be deductible. You may also wish to file Form 1023 for the benefit of large donors who often require proof that a church is an approved 501(c)(3) organization or to receive property tax exemptions. In order to be eligible for government grants for some of your community outreach programs it is recommended that you set up a separate 501(c)(3) organization for that purpose.

• Your church must be organized and operated exclusively for the religious purposes specified in its exempt organization application or articles of incorporation.

• No part of your church's net earnings will inure to the benefit of private individuals. This has been a problem with some churches that have closed or sold a large asset and distributed some of the assets to its members. It is required that your church have a clause in its articles of incorporation permanently dedicating its assets for exempt purposes and specifying the

beneficiary in the event of dissolution.

• Your church cannot, as a substantial part of its activities, attempt to influence legislation.

• Your church cannot participate in, or intervene in any political campaign on behalf of (or in opposition to) any candidate for public office. You can provide voting records of candidates, but be very careful not to endorse any particular candidate on voter guides.

Please refer to your tax advisor, IRS Publication 557 and IRS Form 1023 for more information.

Your church's 501(c)(3) Status

Several churches have contacted our office regarding their tax-exempt status. Many of these churches do not know if they are a 501(c)(3) tax exempt, nonprofit organization. Although 501(c)(3) approval by the IRS is not required in order to be a church, it may be important if a large donor requests proof of your 501(c)(3) before making a gift to your church. You may also be required to have received your 501(c)(3) nonprofit status in order to be exempt from property taxes, receive a grant, or for any other number of reasons.

A 501(c)(3) organization is a tax-exempt organization that has met the IRS criteria, and is eligible to receive tax deductible donations. Churches fall within this category. Without filing as a 501(c)(3) organization, donors cannot be assured your nonprofit organization meets the IRS criteria to accept tax deductible donations.

Most Transformation Ministries Churches have filed as a tax exempt nonprofit corporation in their state and many have received their 501(c)(3) tax-exempt status from the IRS. Once the church has received their permanent IRS approval, they normally will not require any further action unless they violate the IRS criteria for nonprofit organizations.

Some covenanting churches are under the Group Exemption of Transformation Ministries while most are not. If you have not been submitting annual financial records to Transformation Ministries and have not received a conformation letter from Transformation Ministries, it is unlikely you are included the group exemption. I suggest you contact our office if you are not sure of your status. 
We reviewed the IRS web-site that lists organizations that have been approved as 501(c)(3) nonprofit organizations. We found that many of our Transformation Ministries Churches are not listed. The IRS web site is: http://www.irs.gov/Click on "Charities and Nonprofits", then click on "Search for Charities", and finally click on "Search now". You can also find the same list on the IRS Publication 78: Cumulative List of Organizations.
The 501(c)(3) approval has been helpful in weeding out false nonprofit organizations. Unfortunately some people have been misled to donate to an organization only to find out that their donation was not deductible. This is because the organization was not an appropriate nonprofit organization. Although most churches have never requested a grant from the government or from a private foundation, now might be the time. Based on what we are hearing

from Washington and the direction of many of the states our churches are located in, you may want to look into this. California currently requires a percentage of some of their grants to go to

faith based organizations. One of our Transformation Ministries churches has received grants from many organizations, including the State of California to help pay for their community service programs. For those of you who are interested in receiving more information about becoming a 501(c)(3) organization, you can request http://www.irs.gov/pub/irs-pdf/p557.pdf or contact Van Elliott at Financial Foundations who works with many of our churches regarding nonprofit issues Van Elliott can be contacted at (619) 334-2567.
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