501(c)(3) Application Process for Chapters
Employer Identification Number

A chapter of The Church Network (TCN) will need this number whether or not it decides to apply for 501(c)(3)tax exempt status. This number will probably be required by a financial institution in order to open a checking or other type of account. An employer identification number can be secured by preparing Form SS-4, Application for Employer Identification Number, and mailing or faxing the form as directed in the instruction of the form.

Why Apply for Recognition of Exemption:

A chapter may obtain recognition of exemption as a public charity so it may carry on its functions without exposure to additional liabilities or having to pay taxes on its net operating income. Also, if it wants to obtain grants from private foundations to fund some of its programs, it should be exempt from federal taxes with its own determination letter issued by the Internal Revenue Service (IRS). The national office of the NACBA (dba The Church Network) has its own recognition of exemption, however, the NACBA (dba The Church Network) exemption is not a group exemption and the local chapters should secure their own exemption.

Advantages of Exemption

An organization recognized as exempt has several advantages. Their net income is not taxable as to federal taxes, except for net income from unrelated business activities. Many states exempt these organizations from certain state income taxes. Organizations exempt under section 501(c)(3) of the Internal Revenue Code are also exempt from federal unemployment taxes. These organizations also have mail privileges they can apply. They may also be exempt from some sales taxes on purchases used for exempt purposes.

Individuals who give donations to a recognized organization may claim a charitable deduction on their personal income tax returns. Corporate taxpayers may also claim deductions for charitable donations on their income tax returns under certain limitations. Public charities may also receive grants from private foundations. Private foundations have requirements to make distributions from their income, however these distributions, grants, may only be to recognized section 501(c)(3) organizations.

Disadvantages of Tax-Exempt Status

Organizations recognized under section 501(c)(3) of the Internal Revenue Code have some operating requirement that may limit their activities. They are restricted as to the amount of lobbying activities they may conduct. They cannot conduct any political activities. Political activities are defined as the actions to promote or defeat a political candidate during a political campaign. These organizations are required to maintain sufficient records of the activities and finances to prove they are organized and operating in an exempt manner. They are required to maintain a public disclosure file of their exemption application and certain annual returns for inspection by anyone who may ask to see the file. The officers and directors may not conduct any activities that may provide any benefits over what would be reasonable compensation, fair rental value, or anything more than fair value. Any payment above an amount that would be reasonable would make the organization and the officers liable to intermediate sanctions in that they are conducting acts of inurement or self-dealing. Also the officers and directors need to be aware of any actions the may potentially be conflicts of interest. 

How to Apply for Exemption from Federal income taxes:

As an overview of the process of applying for recognition of exemption from federal income taxes, a chapter should take the following steps, which will be explained further in this article:

1. Determine the mission and prepare a strategic plan for the organization.
2. Have articles of incorporation and bylaws prepared, possibly by a local attorney, and register them with their secretary of state and local authorities as necessary. Filing fees will need to accompany the registration with the secretary of state and local authorities.

3. Apply for employer’s identification number with the Internal Revenue Service.
4. Hold a membership meeting to elect officers, approve the articles of incorporation and bylaws, and approve operations policy.

5. Have an application of exemption prepared and filed with the Internal Revenue Service. The filing fee of generally $500 will accompany the application.

6. Appoint a person to maintain financial records and assure compliance with annual filing requirements with the Internal Revenue Service and the state and local governments as necessary.

Mission and Strategic Plan

The founding officers should establish a mission statement of 14 or less words to describe the purpose of the organization. The mission statement should be brief to have more impact in the presentations for fund raising. This statement should be all encompassing to describe the activities the organization intends to operate in the years of its existence. It is better to cover the activities in the initial filing rather than having to amend the articles of incorporation later to authorize new activities. An organization can only operate the activities the state authorizes it to operate.
The strategic plan should anticipate as many of the procedures the organization may need to bring the mission into operation. The plan should include the (1) management structure, (2) the marketing program, (3) employee authorities and policies, (4) financial resources, and (5) anticipated revenue and expenses. The strategic plan will consider the strengths and weaknesses of the organization and community, as well as the opportunities and challenges for the activities of the organization. Various resources and consultants may be used for this strategic planning process. 
Articles of Incorporation and Bylaws

Articles of Incorporation should be prepared, possibly by an attorney, to establish the legal existence of the chapter. The articles should conform to the requirements of the particular state the organization intends to operate primarily. 

The Internal Revenue Service requires the articles of incorporation to include sections limiting its purpose of activities, prohibiting activities that would violate its exempt purpose, and a definite dissolution clause. The following are some standard types of these sections:

Purpose Limitations

 (The organization’s purpose should be detailed and the subsequent paragraph added to the purpose section)

  The corporation is formed exclusively for charitable purposes, including the making distributions to organizations that qualify as exempt organizations under section 501(c)(3) of the Internal Revenue Code of 1986 or the corresponding provisions of any future tax code or laws.  
Operations Limitations

  No part of the net earnings of the corporation shall inure to the benefit of, or be distributable to, its members, trustees, officers, or other private persons, except that the corporation shall be authorized and empowered to pay reasonable compensation for services rendered and to make payments and distributions in furtherance of the purposes set forth in these Articles of Incorporation. No substantial part of the activities of the corporation shall be the carrying on of propaganda, or otherwise attempting to influence legislation, and the corporation shall not participate in, or intervene in (including the publishing or distribution of statements) any political campaign on behalf of or in opposition to any candidate for public office. Notwithstanding any other provision in these Articles of Incorporation, the corporation shall not carry on any activities not permitted to be carried on (a) by a corporation recognized as exempt from Federal income tax under section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future Federal tax code, or (b) by a corporation, contributions to which are deductible under section 170(c)(2) of the Internal Revenue Code, or the corresponding section of any future Federal tax code. 
   Dissolution Clause

  Upon the dissolution of the corporation, its assets shall be distributed for one or more exempt purposes within the meaning of section 501(c)(3) of the Internal Revenue Code, or the corresponding section of any future Federal tax code. Any such assets, not so disposed of, shall be disposed of by a court of competent jurisdiction of the county in which the principle office of the corporation is located, exclusively for such exempt or public purposes or to such organization or organizations, as such court shall determine, which are organized exclusively for such purposes.     
The articles of incorporation may also include articles describing the director’s liabilities limitation, conflict of interest prohibitions and resolutions, and the means to resolve conflicts between the members of the board of directors or anyone else associated with the chapter.

The bylaws should describe the officers’ authority and the board of directors/trustee operating policies.

Meeting of Board of Directors/Trustees

The initial meeting of the board of directors/trustees should establish the legal, financial, and integrity stance for the organization. The members of the board should review and approve the articles of incorporation and the bylaws of the corporation. They should see the financial processing and reporting to the IRS and state authorities are in place. They should establish the moral and ethical climate the chapter will operate. The individuals who are directors/trustees should be people with practical skills in managing, have an interest in the area of operation of the organization, have abilities in fund raising, and have possible broad knowledge of the community. No one person will have all of these skills, but the group as a whole should have these qualities. The directors/trustees set the broad operating policies and not the minute policies of have things are done. They should hire the chief executive and set her/his salary. Directors/trustees should service without compensation.

Have Form 1023, Application for Recognition of Exemption, Prepared:
Complete Form 1023, Application of Exemption, with careful attention to the activities section on page 2, the board of director list on page 3, and the financial information on pages 8 and 9. Form 1023 package contains 37 pages. There are duplicate pages of the pages to be submitted to the Internal Revenue Service for worksheet purposes. There are primarily nine pages to be completed and many of these merely have checks to be answered. IRS Publications 557, Tax-Exempt Status of Your Organization, and 4220, Applying for 501(c)(3) Tax-Exempt Status, can be of assistance in this preparation process. Publication 4220 is a very helpful to this application process. These publications and the necessary forms can be obtained from the IRS website www.irs.gov. If there is a difficult question about the application completion, an individual may call the IRS center in Cincinnati 877-829-5500 for assistance.

The Form 1023 should be approached as one block at a time, not the whole of the nine necessary pages. If you want to eat an elephant, you have to concentrate on one bite at a time, not the whole elephant.

On page 1 be sure to answer block 1e, web site address. A sampling of the web site pages may be inserted in the exhibit file to accompany the application. 
In the activities section of Form 1023 on page 2 provide a summary description of how the chapter will operate, who it will benefit, where it will operate, what services will be provided, and an explanation of how the activity will be charitable.

In the board of directors and officers section of page 3 give the names, addresses, titles, and compensation of the officers and directors. The directors should not be paid for their duties as directors, but they may be reimbursed for their expenses of traveling to the meetings. 
On page 4 questions 11 describe the membership requirements, benefits, the efforts to attract membership, and the dues structure.

On page 5 and if the chapter has been incorporated more than 15 months they should follow the instructions of block 6 and prepare page 1 of Form 1024, Application for Recognition of Exemption under Section 501(a). Under the Internal Revenue Code (Code) for an organization to receive donations that may be charitable deductions to the donor, application for recognition of exemption must be made within fifteen months of the date of incorporation. Within the fifteen months period, the effective date is retroactive to the date of incorporation. If the application for exemption is made beyond the fifteen months from the date of incorporation, the Section 501(c)(3) status is only effective as of the date of the mailing of the application to the IRS. So the chapter has an exemption and doesn’t have to file taxable returns, either Form 1120, Corporate Tax Return, or Form 1065, Partnership Return, it should request exemption as an organization described under Section 501(c)(4) of the Code. The chapter is in turn a recognized Section 501(c)(4) organization from the date of its incorporation to the date the Section 501(c)(3) effective date.    
On page 6 the chapter should mark on question 7 it is not a private foundation and the chapter should claim it is not a private foundation because it is an organization described in block “i” under questions 9.

This income statement on page 8 is intended to show the sources of income and the nature of expenditures to reflect if the organization is operating in an exempt manner. An exempt manner should be having income from exempt sources as donations and fees for exempt services and spending funds for the purposes of the exempt activities.

Under certain circumstances in the preparation of the Form 1023, two copies of Form 872-C, Consent Fixing Period of Limitations, should be included signed by the president of the organization.

Form 8718, User Fee for Exempt Organization Determination Letter Request, should be completed and a check to the US Treasury for $500 attached. The lower left hand corner of the check (1) should name the entity, (2) show the employer identification number of the organization, and (3) words “Form 1023.” This information shows the IRS where to credit the money. 
Appoint Person to Maintain Financial Records:

As a volunteer organization the public charity should appoint a person to maintain the financial records over a period of time. Records have to be maintained to prove the organization is operating in an exempt manner. A permanent file should be established to show what the annual reporting requirements are and to keep copies of the annual reports.
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