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Instructions For This Booklet

The first seven pages contain the narrative sections
of the booklet which analyze the problems with the Internal
Revenue Service auditing churches and also the proposed
remedies to these problems.

The next section deals with examples of churches who
have been abused by the Internal Revenue Service to illus-
trate the need for legislative reform of Section 7605 (c)
of the Internal Revenue Code.

Then the remainder of the booklet are resource materials
for further study of this issue. A table of contents to these
resource materials is provided behind the tab divider entitled
Senator Bennett's amendment to 7605 (c).



Internal Revenue Service
Entanglement With Churches
Through The Audit Process
Under Section 7605 (c) of The
Internal Revenue Code

The purpose of this paper is to discuss the use by the Internal
Revenue Service of its audit authority and summons power over churches
in the United States. The basis for the audit authority used by the
Internal Revenue Service comes from Section 7605 (c) of the Internal
Revenue Code, which was passed as part of the Tax Reform Act of 1969.
There are many serious Constitutional questions which arise when the
Internal Revenue Service begins an audit on a church,

The First Amendment of the Constitution is clear in its prohibi-
tion of any hindrance of the free exercise of religion or the promo-
tion of the establishment of any religion. It has been the United
States Government's policy that the least restrictive means for the
government to interface and interact with churches is to afford them
a tax-exempt status, thereby fulfilling First Amendment restrictions
in the Constitution. However, recent Supreme Court decisions broad-
ening the meaning of religion to include non~-theistic philosophies,
such as secular humanism, have complicated the whole realm of tax-
exempt laws that relate to churches. (See John W. Whitehead, The
Establishment of The Religion of Secular Humanism and It's First
Amendment Implications, 10 Texas Tech Law Review 1 (1978)).

The recent proliferation of all types of religious groups have
also compounded the problem. With this proliferation of new reli-
gious groups have come blatant abuses of the tax laws applicable to
churches in the United States. The abuse of these laws has heightened
the government's interest in overseeing and investigating churches,

a stance contrary to their previous posture of non-involvement, One
can see from the outset that this is a very sensitive area and one
which cannot be easily resolved. However, in this paper I will point
out possible administrative and legislative solutions.

To provide a brief history of how Section 7605(c) of the Internal
Revenue Code gave authority to the Internal Revenue Service to audit
churches, in 1969 the Tax Reform Act was passed, allowing the Internal
Revenue Service for the first time to tax unrelated business income
of churches. 1In other words, if a church were running a shoe factory,
it would be regquired to pay income taxes on profits from its shoe
factory. Along with the authority to extract unrelated business
income tax, Congress gave the Internal Revenue Service the authority
to audit churches which are involved in unrelated business income
activity. (See Section 7605(c) (3) of the Internal Revenue Code,
enclosed.)
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In giving the Internal Revenue Service audit authority of
churches, Congress placed restrictions on any attempt of the In-
ternal Revenue Service to delve into the religious activities of
these churches. (See Congressional Record, Senator Bennett's
Amendment to Section 7605(c) of the Code, enclosed). The Internal
Revenue Service was not to look into the religious activities any
further than necessary to determine that the organization was, in
fact, a church legitimately practicing its sincerely held religious
beliefs. The content of those beliefs could not be brought into
guestion by the Internal Revenue Service.

Section 7605(c) is a limitation placed by Congress on the In-
ternal Revenue Service which allows the Internal Revenue Service to
audit the books of account of the church to determine any tax lia-
bility for unrelated business income and to check religious beliefs
only to the extent necessary to determine that it is a church. Sec-
tion 7605(c) also requires approval from the Regional Commissioner
before an audit on a church can take place.

On the surface it would seem that the above restrictions in the
Internal Revenue Code would be sufficient to give guidance and con-
straint to the Internal Revenue Service in relating to churches.
However, such is not the case., According to my study and documen-
tation, which has spanned a two year period, Internal Revenue Service
audit procedures have come into ever-increasing practice. Most of
the time the agents who have conducted audits or who have become in-
volved in these procedures have very little knowledge of the nature
of a church or how it operates and, consequently, they have misunder-
stood, misinterpreted and mistreated these churches in their dealings
with them.

The Internal Revenue Code regarding churches is not as clear as
it needs to be in establishing the fact that churches are generically
distinct and different from other exempt organizations and, therefore,
should be dealt with accordingly. Most of the provisions of the In-
ternal Revenue Code that deal with exempt organizations have certain
exceptions in them for churches, but there is no comprehensive body
of law in the Code to deal specifically with churches. They are al-
ways dealt with as exceptions to the rule. For instance, Section
508 (c) provides that churches do not need to apply for recognition
of exempt status in order to be considered gualified for exemption
under 501(c) (3). 1In other words, a church does not file a Form 1023
but is instantly recognized automatically upon organization. Another
example: every organization exempt from taxation, except churches,
is required to file an annual return (990) giving income, receipts
and disbursements. In conclusion, there are provisions in the Code
that treat churches differently than other exempt organizations.
However, the Code is still not as clear as it needs to be in making
these distinctions.

The following is a brief overview of how the Internal Revenue
Service begins its proceedings against a church. Whether by infor-
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mant information, a referral from a field examination of an indi-
vidual by a revenue agent, or by some other means, the Internal
Revenue Service will initiate proceedings against a church. It
begins with pre-examination, which consists of written communications
between the Internal Revenue Service and the church. The regulations
under 7605(c) and the Internal Revenue Manual 7(10)70 are the two
sources of procedure and authority used by the Internal Revenue Ser- -
vice in this process. This pre-examination process can take up to
six months and sometimes longer. At the conclusion of the pre-
examination stage, the pre-examination agent may then regquest that
the Regional Commissioner grant authority for a field examination

to be conducted on the church. The Regional Commissioner then ap-
proves or disapproves the request.

If he grants authority to do an audit, he will issue a letter
notifying the church that it will be examined by an Exempt Organi-
zations specialist and that it has thirty days before the agent
will be in contact with it to schedule the dates for the audit.

At this point the Internal Revenue Service tells the church not

only to have books of account available, but also minutes, corres-
pondence, contributors lists, etc. In other words, every operational
document of the church must be available.

These demands raise serious Constitutional gquestions, parti-
cularly at the point of the contributors list and minutes, since
both involve the Constitutionally protected exercise of religious
beliefs. Most minutes of a church contain pastoral discussions,
internal church matters of a religious nature and other such items
which would obviously fall outside the purview of the Internal
Revenue Service.

Once the church is contacted by a field agent, an examination
is conducted and the subsequent findings are reviewed with the
exempt status of the church either continued or revoked. (I have
enclosed a copy of the Internal Revenue Regulations under Section
7605(c) and also a copy of the Internal Revenue Manual Section
7(10)70, describing the entire process of auditing a church.)

One of the most serious problems with the Internal Revenue
Manual procedures is a recent amendment to the Manual 7(10)70 which
states that if a church refused to comply and provide information
under the pre-examination procedures, their exempt status would be
automatically revoked. This is a punitive and unjust action on the
part of the Internal Revenue Service. A church does not even have
to apply to the Internal Revenue Service for exempt status in the
first place and, even if the Internal Revenue Service starts a
pre-examination procedure on a church, Jjust because that church
does not respond to that particular inguiry does not give the
Internal Revenue Service the right to automatically revoke that
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church's exempt status. This procedure takes the pressure off
the Internal Revenue Service to pursue the information requested
in a dialog with the church and throws the burden of proof back
on the church, forcing the church to go into court to have its
exempt status upheld. It is an unjust proceeding. (Please see
Section 7(10)70 of the Internal Revenue Manual as substantiation
of this procedure, enclosed).

I have enclosed a section of examples of churches who have
gone through or are going through the audit procedures by the
Internal Revenue Service. Please refer to this section at this
point in order to acgquaint yourself with the types of abuses that
have occurred, and read these examples before continuing on with
this paper.

It seems clear that the only long-term solution to the prob-
lems I have described is legislative reform of Section 7605 (c).
I believe that the intent and the basic restrictions in this Section
are correct. However, the administrative implementation of them
has not been handled in the same manner as the spirit and intent
of the law. In other words, Section 7605(c) needs to be amended
to force the Internal Revenue Service to be more open and more con-
cerned with the spirit of 7605(c) thereby, averting a great deal
of unnecessary church/state tensions in this area. The Internal
Revenue Service does need the prerogative of looking into church
situations which may be violations of the tax law. However, the
manner and spirit with which they approach it should be greatly
modified from their present stance. I am proposing the following
amendments to Section 7605(c) which I feel would greatly help to
reduce the abuses occuring when the Internal Revenue Service deals
with legitimate churches without significantly hampering the In-
ternal Revenue Service's ability to deal with illegitimate churches
who are, in actuality, violating the tax laws.

The problem I have described needs to be resolved both adminis-
tratively and legislatively. Some of the administrative remedies
needed are:

1. The attitude of the Treasury Department and the Internal
Revenue Service towards churches needs to be totally re-
vised. Most government officials dealing with churches
have only a government perspective of the problem and very
little understanding of the problem from a church's per-
spective. Many of the Internal Revenue Service Exempt
Organization agents who are dealing with churches under-
stand neither the nature of a Christian church nor how it
operates. If these government officials dealing with
churches could gain a church perspective of the problems
posed by the Internal Revenue Service auditing churches,
then I believe it would temper the Internal Revenhue Ser-
vice's policy towards churches.
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2. A special office or position should be established in
the Treasury Department with the authority to oversee
the tax policy area involving churches. This would be
an oversight position and should be manned by someone
with an understanding of the nature and operation of
Christian churches so that this person could bring bal-
ance to the Internal Revenue Service policies and prac-
tices.

3. The Oversight Subcommittee on the Internal Revenue Service
in both the United States Senate and House of Represen-
tatives should take a more active role in overseeing the
Internal Revenue Service in the church vs. Internal Revenue
Service arena.

The legislative remedy would be the most effective and yield
the most permanent reforms in this area. Section 7605(c) of the
Internal Revenue Code should be amended to include the following
provisions:

1. At the outset of the pre-examination process (when the
first letter of pre-examination questions are sent to
the church) the District Director should be regquired to:

a. Specify in detail the legal and/or factual points
about the church under guestion by the Internal Rev-
enue Service and provide a face to face conference
in which the church could respond to such gquestions
prior to the Regional Commissioner's decision to in-
vestigate. (For example, the church is suspected of
private inurement, which is a violation of 501 (c) (3)
or the church is suspected of unrelated business in-
come tax which it did not report, etc.) This would
bring greater legal due process for the church because
it is put on notice as to the problem areas and can
specifically respond to them. Under the current pro-
ceedings, this is not the case and a church is often
forced to go on for a long period of time without
really knowing why the Internal Revenue Service has
instigated this process against them. This process
would help end the investigation at this point thereby
averting further government entanglement with the
church and saving both the church's and the govern-
ment's resources for more constructive pursuits.

The church which I serve as Administrator, Gulf Coast
Covenant Church, probably would not have had a full
scale field audit if this last point would have been
followed. If the District Director had specified the
facts being questioned and the church had been given
the opportunity to respond to those gquestions, the
matter probably would have been settled, and a full
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scale field examination would never have occured.
(Please refer to the example section of "Abuses
Toward Churches" for further amplification of the
case on Gulf Coast Covenant Church).

b. Explain why the audit is being conducted and how
it got started.

c. Explain in clear terms to the church the Internal
Revenue Service's authority to start such a process
on the church and what procedural steps the Internal
Revenue Service will take before an on-site audit
occurs.

2. Once the first step has taken place, if an investigation
is authorized by the Regional Commissioner, it would be
limited to the points raised in the Regional Commissioner's
pre-audit Letter of Notification. (See Section 534 of the
Internal Revenue Code as an example of this type statute).

3. The Internal Revenue Service should be bound to a time con-
straint of one calendar year from the date of the first
pre-examination letter to the date the final determination
letter regarding the church's exempt status, thus expediting
the process and eliminating interminable proceedings which
disrupt the church's normal activities. 1In other words,
the Internal Revenue Service would have 365 days from the
date of the first pre-examination letter to the date of a
no change letter of exempt status or a thirty day letter
of revocation of exempt status. This 365 day period would
encompass the pre-examination procedures, the Regional
Commissioner authorization, the actual on-site investigation,
the conclusion on the findings of the audit and the final
ruling either for or against the church.

If the ruling is a thirty day letter revoking the church's
exempt status, then the church can go through the appeals
process in the Internal Revenue Service and/or into court.
This 365 day limitation would not apply to such appeals
processes or court deliberations on a revocation of exemption.
This time limitation in the law would serve to expedite the
process and assure that churches get the special adminis-
trative treatment from the Internal Revenue Service that
they Constitutionally deserve.

4. Some provision would need to be included under Section
7605 (c) which would allow a church to sue the Internal
Revenue Service to recoup its' legal fees expended defending
itself against the Internal Revenue Service. The church
would have to demonstrate in a court of law that the In-
ternal Revenue Service violated the law or acted in bad
faith in its dealings with a church.
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These are proposed remedies which should be included in any
amendment to 7605 (c) of the Internal Revenue Code. The Reagan
Administration should take immediate steps to curtail the abuse
of churches by the Internal Revenue Service and it is in the power
of the Administration to do so.

I am indebted to the following attorneys for their invaluable
input, research and suggestions in this area of the law in order
to remedy this problem:

Mr. Bob Liken Former Regional Counsel in the Internal
Revenue Service, Mid-Atlantic Region.

Mr. Michael Ford An attorney whose law practice specializes
in this area of exempt organizations.

Mr. John Whitehead An attorney who specializes in the Church/
State area of law, especially with regard
to Constitutional issues.

Most of the legislative proposals presented in this paper origi-
nate with these attorneys as a result of their legal research and
experience. :

I trust this paper will serve to be a catalyst toward the
solution of this volatile and serious problem. Also, I would be
interested in any other person's proposals for possible solutions
to these problems in the relationship of the Internal Revenue
Service to churches.

Respectfully Submitted,
Mike Coleman,
May 22, 1981






Examples of Internal Revenue
Service Abuses Toward Churches

It is difficult for us to know how many churches are under-
going audits at the present time. The Internal Revenue Service
would have a complete record of those activities. We do know,
however, of several churches; Calvary Temple near Atlanta, GA;
Christian Liberty Church in Milwaukee, WI; Morningside Baptist
Church in Texas; Gulf Coast Fellowship in Mobile, AL; The Lord's
Covenant Church in Scottsdale, AZ; and a church in Chicago, named
Church of Christian Liberty. I do not know the factual situations
of each of these churches and in some cases there may be actual
violations of the tax laws. However, I would like to select two
of these churches and describe what happened to them to show there
were unwarranted abuses of a legitimate Christian church.

Gulf Coast Covenant Church (formerly known as Gulf Coast Fellow-
ship) where I am church administrator came under Internal Revenue
Service pre-examination procedures in March, 1979. Our church was
formed in 1972 and received an Internal Revenue Service exemption
letter as a church in March, 1973. As our church grew and estab-
lished other churches in other parts of the country, we applied
for and received group exemption status from the Internal Revenue
Service in March, 1976. A church is not regquired to file for
501 (c) (3) status with the Internal Revenue Service but we had
elected to do so. The pre-examination questions from the Internal
Revenue Service which we received in March, 1979, came gquite un-
expectedly. They took us totally by surprise and we had no idea
of their purpose or their implications. Nor was there any noti-
fication provided by the Internal Revenue Service to inform us
of the reason for the inquiry. We answered their questions to
the best of our ability and even enclosed a 1978 financial state-
ment with our answers to demonstrate to the Internal Revenue Service
our desire to be open and honest with them.

Then in June, 1979, we received a second set of gquestions
and answered them as well. Finally, in November, 1979, (eight
months later) we received a letter from the Regional Commissioner,
Mr. Harold McGuffin, in Atlanta, informing us that the Internal
Revenue Service intended to do an on-site audit of our church.
For six months after this date we wrote the Internal Revenue Ser-
" vice requesting that the church be notified of the specific reasons
for the audit and what issues were being gquestioned and what years
of church business they intended to audit. We were never notified
of the specific reasons for the audit, nor how the audit would be
conducted. It was only after six months and three letters that we
found out they intended to audit the years 1975 through 1979.
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The auditing agent, Jerry Shaw from the EP/EO Division of
the Internal Revenue Service in Birmingham, Alabama, scheduled
April 7th, then April 20th, then May 5th as dates the audit
would begin. However, all of these dates were subsequently
changed. As a result of this the schedules of both the church
and its pastors were severely disrupted. Finally on June 2,
1980, six months after we were notified that we would be audited,
the audit started, and lasted five weeks with as many as three
Internal Revenue Service agents present at one time.

From July, 1980 until now we have been waiting for the final
outcome and determination from the Internal Revenue Service. Our
case is presently in the District Counsel's office in Atlanta
awaiting final disposition. It has been strongly indicated to us
that the Internal Revenue Service will uphold our exempt status
for all five years that were audited and that we will receive a
"clean bill of health”.

In all of this, we have had to spend over $70,000 in legal
fees to deal with the Internal Revenue Service allegations and
investigations. The whole process has taken two years to get
to the present point of a pending final disposition of the case.
During that time we have had a Federal Court suit under the Free-
dom of Information Act filed which has yielded some very interesting
information.

We found that the Internal Revenue Service had in its pos-
session stolen internal documents of the church allegedly turned
in to them by an anonymous informant. The Internal Revenue Ser-
vice possessed cancelled checks of the church for the years 1975
and 1976, contribution envelopes from a special church meeting
held in the fall of 1975, and copies of our financial statements.
Later, through the court suit, we discovered that apparently some-
one had broken into our CPA's offices, stolen copies of the tax
returns of some of the pastors of the church and turned them in
to the Internal Revenue Service as well.

From the Freedom of Information Act documents, it is evident
that the Internal Revenue Service used this stolen information and
other information to compile a list of individuals and organizations
associated with our church with a view to initiate audits on them.
"We cannot prove this with 100% certainty but the preponderance of
evidence indicates that the three audits on individuals which were
conducted were directly a result of the audit on the church. I
was audited in 1979 after I listed myself as the man to contact on
the pre-examination answers. Our attorney was audited shortly after
he filed a power of attorney to represent the church before the In-
ternal Revenue Service and then, just recently another administrative
staff member was audited. The result of all of these three indivi-
dual audits was that either there were refunds issued to the audited
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individuals or a small amount of tax was paid (under $100.00). So,
it is obvious that none of the staff had been engaged in any illegal
activity, rendering these personal audits, in my opinion, strictly

a form of harassment.

When we had made our first Freedom of Information Act request,
we were not even notified at the time that they had any of our
stolen internal documents. It was only five days before the audit
actually started that the confiscated internal documents were re-
turned to us. On numerous occasions the Internal Revenue Service
violated any faith or confidence that we had had in them by their
behavior toward us. They treated us with disrespect for the prob-
lems their procedures were causing for our church, they had no
sensitivity toward the scheduling problems some of their proceedings
posed. In addition they have subjected us to the strain of continuing
for two years under the specter of an audit with the possible revo-
cation of church exemption and the prospect of long court fights
ensuing as a result. They have compounded that strain by their neg-
ligence in bringing the case to a conclusion when it is fully in
their power to immediately do so.

We know that the Internal Revenue Service has violated its
policy norms in the audit of our church because one of our four
attorneys is the former Regional Counsel for the Internal Revenue
Service in the Mid-Atlantic Region, Mr, Bob Liken. Mr. Liken re-
tired in the early part of 1980 and began to work with various
church and tax exempt organizations regarding their tax problems.
When he came into our case he was appalled at the way the Internal
Revenue Service had treated us, so much so that he wrote a personal
letter to Mr. Harold McGuffin, the Regional Commissioner, telling
him he had better investigate the manner in which our audit had been
conducted. So, we have ample reason to believe there have been num-
erous violations of the law in the way our case has been handled.

The documents that were stolen and turned in to the Internal
Revenue Service were presented in such a way that any reasonable
Internal Revenue Service agent would want to investigate what our
church was doing because the evidence was slanted very much against
us. We do not object to the fact that the Internal Revenue Service
inguired. What we object to is that even when we offered to fly to
their office at our expense to sit down face to face and explain
or answer any questions they had, they have refused to grant us
" that right. Much of what has taken place could have been avoided
if they had been candid in specifing their concerns in the beginning,
allowing us to answer them. Because we are a legitimate Christian
church, our position would have been then and has always been to
function in honesty with them.
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Even though we may come out with our exempt status intact,
these proceedings have had an extremely deleterious effect upon
all of us who have been involved in them. We believe that the
cumulative effect of all we have described above is an infringement
on our Constitutional rights as a church and has served, by the
sheer length of the inguiry alone, to punish and deter our church
from its Constitutionally promised pursuit of religious freedom.

The second church that I will list as an example is the
Christian Liberty Church in Milwaukee, Wisconsin. This church
came under pre-examination questions also. The church, based on
counsel from its attorneys, told the Internal Revenue Service it
would cooperate, except that some of the information requested
would not be provided to the Internal Revenue Service, particularly
the church minutes and its contributors list. The reason for these
exclusions was that the church minutes reflected many religious
matters that the Internal Revenue Service had no legal right to
see and that tithing to a church was essentially a religious act,
thereby making contributor information exempt from any Internal
Revenue Service ingquiry.

This church was then subjected to such injustices as Internal
Revenue Service agents walking through their premises, visiting at
church services as an act of surveillance, and ultimately issuing
a summons for all the documents that the church possessed. The
enclosed questionaire directed toward this church shows the scope
of the Internal Revenue Service summons, including books of account,
contributors list, minutes, correspondence, etc. The Internal
Revenue Service informed this church that the basic issue was that
they needed all of the above information to determine that it was,
in fact, a church and thus exempt under 501 (c) (3).

In an attempt to demonstrate their willingness to cooperate
except for the specified exclusions, the church showed the agents
a financial statement, church documents related to religious
beliefs, such as creeds, etc. and even offered to show the agents
contributors cards with amounts contributed by individuals with-
out disclosing the identity of the contributors. The response
of the Internal Revenue Service to these gestures was that the
information being offered was insufficient to determine if they
were a church and the Internal Revenue Service enforced the summons
by taking the church to court.

The Federal District Judge ruled that the church had been
reasonable in providing sufficient information to the Internal
Revenue Service in order to document that it was a legitimate
Christian church and he ruled that the summons would not be en-
forced against the church. The Internal Revenue Service appealed
this case to the Seventh Circuit Court of Appeals and it is pre-
sently awaiting a hearing before that court. This Christian Liberty
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Church has a very small membership and is not able to bear up
under all of the attorneys' fees created by such proceedings,
not to mention their interference with regular church activities
nor the mental anguish that comes with such proceedings.

I have also enclosed questions that were asked of Calvary
Temple in Atlanta, GA; and Morningside Baptist Church in Texas.
Again, to illustrate the type of questions that are being asked
in pre-examination procedures.

I trust that these examples will serve to illustrate the
intense need for legislative reform.
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tween a casuslty loes and ons which I8
not conaidered, for two purposes, a cas~
ualty loss, becsuss {t did not happen
suddenly enough. That Is why it is Im-~
portant to havé the word “disease” writ-
tenn into the Finance Committee bill.
That is whal we have done, by the pend-
ing amendment aa modified, so thot, as
{n the examp.e of the Seaator from Geor-
g4, if there were 8 [oss, [rom discase, b
s dalry herd amounting to $50,000, our
amcndment wil protect that and will
permit, lo addition to that £20,000 of
farrc loss if there {s one. So I think we
have covered the casuslty and disease

_problems the Benator from Georgla

pointed out

Mr. COOPER. Mr. President, will the
Benstor yieid? May I ask the Chair how
much time the Senator has Jeft?

The PRESIDING OQFFICER. The
Senator from louisians has 8 minutes
zemaining.

Mr. COOPER. May I have 3 minutes?

Mr. LONQ. I yvieid J minutes to the
8epator from Kentucky. .

Mr. COOPER. Mr. President, as Sens-
tors know, my Btate of Kentucky, among
others, 18 engsged in the breeding of
horses—Lhzroughbreds for macing, saddle
horses, show horses, and other registered

" purebred horses. I had thought the pro-

visions that were agreed to in the com-
mittee were an ilmprovement over the
House bill, and that whiie they may
present the horse Industry with some
dificulty they would not be punitive or
deatructive of the industry, as would the
smendments offered today.

Kentucky is known throughout the
country and throughout the world for the

. breeding and training of thoroughbred

racing haorses, of trotting and pacing
harness racehorses, or three-galted and
five-gaited saddie horses—including, X
may 88y, Tennessee walking horses—and
other registered horses for show and
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There are now about § million horses
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bundreds of milllons of dollars have been
invested It provides a large volume of
taxes (0 our country and to my State and

. . provides wide employment.-

In his testimony before the committiee,
Gov. Loule B. Nunno estimatad that the
horse indusity was responsibla for half
the tourist busipess which brought $43
million in direct taxes to Kentuciky, and
that nationally breeding, training, and
showing borses provides 150,000 full-time
Jobs. Of course, the business requires
tremendous Investrment by individuals
engaged In it. One never knows whether
the work af 1 year will be successful.
Actually, there 15 2 cycle of at least 8
consecutive yegrs from the tume breed-
ing stock 18 purchased untu the cffspring
race and the resylts of that breeding are
known and proved. It 45 a business with
substantial riak, by its pature often in-
volving investment over many yesrs be-

. fore that worg 1, rewarded with success,

;I WaBE 0 call to the attendon of the

wong,

(LY vay >

”~
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Benate the character and importance of
this buxziness to Kentucky and other
Btates. In my oplnlon, the pending
amendment would destroy that industry,
as would the amendment proposed be-
foret, which the Senate rejected I think
the comnmittee amendments, on the other
band, will at least give the industry a
chance. I hope that the Miler-Metcalf
amendment will be rejected.

Mr. LONG. Mr. President, 1 yleld back
the remaizder of my time,

The PRESIDING OFFICER. All re-
maining tume has been yielded back. The
yeas and nays have been ordered, and
the clerk will call the roll. .

The legisiative clerk proceeded to call
the roll.

Mr. PELL rwhen hizs name was called).
Mr. President. cn this vote I have s par
with the Senator from Lou'siana (Mr.
ELrZNDER) . If he were present and vot-
ing, he would vote “nay.” If T were at lb-
erty to vote. I would vote “yes.” There-
fore, I withhold my vote.

The rolicall was concluded.

Mr. NELSON (after having voted in
the affirmative). Mr. President, on this
vote I have a pair with the Senator from
California (Mr. CransTONY. I he were
presect and voting, he would vole “nay.”
If I were at liberty to vote I would vote
“yea.” Therefore, I withdrew my vote.

Mr. EENNEDY. T announce that the

Benator from New Mexico (Mr, ANDER-

soN}, the Senator from California (Mr,
CraxsTon), the Senator from Louisiana
(Mr, Erzrxoee), the Senator from Ark-
ansas (Mr, PoLsmicet), the Senator from
Alpskn (Mr. GravEL), the Senator {rom
Arkansas (Mr, McCrrrirax), the Senator
from Georgia (Mr. RussaiL), the Sepator
from Miss{ssippi (Mr. STENM1S), the Sen-
ator from Missouri (Mr. STMINGTOR) and
the Benator from Texas (Mr, Yarpou-
OvcH) are necessarily absent.

I further announce that the Senator
from Ind!ana (Mr, B4yn) and the Sens-
tor from Nevada (Mr. CANNON) are 8b-
sent on oMclal business. .

On this vote, the Senator from In-
diana (Mr. Bayr) {s palred with the
Benator from Arkansas (Mr. PULBRIGHT),
If present and voting, the Benator from
Indiana would vote “yesa.” and the Sen-,
ator from Arkansas would vote “pay.” .

On this vote, the Senator from Mias-
sourl (Mr. SYMINGTON) 18 palred with the
Senator from Mississippt (Mr, Stxxwis).
1f present and voting, the Senator from
Missour: would vote "yea,” and the Sen-
ator from Mississippt would vote “pay.”

Mr. GRIFFIN. I snpounce that the
Senstor from Kentucky (Mr. Coox), the
Benator from California (Mr. MOwrPRY);

the Sensator from Ohlo (Mr. Saxss), and

the Senator fram Olinols (Mr. Swmrrm)
&re necessarily absent. - -t '
The Sepator from Arizona (Mr. QoLp-

_Warst) {5 ebsent on 08clal business.

The Beralor fram South Dakota (Mr.
Muwxrt) s absent because of {lneas.

The Benator from Vermont (M.
Arxrw) is detained on officlal business to
atiend the funersl of a friend." :

If present and votng, the Senator from
Kentucky (Mr Coox), the Senstor from
Arizope ‘Mr. GoLpwarie), and the Sen-
ator from Calfornis Odr. Moxexy):
would esch vole 'nay.” :

The result was announced—yeas 32,
nays 47, as follows: : : ’

. o
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TEAS33 :
Busrdick Rughes
iy errin Mondale
o 1] Jeckason Muakie
REagletcn Eennedy Purtore
Coudall hagnuson Proxmire
Gore blansfield Rible®
Oonfin Mathias Bchweiker
Harna MeCes w Dul
’!h’r:h :;cOoum Young. N. Dak.
s . etoalf Toung
Hatfeld Milier Ohto
NAYS—47
Allea Esstland Puckwooq
Alioct Prvin Pearscn
Baker Paunin Percy
::mnon 4 Prouty
nnett Uraey Randol
Bible gsn.n Bcott b
olland Bouth, Malne
Brooks - Hollings Sparxman
Byrd, Va Hrusrs Bpong
Byrd, W. Va., Javits Btevens
Cawe Jordan. N.C.
Cooper Jordan, ldabo Tburmond
Cotton Long Tower
Curtls McCarthy -
Dole Mclptyre Willlama N.J,
Du.pm&ck Montoys
PREBENT AND GIVING LIVE PAIRS,
AS FREVIOUSLY RECORDED—-2
Nelson. for, Lo
Pell, for. .
NOT VOTING—19
Alken Puibright Saxde
Andersan - Ooldwster Sm:th, OL
Bayh Gravel Staonis
Csnnon McClellan Bymington
Cook . Mundt " Yarborough
Craaoston Murphy
Klendar Rusaell

r. BENNETT. Mr. President, 1 send
the degk {wo emendments which are
numbered A and B and ask that they be
considered separutely in that order,
I ask unanimous oonsent that resding
of the amendmen's be dispensed with
The PRESIDING OFFICER. Without
objection. it is so ordered. The amend-
ments will be printed in the Recorn.
The amendments ordered to be
printed In the Rrcorp are as follows:
On page 148 after lipe 1B, lnsert the
following: . wp e
“(h) Cexrapr Prios Taxamir Yuzs—~In the
oase Of 8 Waiar users sssocistion which (s
organised to operste & reclamation project of
the Buresu of Raclamsation. Department of
the lnterior, sbd which {s a mexbarship of-
ganization described ic sectjor 377 af the In-~
ternal Revenus Code of 1964 (as sdded by
subsection (®)(3}), Bo deduction ssTibut-
able to furnishing services, goods, or olber
ftems of value to mermbers shall e denied for :
any tasable ywar Deginning before Jadusry L .| -4
197L" e .. e
On page 148, line 9, strike out the quof-—‘
tiop mark and add: ... .-
*‘No exsmination of the religious activl-
ties of such an orgapizstion aball be made
except to the extent necessary to delermtne
whether such orgacirzation U1 8 ehureh of .
convention or sasocistion of churches, 8od |
no rxamination of the books af scoount [
such ap argunimatiop shall bs made other e
than to the sxtent nmwdem‘: the: . N
mnnntu(mxmpudbymunn\ -7

Mr. BENNETT. Mr. President, in order
to understand this amendment, it Is .
necessary briefly tc review how the baszio
provision ecame 0 be {ncluded in the
Benate version of the Tax Reform Act. 2

Back in 1816, Congress - exempug R
“mutual ditch or Lrigation companies i
from tncame tax where their incorne v;:.:
=golely" from members. Timately it
eause ponmembers had occasion to uti .
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the waler and related fucilitie. of these
o) eRNizRtIons, Conpriess Jater modcerated
the “‘sojcly” test to allow exemnption
where nonmember income was Inci-
dental” to the opcration of the company,
that 1&. where nol morc than 15 pereent
of the ORaMIZLLIIIIR Frose revenues
eame $rom: pnonnten.ber somces Eventu-
allv, becouse of the penora!l need for
wrler deveiepment and bhaization many
of the«c orpablzat,ons camc to supply
geTVICES 10 nonmembers 1y exceess of 15
percent of their pross mcome. Conses
guently, thev Jost their tax-exempl
slalus,

When they Jest thic1ax-eacmpl stitus,
the Interr.zl Revenut Scivice took the
position thay since the oiganization’s
besic operatiorn of seling watey rizhts to
iis members wH: net intended 10 be 8
profitmsking venture. the expenscs {h-
currcd in supplving water te members
were NOL Ordinary aneg Necessary Business
expenscs and could not b deducied 1n
excess of the amount of ibcome reecived
¢rom members. 1t had won sinilar coses
in sitwations where the corperations in-
volved were not Lax-excempt o) non-proft
organizaticns~Juicructioual Troding
Co. v. Comwitssioner. 27 F. 2d 57E, und
Awmericon Prepertics Jue. v, Commise-
gioner, 262 ¥ 2¢ 150, I a receni! case—
Anaheon Union Water Companv v, Coni-
missioner, 321 F. 28 253, C.A. 9th, 18G3.
which reversed 35 T.C. 1072—the circuit
court disagreed with the position of the
Commissioner and held that the ex-
penditures made by the company Lo
supply water 1o its members were “ordi-
nery and necessary” becsuse this sctive
ftv did constitute the emyrving on of a
trade o businese, The Commissioner has
not acquiesced in the court’s decision and
has continuved 1o take the positiod that
the expenscs a:c not deductible. There
has been subseguent biization and two
cases are now  being considered on
appeal—Bcar  Valicy  Mulue! Water
Compaeny, 283 F. Supp. 549 (Yt —on
appeal, C.A. 8ih: Sau Antomio Waler
Company. 285 F Supp. 2087 11968, on
sppeal, CA. 9th. There is also one case
penéing in the Tax Court and anciher
i1, the Disunect Court in Okighoman,

The Scnate bill adds 8 hew secfion
to the Internal Revenue Codoe—section
277—which would codify the position
teien by the Commissioner of Internal
Revenuve. The provision would not be-
come coffective untl Janunry 1. 1871,
My emendment would not chanve what
it now contained in the bill.

What it wonld do. would be tu sllow
wELEr USPTS BMOCIDUIOLOY OFpadiced 10
operale  reclamation  jnojects of  the
Burcabt ¢f Reciumnation o! the Depprt-
ment of the Interior (o gegurt adl -
peuscs intun ed in supphng services and
benehit: tu thorr miebers up 1o the eflec-
tine aatc of the provic .o e Stike
il In ohe vorde uy o Jovie v 1L
31671 the exponses wouigd LU ticatvd
eccor e Wit e poinion tahen by
whe tanpeyevs and Gppiat e by the coats
wothe Anshemn, case, Joom Jesuny )
1871 on. the position espoessed s the
committec Uil wonld ooy

I thnd s amendmcm i fa and
fessible in that U would Cimieate fus-
ther Bursabo, ang vocerbaniy o Dhe
L T L I R RV IR TR FETR TR T Y
the 1000 L hierane Gyt
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Mr. President, also at s time 2
would Lke to engaye the chairman ol
the commitiee in a brief colioquy.

During the execulive pessinn in the
Committec on Finance, I raised & gues-
tion Bx 0 wheilber the cffective date of
the incone myvoeraving amendmoent con-
tained 1 the Dil} would In ahy way upsel
the efective date approved by Cuseress
when #t enacted the hcome RVEIaZile
provision in }dt4, s

I woe concenwd thm sn Individual
who had enguced i n Jonc-term ¢m-
ployment contract prio: o the 1404 acy
mipht tnadvertent!y ne denied the long-
term spread permitieg unde: the pre.-
ent 1864 Juw witly resirect 10 # Paivinent
he reccives giter Uas way reforn: bl be-
comes operative. I wae assured i com-
mittee that the situation 1 descsibed
would not be aflected by the L reform
leptslrtion and that an individual whe
had emburked befor 1964 o1 a ot -termn
employment could averaze the iucome
he reccived from that employment over
the periog the services were rendaied
It was my understanding the committee
report would be clarificd on thix matter.

Unfortunately, the explanation 1 ex-
pected 1o see in the committee ropurt
is nol there, and so 1 sm directing this
inquiry to the chairman of the commit-
tee: Does the eflective date of the income
averaging provision spply in any way
to restiict Lthe rpplication of the savings
clause contained in the oripinal income
BVEraging provision in 19642

Mr. LONG. No. 11 docs not. The efice-
tive detc of the tex reform mct does not
limit the operation of the savinus clause
contained in the 1864 nact. An individual
who becan an employment under the
sevinps clause could still report his in-
come under thal savings clause even
thourh he recelves it after the 1964 1ax
reformm bill goes into effect.

A~ Lhe Scnator knows, the committee
report was pmepared with considerable
hesie. 1 yepret thot the lanrcuave we had
intenaed 1o include 1 the Teport is nor
there.

Mr. BENNETT 1 vecounize thot this
is A complele inadvertence. 1 appreci-
#te the willineness o the chairman fo
straiehten the matie: ont on the floor

It = ey understanding. as ¥ am sive
the chabyman will confirm. that the two
amendinents 1 have oticred sre so lim-
ited i nature that the chairman js avill-
ing to accept ther and take them Lo
cunference

The hrst amendment refers to the
mroblemn of 8 walcl user’s sssocintion
o3 unned L0 oprriile A reclamation proi-
cct 0! the Bureau of Reclamation which
iv o moembership orzanization deseribed
in secbon 277 of the Internad Hevenne
Code ¢ 1054

Under thar code, in providine those
sCivice: 2l more than 15 peicent of the
WaiCl users were not membere af tie
s nulation, 1o e 1S Loy excinpition,

M. Dreadent, in the pormnl cothse of
thie opcrtbion o jonunher of these proy-
ot tins numbey bas orept up above
1hopureent  And thaad matter 1 being
Jirr mted

Fhe purpose of the smendnie)! s 1o

st Saic Hhat ho o dedutbons ni -
Ciabnde to furndshing services, poods or
oy eiher ems 0! Vidae to naeheae

37483

shall e demed for sy tiaapie
beoinnine belore January 3. 1971

This will bu the metter i conference
where 8 cal be discussed esrcfully, I
think 1t is x0 complicsted that it shouid
Dol be ocbatet un the lum of the Benate.

M LONG M:. Preadent. 1 hive Bis-
cussed this matte) with the members of
the sinli 1 see 0o obacction Lo )l I have
k0 distisaed 17 v L otbier members of
the enirmdice. 8914 28 1 knew . there is
ne obrclun o U sinendmwent. 1 am
walline tog w020 10 1 and to (ake it O
et

The PAISIDING OFFICER  (Mr.
Youne of Olao i the chairy The gues-
Pen is on smeere 1o the amendinent of
the Senidor from Uteh on page 148, after
line 30 1¢ inse1t new Lunpuace.

The amoudment was ngsced tp.

ycars

Mr BENNETT M. President, the 7

other mimendmen? refers to what' think
s desiiabic elariflivation of the lanpuaxe
i e it which, for the fu s time, allows
e oot Bevonn Sovkee o audit
chipchies Tt

hix hias not been possible under the
mevious lnw, And the Janeuure of the
bill. T think. is oo loose.

The Treavury amees with me. T an of-
fering alicimate lauguace which adds on
e 148, Jive D these Hmiting require-
mients:

On pape J#8, e 9 sinke agut the gquotie-
tion nuirk #nd sad

“No exanunation of the religions Retysties
of Ruch nn orgunizhtion thall be made ex-
cept 10 the e¢xient npecessary o determine
wheiber such organtzation s a church or »
convention or assuclation of churches, and
no exnmination of the books of apcoun: of
stich un nreanization shall be mude other
than ty the exten! necessary Lo delermiine
the ot of tox imposed by this titie

Ar Presdent. thet is the tifle impos-
e tha on unreluted business income.

Tbhere s o fear the Jangusge would
open aL ua so that_the IHS couid ro
throuch oMl Lhe churc)y books that pes-

They did not mtend 1o do this. There-
fore. the IRS azrees with me that the
Bnuang Janguage will iave uses,

v ds oy understanding agan: that the
chairnman agrees with me and s willuag
to take the amendment to conference

M:. LONG. 1 have 1o ovbiecuon to the
amendment. Mr. Piesident.

The PRESIDING OFFICER. Do the
Senators viddd buack the remrinder of
their Hinme?

My BIENNETT. 1 yvicid back the ye-
wninder o mv time

Mi. LONG 1yield badk the remamnder
of 1ay Ime.

Tue DPIESIDING OFFICER. All time
on the amendment Las been yiclded
back. The gyuestion i+ on agtecing to the
anvndmeoent of the Senntor jrom Uinh on
pane 148 line §

|

i

-}r:\

The sunendment wan e ced 12—__&

AN LM NT R 300

A LONG. My Poesident. ] ek deiioie
uns consent that the ben'.nmr l'{xum
Arvizons (M. Fasan! offer an
Ampendient at this ume

The PHESIDING OFrICER. Without
obyection, it it sv orderen )

A FARNNIN thank the dh~tinzuiihied
Scuntw

My Picagint 1
L A TS )

mi)

call up o mtntinent
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Procedure ond Administration

(I.R.C.) 26,689

date fixed for appesrance before the Secretary shall pot be iess than 10 days from the

dat ° the summons.

Last amendment —Sec 76058’ appears above e

amended by Sec 506:¥5! of Public Law 96-589,

Nov 6. 1978, eMective (Sez. 5056} of P.L. 83.599)
Jan. 1, 1879

Prioc amendmest —Sec  7605a) was previoualy
amended by the (pliowing:

Sec. [1kc¥6! of Public Law 94-530, Oct. 17, 1976,
eHective (Sec. {1}d! of P.L. 94-530) Oct 1, 1976*

S 207dr9 of Public Law 91-258 Moy 21,
197, efiective (Sec. 21)a) of P L. 91.288) July 1,
1970.° ’

Sec. 202c14 of Publc Low NS4« June 21 1963,
offective (Sec 011aX2), 13! of P.L. 8944) Jan L,
1966.°

Sec 208drd} of Public Law 627 June 29, 1966
eflective (Sec. 211 of PL 627 June 29, 1956.°

Sec. #(i) of Publc Law 466 Apr. 2, 1956 °

. ®Sec. 760%2) a5 80 amended 15 1n P-H Cumulative Changes.

() Restrictions on Examination of Taxpsyer.—No taxpaver shall be subjected to
unpecessary examination or investigations, and only one inspect:on of a 1axpayer's books
of account shall be made for each taxable year unless the taxpaver requests otherwise or
unless the Secretary. afier investigation, notifies tbe taxpayer io writing thet an additional
inspection is necessary.
(c) Restriction oa Examination of Churches.—No examination of the books of ac-
count of a church or convention or association of churches shall be made to determine
whether such organization may be engaged in the carrying oo of an unrelated trade or
business or may be otherwise engaged in activities which may be subject to tax under
part 111 or subchapter F of chapter 1 of this title (sec. 511 and following, relating to tax-
ation of business income of exempt organizations) unless the Secretary (such offices being
no lower than a principal internal revenue officer for an internal revenue region) believes
tha: such organization may be so engaged and so notifies the organizatior in advance of
the examination. No examination of the religious activities of such an organization shall
be made except to the exient necessary 10 determine whether such organ:zation is s
church or a convention or association of churches, and no examinatiop of the books of
sccount of such an organizaton shall be made other than to the exient necessary to de-
termine the amount of tax imposed by this title. :

Addition —Sec. 76805i¢) was added by Sec. 121N of  121(g) of PL 91-172} with respect to taxable ysars
Public Law 91.172, Dec. 30, 1969, elfective (Sec  beginning after Dec. 31, 1968.

C. 7606. ENTRY OF PREMISES FOR EXAMINATION OF TAXABLE OB-
JECTS.

{a) Entry During Day,—The Secretary may enter. in the daytime, any building or
place where any articles or objects subject to tax are made, produced. or kept, so far as
it may be necessary for the purpose of examining said articies or objects.

(b) Eatry at Night—When such premises are open at night, the Secretary may enter
them while so open. in the performance of his official duues.

(¢) Penaltes.— .
For penalty for retusal to permit entry or examination, see section 7342,

SEC. 7607. ADDITIONAL AUTHORITY FOR BUREAU OF CUSTOMS.

Officers of the customs (as defined in sectiop 401(1) of the Tariff Act of 1930, as
amended; 19 U.S.C.. sec. 1401(1)), may—
(1) carry firearms, execute and serve search warrants and arrest warrants. and
serve subpoenas and summonses issued under the autbority of the United States, and
() make arrests without warrant for violations of any law of the United States
relating to parcotic drugs (as defined in section 102(16) of the Controlied Substances
Act) or marihuana (as defined in section 102(15) of the Controlled Substances Act)
- where tbe violation is committed in the presence of the person making the arrest or
where such person has ressonable grounds to believe that the person to be arrested
has commitied or is committing such violatos. :

Addition ~Sec. 7807 was added by Sec. 104(a) of
Public Law 728, July 18, 1856, effective (Sec. 401 of
PL 728 July 18, 1966.

Last amesdmest —Sec. 7807 appears sbove as
amended by Sec. 1102gx1) of Public Law 91-813,
Oct. 27, 1870, eMective (Sec. 1105 of PL 91-513)
May 1, 1971

’

§ 7607

® 1078 by Prontce-Kalt inc.
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dividuyal bafore whom s person summoned
ursuant to section 84207e}(2), SA2U(f)(2),
(d)(2), 8427(e)(2', or 7602 shall appear.
Any such empioyee. when so designated in
& summons, ls authorized to take testimony
upnder oath of the person summoned and to
receive and examine bHooks papers, records,
or other dats produced i complispnce with
the gummons.

Q=g § 301.7008 Statvtory provisiens; serv-
lce. of summona. [Sec. 7803, IRC] e

-

§301.7608-1 (T.D. 8471 flied 10-23-59;

" republished in T.I'. 6498, Aled 10-24-60;

amended by T.D. TIR* filed 6-28-72 and T.D.
7297, fled 13-18-T3.) Service of summens.
(o) In general A summons Issued
under section $420(e)(2), BII()(2), 642%(4)
(2), 8427(0)(2), or 1802 ghall be sarved by
an sttested copy deliversd in hand to the
person to whom it 1s direc or laft at
his last and usual piaos of al . ‘The cer-
tificate of service signed by the person
sarving the summons shall be evidence of
the facts it states on <he bearing of an ap-
plication for the enforcement of the sum-
mone. When the surmmons requires the
production of books, papers, records, oOr
other data. It ahall be suTclent If such
books, pspars, recorde, or other dats are
described with rsesonable certainty. :

(b) Perzons who May €TV C SUMMOnRS.
The officers and employees of the Intarnal
Revepue Servics whom the Commiszioner
has designated to carry out the authority
given him by | 3027803-1(b) to issue s
summons &re authorized to servs & sum-
tons issued under section 6420(e)(2), 6421
(£)(2), 6424(4)(2), 6427(0)(2), or TOXZ

Oy § WL704 Statxtory previsions; es-
forcement of summons. [Sec. 7804, IRC)

LIl (T.D. 421, flled W-B-88:
republished in T.D. 8488, flled 10-24-80;
amsnded by T.D. 797, filed 13-18-T3,) Ra-
fercament af suxrmens.

(a) Im gomersl Whenever any wn
summoned undar section 6420(e)(2), ($4]
(2), or 7802 neglects Or rafuses to obey such
summons, or to produce books, papers,
records, or other data, or to give testimony,
ss required, application may be made to
the Judge of district oot or to a
U.8. oommisgioner for the dstrict within
which the person sc summoaned resides or
s found for ar attachment aguinst him as
for & cortampt.

(b) Perzone whoe moy apply for an of-
tacAment. The officars and amployses of
the Interns! Revenusé Service whom the

Commissionar has designated to carry out -

the suthority givem him § 501.78902-1(h)
¢o issue & FUMIMODS Are au Mblppl{
for ar attachment as provided in parsgrap!
(0 of this ncﬁan.’

O~y § 017008 - Statmiory provisiens; time
and place «f exrmminstien [Beo 7808, IRC)

3670061 (T.D. &7, filed W0-2B-50;
republiabed I T.D. ftled 10-24-60:
amanded by T.D. TAdE 10-38-TL.) Time
nud place of axxoninatien.

(a) Time ond ploce. The time and
place of exaoringtion purwnant to the pro-
viions of section $4¥0(e) CX), WX () (X, or

Examination and Ingpection

(LR.C.) 24,429

7602 shall bs such time avnd place as may
be £xed by an officer or employee of tha
Internal Revenue Bervice and as sre rea-
sonable under the clrcumstances In the
case Of a summons under authority of mec-
tion TQ2(2) apd § 301.7802-1. or umder the
oorresponding suthority of section 6420(e)
(3) or 8421(f)(2), the date Bxed for ap-
pearance before ap officer or employee of
the Bervice, aball not be less than 10 days
from the date of the summona,

(b) Restricions on examination of taz-
payer. No taxpayer shall be subjected to
unnecsessary sxamination or investigations,
afd only one tnspection of a taxpavers
books of account shall be mede for eszh
taxable ysar unless the taxvayer requesws
otherwise or unieas an authorized internal
revenus officer, after lnvestigation notifies
the taxpayer tn writing that an additiocnal
tngpection is necessary.

(¢) Restriction on examingtioa of
churches—(1) In gemeral. This section
fmposes certain restrictions upon the ex-
eminstion of the books of account and
religious activities of & cburch or ocnven-
tion or mssocistion of churches for the pur-
pose of determining wbether such organiza-
tiop may be engaged in activities the in-
come from which ts subject to tax under
section 511 as t ess _Loxali

5 ose to matiers
SIFTAL ?mﬁ of the
%:nce or Amouny EE Eu[@ income.
on poses adaditio. reatrictions
upon other examinutions of such orgsniza-
tions.

® &og‘h_w No examinstion
of the books of scoount of an organization
which claims to be & church or a conven-
tion or associztion of churches shail be
made excopt after the giving of notice us
provided i this subparagrapb and except
to the extant peceasary () to determine the
initial or oontinuing qualification of the
organization under section 501(c)(3); (i) to
determine whether the orgaxdzation qualifies
as owe, contribulions to which are deduct-
{dle under section 170, 548, 0558 642, 2063,
2308, or 2522; (ili) to abtain information for
the purpose of ascertsining or verifving
payments made by the organization to an-
other person (o determining the tax labliity
of the rocipient, such as payments of sal-
aries, wages, or other forms of compenss-
ton: or (iv) to detarmine the amount of
tax. 1f any, im udbyu:o&»dot;gonsuob
organisation. No examination of the books
of avoount of a church or convention or
associstion of churches shall bs made un-
less the Regiopal Commissioner believes
that such sxamisation i necessary and »o
potifiss the organization (o writing at least
80 dayw tn advance of examinstion. The
Ragiona! Commissionar will conclude that
suck sxaminatiop 13 necessary only sftar
reasongble attampts bave beoen made to ob-
tatn nformation from the books of socoun
by writtan reqguest amd the Cam

.mlssicner has determined that the loforme~ .

7 Reg. §301.7606-1(c) (2)
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24,430 (1.R.C.)

tior canpot be fully or matisfactorlly eb-
taiped tn that manner. Ixn any examinstion
of & church or copvention or assctiation of
eburchea for the purpose of determining

memry por-’
auan( such notice, BT nation of the

books of account of the orgenizatior shall
De made wxcept to the extent necesmry to
deiermine such badility,

(3) Religiour eotivities.
ton of the reldgious activitie: of ar Organ-
ization: which cietme to be a churxd or
convention or wssociation of churches shall
be mude except (J)_to the exient mecessary

ine the initial or coptinuing qual-
g?&k&mmm' !"ji%ﬂ on

{€)(8); {11} to determine whether the
offanization Qualifer ax one, contributions
1o which are deductible under section 170,
B43, 8556, 642, 2055, 2106, or 2522; or (iti) to

No examina-

" Reg. § 301.7605-1(c)(2) -

ST

dstarmine whether the orgzzisstion §s &
church ©r @oovention o©r sssociatiop of
churches subject to the provieivne of part
II1 of subchapter ' of chapier 1. The re-
quirements of subparegTaplL
paragrapk that the Regiona! Commissioner
ve poOtice prior $0 exawmipstor of the
ks of acoount of &an organizelior do not
apply to an examination of the religious
activities ©f the orgenization for ary pur-
Tou Gescrided in this subpa sph. Once
Lhas besn detgrmined thai the organize-
tiop is a_church or DT _BSpogiu-
ion of churches, no further axaminatipo
of Nz religiour activities Inay b made 4n
confection with delermining itz Uahility, if
ary, 207 unrelated me _tax.
(4) Bfiective date. The provisions of
thir paragrsph ahall apply to sudits xnd
examinations ©f taxable years bepinmimg
after December K1, 1668,

GENERAL POWERE AND DUTIES

Statutory Pprovisions; io-

Oy § 20L%623
[Bec. 78N, IRC]

Serna) revenne dQistricts.

Oy § J0L.7021-1 (T.D. 847, SQled 10-23-59;
repudblished &n T.D. 8485 fled 10-24-80.)
Internal revenbe districts. :

° ~For delagution to the -Secretary of ‘av-
thority to prescribe iniernal revepue Aia-
tricts for the purpose of administe the
tnternal revenue laws, seet Executive er
No. 10286, Aared Beptember 17, 180 (16 F.R.
$480), as rmade applicable to the Code by
Rxecutive Order No. 10874, dated November
€, 1804 (19 F.R. 7T3490). .

O~=y § 301.7€22 Btatutory provisions; abp-
thority to adminisier osths anéd eertify.
[{Bec. 7622, TRCJ.

8 30L7622-1 (T.D. 6421, Sled 10-28-50;
republisbed ix T.D. 0485 fled 10-26-60;
swended by T.D. 6585 filed 12-27-81, T.D.
TigE, filed 6-26.72; T.D. 7207, filed 12-15-78
apd T.D. 7355, filed 5-30-75.) Awvthority o
sdminister exths mnd certify

The officers and empioyees of the ln-
ternal Revepue Bervice whom the Cox-
missioner hat designated are sutdorized to
administer sued osthe or sfirruktiops and
to certify to sucl papers a2 may be Decoes-
amry upder 4be ipternal revenue laws or
regulstiops issued thereunder, except that
the authority to oertify shall pot be ooDn-
strued ar applying to those papers or docu-
ments the certificetion of whick is avthor-
ised by seperats order or directive.

Oy § ML7022 Bistutory provislons; e3-
penses of detectior and punnishment eof
frands. [Bec. 7628, IRC)

Oy § 301.7823.) (T.D. 641, fled 10-23.85;
sepublished in T.D. @488 DBled 10-24-60;
amended by T.D. 7297, fled 12-18-T3.) Ee-
wards for formstion relsting to viola-
tiens of interna! revenue lawas,

(a) In penercl. A Qistrict director mey
approve sucl reward as be Qeerms sultabie
for informsatior that Jeade to the detection
and punishment of ary persop puity of
violalng apy ivternal! revenue JaWw, or oan-
Biviog &t the same. The rewards provided
for by sectior 76Z% are Ymiied ip their aE-
gregsis to the sum approprinted thersfor

e TP ST o

B R ettt aafand

anc shall be paid only in cases »Ot otber
wise provided for by law.

) Ehpidility to fle olaim for Teword
(1) Jn pemneral. Ay parson, vther than
ocertair present or former feders! employ-
oae (doe gubparagraph (3) of this pars-
grapl), who submits, in the manver set
fortk ir paragraph (&) of this secton, tn-
formatior relating to the wiolation of ap
ipternal revenue law 5 eligible to fle &
tlaim for reward under section 7623

@) JFederol employesz. No persox who
was an afficer or employee ©f the Depart.
Ioent of the Tresasury &t the time he came
fntc possession of informatior relating to
viclationr of the interne! revenue lawe, or
at the thme he diviiged such informstion,
shall de aigible for reward under section
7822 and this sectior. Any other federal
employee, or former federzl employet, s
sligible to file & claim for reward if the
information submitted came to bis kvowl-

e other thay in the ocourse of hls of-
8 ¢utias.

(3) Deosorsd imformonts. A clatm for
seward may be filed by av executor, ad-
ministrator, or other legel! representative
on bebalf of 8 decessed informant i, prior
to his Geath, the {nformant was eligidble
to file & clkim for such reward under sec-
Hop 7622 and this section. Certified copies
of the letiars tsstamentary, letters of ad-
minirtration, or otber wsimilar evidence
Toust be xnpazed to such & claim for re-
ward on bebhalf of & decessed informent in
arder to abhow the anthority of the logal
represaptative to file the clstrn for reward

(¢) Amount end poyment of reoword.
Al relevant factors, ipcluding the value of
the information furnisbed in relatiop o
the facts developed by the investigation of
the viclatior, aball d: taken into secount

& district director n determining
whether z reward ahal! be paid. and, if 8o,
the amourt theren!. The amoupt of & Ye-
ward ahall represent what the daistrict
direcior deemns to be sdeGuile COIMPEDsA-
tor ip the parlcular case, porzmslly Dot
to axceed tez percent of tbe sdd tonal
taxes penalues, spd fnes whick are Te-
tovered 8t a resull of the information. No
reward. however, aball be pajd with re-
spect to any sdditiona) interest thal I8y
e ooliecied’ Payment of & reward will be
made as prompliy as the circumsiances of

(2) of thiz *
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7(10)70 (1-12-79:
Specialized Examinations

7(10)71 @—2o-79
Churches or Convention or
Associstion of Churches

7(10)71.1 (>-20-79)
introduction

Prior 10 1970 there were no special legislative
restrictons on the Service's authority to exam-
ine churches. At the time the Tax Retorm Act of
1869 was being drafted in Congress, concemn
was expressed by some legislators tha! the
Service would over-react to the new application
of the unrelated businass income tax to
churches by initiating probing and unnecessary
examinations of churches. Accordingly, section
7605(c} wes adoed to the intermnal Revenue
Code.

7(10)71.2 a-20-79)
General Regquirements

7(10)71.21 (1-25-81)
General

{1) Treasury Reguiation 301.7605-1(c)(2)
provides that no examination of the books of
account of an organization which is or which
cilaims to be a church or a convention or associ
ation of churches shall bs made, except to the
extent necessary:

(a) to determine the initial of continuing
qualification of the organization under IRC
501(c)3);

(b) to determine whether the organization
qualifies as one. contributions to which are de-
ductible under IRC 170, 545, 556, 642, 2055,
2108, or 2522,

(c) to obtain informaton tor the purpose of
ascertaining or varitying payments made by the
organizabon to another person in determining
the tax lability of the recipient, such as pay-
ments of salaries, wages, of other torms of
compensabon;

(d) to determine the amount of tax,  any,
imposed by the Code upon such organization.

(2) Treas. Reg. 301.7605-1(c){(2) turther pro-
wides that no examination of the books of ac-
count of an organization which is, or which
claims to be, & church or a cofivenbon or 88s0-
cation of churches shail be made uniess the
Regwonal Commissioner believes that such ex-
amination is necessary and so notifies the orga-
nization in writing at least 30 days in advance of

axamingtior. The Regional Commussioner will
conciude tha! such examination is necessary
only after reasonable attempts (i.e., the sending
of at jeast two pre-examination letters) have
been made to obtain necessary information
from the books of account by written request
and the Regional Commissioner has deter-
mined that the information cannot be tully or
satistacionly obtained in that manner.

(3) Treas. Reg. 301.7605-1(c)(3) provides
that no examination of the religious activities of
an organization which claims tc be a church or
convention or associaton of churches shal! be
made, except:

(a) 10 the extent necessary to determine
the iniual or continuing qualification of the orga-
nization under IRC 501(c)(3);

{b} to determine whether the organization
gqualifies as one, contributions to which are de-
ductibie under IRC 170, 545, 556, 642, 2055,
2106 or 2522 or

(c) to determine whether the organization
is a church or convention or association of
churches.

(4) Although not required by the regulations,
the pre-examination procedures described in
IAM 7(10)71.3, below, will aiso be foliowed
when examining the religious activities of an
organization which is or which claims to be a
church or a convention or association of
churches. However, this requirement does not
apply when the organization executes the
Waiver of Pre-examination Procedure unger
IRC 76805(c). Ses Exhibit 7(10)70-10.

{5) The restrictions on examination of
churches set out in IRC 7805(c) and Treas.
Reg. 301.7605-1(c} are apphcable tc the Serv-
ice examsnation of any school that is operated
as an ectivity of a church or & conventon or
association of churches. The pre-examingtion
procedures need not be followed when examin-
ing a separately organized or incorporated
church-related schoo! which does not claim to
be a church or 8 convention or associaton of
churches.

(6) The pre-exarninaton procedures will be
followed when axamining the unreiated busi-
ness activities (Form 990-T) of an organization
which is or which ciaims to be & church or a
convention or association of churches.

(7) The restrictions of IRC 7605(c) and
Treas. Reg. 301.7605-1(c) mus! be complied
with when an organization's ciaim to church
status has more than ar insignificant factual

7(10)71.21

MT 7(10)00-77
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foundation. Cornversety, where A is determined
that an organization has no significant fectual
foundation to suppon its claim to church status,
the claim can be ignored, and the restnctions of
IRC 7605(c) and the regulstions thereunder
would not apply to an examination of the organi-
zation. Any reasonable doubt about the possi-
ble presence of more than a clearly insignificant
factual basis for claiming church status shouid
be resofved in favor of any organization formally
asserting such status.

(8) Under the First Amendment, the Service
is preciuged from considering the content or
sources of a doctrine which is alieged 1o consti-
tute g particular religion, and car make no at-
tempt to evajuate the content of whatever doc-
trine a particuiar organization claims is refi-
pious. Examiners conducting pre-examination
inguines and examinations of organizations
ciaiming church status must make no attemptio
evaiuate the content of any particular religious
doctnne.

7(10)71.22 (1-29-81)
Church books of Account

(1) Church books of account are the ac-
counting and bookkeeping records of the
church kept in the regular course of business to
provide a detaiied financial history of business
transactions of the church. They inciude all
books of orginal entry.

(a) See Exhibil 7(10)7C-5 tor examples of
records that are and are not books of accounts.

(b) ¥ there is a questior: s o whather or
not particular records constitute church books
of account, District Counse! shouid be
consulted.

(2) The pre-examination procedures need
not be foliowed when examination is being
made only of records that ase not church books
of account, such as recorgs maintained by a
bank.

7(10)71.3 (1-29-01)
Pre-examination Procedures

(1) The pre-examination procedures do not
constitute an examination within the purview of
the "only one inspaction” provision of IRC

7(10)71.21

MT 7(10)00-77

7605(b). Theretore, the use of thess proce-
dures does not bar the conduct of any compre-
hensive examinstion that might thereafter be
inibated in accordance with 30-day notice pro-
cedures provided tor in IRM 7(10)71.41:(6), be-
low, and Treas. Reg. 301.7605-1(c)(2).

{2) There ts no hard and fast rule as to what
specific information may be obtained under the
pre-examination procedures. Generally, the
Service may request any informaton relevant
o the proper areas of Service inquiry. The intor-
mation requested should be limited to that
which the organization can reasonably compile
and assembie, and which is necessary to re-
solve the area or areas of inquiry. The pre-ex-
aminaton procedures shouid not be conducted
80 as to take on the essential character of a
comprehensive examination of the organiza-
tion’s books of account. if the issue or issues
cannot be resotved through these pre-exami-
nation procedures, the examiner should con-
sider the need for requesting the Regional
Commissioner’'s approval of an examination
under the procedures of IRM 7(10)71.41, below.

(3) The ER/EQ key district office wili com-
mence the pre-examination inquiry by sending
8 written request to the organization consisting
of a pre~examination cover letter, and specific
guestions, as appropriate, using Exhibit
7(10)70-2 as a guide.

(a) In prepanng this pre-examination let-
ter, the penod of tme permitted for response
should represent a reasonable amount of tme
for the organization to gather and fumish the
information requested. This pencod wiil general-
ty not be less than 15 days, subject to vanance
on a case-by-case basis. In getemining what a
reasonable response tme will be, axaminers
should give consideration to the srze of the
organization, the type of records requested,
and the arnourtt of information the organization
is being asked 10 provide.

(b) The pre-examination letter will be is-
sued by certified mail. When the district otfice
prepares the pre-axamination cover letter, the
words CERTIFIED MAIL" should be entered in
capital letters above the saiutation. The signed
return recsipt shouid be mage a pan of the file,
as should a return receipt evidencing refusal to
accept the istter.

(c) Ses Exhibit 7{10)70-1 for Pattem Letter
P-645(5~78) Pre-Examination Cover Letler.
Caommerce Clearing House, Inc.
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{d) See Exhibil 7(10)70-2 for a checksheet
of sugpested pre-examinabon letter questons.
These gquestons should axd in developing cas-
es 1o the fullest extent at the eariiest stage, thus
mmimang the need tor additional correspon-
dence with the organzation. Pre-examination
letiers containing questions that deviate sub-
stantially from those set forth in Exhibit
7(10)70-2 shoulid be approved by District
Counsel.

(4) Hthe organization responds and satisfac-
tority tumnishes the informabon requested, an
appropriate acknowiedgment will be made.
the information indicates that the organization
meets of continues to meet the requirements
for exemption from Federal income tax, the pre-
examination inquiry will be closed in accord-
ance with the procedures outlined in IRM
7(10}71.3:(8}, below.

{a) When an organization claiming church
status responds to the initia! pre-examination
letier by indicating an affiliation with an organi-
zation that chartered it and directs the Service
to go to the chariering organizaton for request-
od books, records or other information, consid-
eration should be given to incorporating Fattern
Paragraphs P-630 (5-79) into the second pre-
examination letier. Pattern Paragraphs P-630
(5-79) are set forth in Exhibit 7{10)70-4.

(b} Treas. Reg. 301.7605-1(c)(2) does not
appty when church books of accournt are pro-
vided to the Service without first being request-
ed. When a church voluntarity offers to provide
its books of account the examiner should se-
cure a written stalement, signed and dated by
an officer, director, trustes or other indivicdual
duly authorized 1o do so, that the organization’s
books of account have been voluntanty provid-
od and have not been requasted by the Service.
The statement shouid be included in the work-
papers. See Exhibit 7(10)70-10 for Pattern Par-
agraph P-730 (11-80), Waiver of Pre-examina-
ton Procedure under IRC 7605(c).

(5) tf there is no response (o the first pre-ax-
amination ietter within the tme provided, or if an
inacdequate or unsatisiaciory response is re-
ceived, the key district office shoukd send a
second pre-axamination letter 10 the organza-
tion. #f no responss was received, this letter
shouid simply restate the information request-
ed in the inibal pre~axamination letter. if an inad-
equate or unsatisfactory response was re-
ceived, oniy those portions of the initial ietter
which were inadequaiety or unsatisfactorily an-
swered shouid be restated. The letter shouid
also indicate in what manner the first response
was inadequale or unsatsfactory. As with the
first pre-examington letter, a reasonable re-
sponse tme. generaity 15 days, shouid be pro-
vided. The second pre-examinalion letier

shouid aiso be sent by certifiad mail, ang other-
wise in accordance with the procedure dis-
cussed in IRM 7(10)71.3:(3)(b), above.

{6) i1 the orpanizabon responds and satisfac-
torily tumnishaes the information requested by the
second pre-examination letter, an appropriate
acknowledgmeant will be made. I the nforma-
tion provided indicates that the organization
meets the requirements for exemption from
Federal incoms tax, the mater wili be ciosed in
accordance with the procedures outiined in
IRM 7(10)71.3:(8). beiow.

(7) U the second pre-examination tetter fails
to produce & timetly response, or results in an
madequate or unsatisiactory response, the key
district otfice should consider the need for an
examination, or for an additional pre-examing-
tion latter or letters. If it is determined that an
addiional letter (or letters) is warranted, the
instructons in IRM 7(10)71.3:(5), above, should
be followed. it it is determined that examination
is warranted, the necessary approval should be
requested, as outlined in IRM 7(10)71.41,
below.

(8) When the intormation provided in re-
sponse to either the first or second pre-exami-
nation letter indicates that the oparations of the
organization are such that it meets or continues
to meet the requirements for exempton from
Federal income tax unger IRC 501(a), and that
no further inquiry or examination is required, a
letier advising the organization of this conclu-
sion should be issued, specifying the time pen-
od considered.

(a) Exhibits 7(10}70-6 ancd 7(10)70-8 set
forth two Pattern Letters, F-622 (Rev. 5-80)
and P-624 (Rev. 5-80), tor use in no-change
pre-examington situgtions. The former letter is
for use in situations where the organization has
established its exemption with the Service; the
latier letier addresses those situatons where
the organizeton has not been recognized as
sxempt by the Servics.

(b} See, also, IRM 7(11)31.6:(7).

7(10)71.4 -20-75)
Examination of Churches or
Convention or Association of
Churches

7(10)71.41 a-20-78)
Procedures tor Regional
Commissioner’'s Approvai of
Church Examinations

(1) ¥ adequate responses to the pre-exami-
nation letters discussed in IRM 7(10)71.3,
above. are not recetved, and it is determined
that examination is warranted, the EP/EO key

MT 7(10)00-77 7(10)71.41

Internal Revenue Manual -~ Administration
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district office shouic dratt a Regiona! Commis-
sioner's Approval of Church Examination Lener
tor the Regional Commissioner's signature.
Ses Exhibit 7(10)70-3 for Regional Commis-
sioner's Approval ot Church Examingtion Let-
ter, Paftern Lener P-598 (5-79).

(2) The dratt ietter, administrative file, anc a
cover memorandum descnbing the pre-exami-
nation procedures foliowed, information deve!-
oped to date, ana intended purpese of the ex-
aminabon, shouid be forwardec to the Regional
Commussioner through the Assistant Regional
Commissioner (Examination). The ARC should
recommend to the Regiona! Commissioner
whether or not to approve the examination.

(3) The Regional Commissioner will geter-
mine whether the proposed examinaton is nec-
essary for one or more of the purposas speci-
fied in Treas. Reg. 301.7605-1(c) and IRM
7(10)71.2, above.

(4) 'f approved by the Regional Commission-
er, the letter approving examination will be is-
sued by registered or certified mail from the
Otfice of the ARC (Examination). The cass file
should then be rewmed 10 the initating key
district office.

{5) tf the request for examination is not ap-
proved, the case file will be retumed to the key
district for closing. See IRM 7(10)71.3:(8},
above, and the Pattern Letters referred to
therein, for the issuance of appropriats letters in
these circumstiances.

(6) Examinaton of the organization's books,
records and reiigious acuvibes may not begin
uno! at ieast 30 days atter the issuance ot the
Regional Commissioner’s iener approving ex-
amination. in the case of a letter that is retused
by the organization, the thirty (30) days shall be
deemad to commence from the date recaipt of
the written notice is first refused. The signed
return receipt from the registered or certitied
ietier shouid be made a permanent part of the
case fils, as shoulc a retum receipt svidencing
retusal to accept the latier.

(a) A summons rmay be directed tc the of-
ganization under examination or to a third party
recorghoider, if necessary, 1o obtain informa-
tion f the organization refuses to respond to the
Regional Commissioner's iefier approving @x-
amination. All summonses proposed 1o be is-
sued by EP/EQ speciaiists will be submitied to
District Counse! for pre-issuance approval.

(b) SeeIRM 7(10)22:(2) for special instruc-
tions applicable 1o the issuance of summonses

7(10)71.41

MT 7(10)00-77

for the purpose described in Treas. Reg.
301.7605=1(¢)(2)(ii), 1.e., 10 obtain information
for the purpose of asceraining or venfying pay-
ments made by the organization to another per-
son in determining the tax hiability of the recipi-
ent, such as payments of salaries, wages, or
other forms of compensabon.

(c) IRM 4022 4, Rights and Pnvileges of
Persons Summoned and Appearances Pursu-
ant to Summons, sets forth guidelines for use
when the summoned witness or his/her repre-
sentative does not comply with summons, ei-
ther by testitying or producing books, etc., or
both.

7{10)71.42 (8-20-79)
Report of Examination

(1) In all examinagtion situations, the organi-
zation will be notified as to the resuits. The
procedures for issuing no-change or no-liability
notification letters in examined no-change cas-
es are found in IRM 7(11)31. in changed cases,
& report of examination should be prepared in
accordance with the procedures outlined in
IRM 7{10)60.

(2) Exhibits 7(10)70-~7 and 7(10)70-9 set
forth two Patiern Letters, P-623 (5-79) and P-
625 (5-78), for use in no-change examination
situations. The former ietter ie for use in situa-
tions where the organization has established its
exemption with the Service, the latter letter ad-
dresses those situgtions where the organiza-
tion has not been recognized as exempt by the
Service. Other written no-change notificaton
letters of the types described in IRM
7(11)31.1:(1) should be individually prepared on
8 cass-by-case basis, and issuec where
appropnate.

7(10)71.5 (12-6-60)
Denis! anc Revocation of
Recognition of Church Status

7(10)71.51 (12-s-80)
introduction

(1) This text sets forth the instructions for
determining the tax exempt status of a church
that has not applied for recognition of exemp-
tion and for revoking the continuing exempt
status of a church having a ruling or determtna-
tion letter where, exhausuon of the preexami-
nation proceduras under IRC 7605(c). Each ad-
verse acbon will be based on the organizaton's
tailure 1o estabiish that it is cescnbed in (RC
501(cH3).
Cammerce C(learing House, Inc,
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(2) IRC 508(a) provides that an organization y formal recognition of exemption. This action
organzed atter October 8, 1869, shall not be | may be taken without the chureh first filing for

treated as an organization described in section
501(c)(3) unless il gives notice 1o the Secretary
that it is applying for recognition of such status.
IRC 508(c)(1)(A) specifically excepts churches
from this notice reguiremsnt.

(3) Treas. Reg. 1.508-1(a)(4) states that any
organization excepted trom the requirement ot
fitng notice under IRC 508(a) will be exempt
from taxation under IRC 501(c)(3) if it meets the
requirements of that section, whether or not it
files such notice. However, the IRS will not
tssue a ruling or determination letter recogniz-
ing the orgenization’'s exempt status uniess the
excepted organization files proof of its exemp-
tion in the manner prescribed in Treas. Reg.
1.501(a)-1.

(4) An organization that is a church, an inte-
grated auxiliary of & church or a convention of
association of churches is excepted from the
annual return filing requirements by {RC
6033(a)(2).

(5) Treas. Reg. 1.6033-2(h)}(2) provides in
part, that every organization that s exempt from
tax, whether or not it is required to file an annual
information return, shall submit such additional
information an may be required by the Intemnal
Revenue Service for the purpose of inquinng
into its exempt status and administering the
prowvisions of iIRC 501 and the subsequent Code
sections.

{(6) The preexamingation procedures tor
churches tounc in IRM 7(10)71.3 are designed
to ettect the basic purpose of securing more
information from organizations on & more cur-
rent basis, with the goal of assunng that the
Service would have sufficient informaton to
make ar tnital or cortinuing determination of
exempt status.
~ (a) iInthe case of a church that has a ruling

/ or Getermination lefler recognizing # as tax ex-
( empt and that tails to produce books of account
after exhaustion of the preexammnation proce-
j dures under IRC 7605(c), the sanction of revo-
\ cation of recognition of exempt status is permis-
. sible. in this manner, the Service withdraws its
: formal recognition o! exemption tor 8 taxable
\ year of years.
: (b) in the case of 8 church that does not
/ have 8 ruling or determination letier recognizing
| it as exempt and that fails to produce books or
i account after exhaustion ot the preexamination
| procedures under IRC 7605(¢). the sanchon of
i denial of recognition of exempt status is permis-
«sible. In this manner, the Service does not grant

{ proof of exemption as prescribed in Treas. Reg.
1501 (ap1. :

(7) The instructions and procedures de-
scribed in1RM 7{10)71.52 may be used in heu of
tssuing and enforcing a summons for church
books of account, subject to the limitations stat-
ed therein. This procedure may be useful in
cenainsiluations, essentially where the Service
has no need to proceed to summons enforce-
ment to resolve such questions as the deducti-
bility of contributions, the assessment of em-
ployment taxes or the use of the church to
Teduce income tax liability. The tfacts and cir-
cumstances of each case wiil determine it this
procedure is appropnate.

7(10)71.52 (:2-8-80)
Instructions and Procedures

(1) The key districts will tollow the preexami-
nation procedures in iRM 7(10)71.3. The preex-
amination procedure inciudes issuing the Re-
gionat Commissioner’s letter approving the ex-
amination of the organization’s books of
account.

(a) Generally, the Service may requestany
information relevant to the proper areas of
Service inquiry. The information requested
should be ilimited to that which the organization
can reasonably compile and assemble and
which is necessary tc resolve the area or areas
of inguiry. The reguested information must be
matenal to the initial or continuing determina-
tion of exempt status.

(b} To ensure that the information request-
ed ts relevant to the proper areas of Service
inquiry, the preexamination ietters shoulo con-
sist of the questions, as appropnate, using Ex-
hibit 7{10)70-Z as a guide. Preexamination let-
ters containing questons that deviate substan-
tially from those in the Exhibit should be submit-
ted for consideration to District Counsel.

(2) The organization mus! be given adequate
opportunity to produce the information betore
proposing to deny or revoke recognition of ex-
empt status. In preparnng this preexaminabon
letter, the period of time permitied for response
should represen! & reasonable amount of time
for the organization to gather and fumnish the
information requested. This pariod will general-
ly not be less than 15 days, subject tc vanance
On & case-by-case basis. in determining what e

7(10)71.52

MT 7(10)00-75

Internal Revenue Manual - Administration

10.



. -22,479-6 Part VII - Employee Plans/Exempt Orgs.

88 1-81

reasonable response time will be, examiners
should give consigeration to the size of the
organization, the type of records requested,
and the amount of information the organization
it being asked to provide.

(3) All preexamination letters and the Re-
gional Commission’s letter approving the ex-
ammnation mus! advise the organization of the
conseguences of the organization's refusal to
provide the information. See Exhibit 7(10)70-1
for Pattern Letter P~645, Preexamination Cover
Letter, and Exhibit 7(10)70-3 for Patiern Letier
P-598, Regiona! Commissioner's Approval of
Church Examination Letter.

/ (4) The sanctions of denial and revocation ot

churches will be used sparingly. It is cnitically

/ recognition of exempt status with respect to
H

important that the administrative record sup-
port the reasonableness of the Service's action
in these cases. Theretore, the key districts will

. torwar¢ all case files and proposed adverse

b

ietters on churches to the Oftice of the ARC
(Examination} for review prior to issuing the
proposed revocation or denial letter. Upon con-
currence from the region, the case file will be

. returned to the key district for issuance of the
Qoposed rgvocation or denial tefter.

(5) The grounds set forth in the proposed
and finai determination ietters are to be timited
tc an explanation that the organization has not
provided the mntormation requested atier re-
peated requests and. as forewarned. the orga-
nization will have taiied to establish that it is
described in section 501(c}(3). The foltowing
staterment Pattern Letier 1426(P)(10-80). will
be usedir. these letters: “Even though we have
sent you several recuests for the required intor-
mation, we have not recewved the necessary
information to support the claim that your orga-
nizatron is describec in section 501(c}(3) of the
Internal Revenue Code. As aresult, we find that
you have not established that vour organization
1s of the kind described in Code section
501(c}3)."”

7(10)71.6 (12-6-80)
Referrals to State Attorneys
General

tn accordance with the procedures outlinedin
{RC 6104(c) and Treas. Reg. 301.6104-3, the
appropnate siaie otficials, including a state At-
torneys General. should be notified of any final
gecrsion that an organization which claims to be

7(10)71.52

MT 7(10)00-75

& church is not entitied to initial or continuing
qusiification as an organzation described m
1IRC 501(c)3).

7(10)72 (6-26-80)
Private School Examinations

70000721 (10-7-80)
Instructions and Procedures

(1) The foliowing procedures, except for the
procedures on Advance Approval of Examina-
tions apply to all pnvate schools:

(a) Family Educationai Rights and Privacy
Act of 1874. Private schools will not be required
to release personally identifiable records or
persona! information contained therein except
in accordance with the requirements of the
“Family Educational Rights and Privacy Act of
1974," 20 U.S.C. *1232g {1874). (See Section
7.02 of Rev. Proc. 75-50.)

(b) Private schoo! checksheet. Form
5788, (Private Schoo! Racial Nondiscrimination
Checksheet) will be compieted for each private
schoo! examination.

{c) Private Schoo! Examination Work-
sheet. Form 5529, (Private School Examination
Results) will be completed for each private
school examination. See Chapter (10)00 of iRM
7530, EP/ED Reports Handbook.

(d) Advance Approval of Examinations—

1 It the church-related private school is a
separate legal entity, the pre-examination pro-
cedures and the advance approval and notifica-
tion procedures of IRM 7{10)71 wili apply only i
the schoo! actually ciaims to be a church.

2 In accordance with the pre-examina-
tion procedures of iIRM 7(10)71 the schoo! will
be sent a letier requesting, at a minimum, the
specihc information listed in d beiow. The ietter
should aiso make reference to the following—

a Rev. Rul. 75-231, setung forth the
Service's position that organizations, inciuding
churches, which operate schools must have a
racially nondiscriminatory policy as to students
to be recognized as exempt from Federa! in-
come tax.

b Rev. Proc. 75-50, providing guide-
lines and recordkeeping requirements for de-
termining whether pnvate schools have racially
nondiscnminatory policies 8s to students.

¢ That the purpose of requesting the
specified information is to ascenain whether an
examinaton is necessary in order to determine
compliance with Rev. Rul. 75231 and Rev.
Proc. 75-50.

Commerce Clearing House, Inc.
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d That the information is being re-
Quested in accordance with the procedures
specified in income Tax Regulations 301.7605~
1(c)(2). These procedures provide, in part, that
betore conciuding an examination is neces-
sary, the Service will attempt to oblain neces-
sary information by written request to the
organization.

3 At a minimum, the tollowing specific
inforrnation will be requesied trom the school—

& Does the school have a raciafly and
ethnically nondiscriminatory policy as o stu-
dents by statement in its charter, bylaws, reso-
lution of its governing body, or other governing
nstrument? i “Yes,” in what document is the
statement made and what is the specific tan-
guage of the statement it “No,” explain.

b Has the schoo! publicized its racially
and ethnicaily nondiscnminatory policy guring
the periods of solicitabon for stodents or, in the
absence of such a program, dunng registration
penods in a manner that makes Such policy
known 1o all segments of the general communi-
ty served by the school? If "Yes,” describe.
Also, if such policy has been publicized by one
of more newspaper advertisements, furnish a
copy of the most recent advertisement. It the
" schoo! did not publicize its racially and ethnical-
ly nondiscriminatory policy, explain.

¢ Does the schoolinciude a statement
of its racially and ethnically nondiscrniminatory
policy in all brochures and catalogues dealing
with student admissions, programs. and schoi-
arships, 8nd include a reterence to this policy in
other wrnitten gdvertisements used to inform
prospective students of its programs? If “Yes.”
submit all brochures, catalogues and other wri-
ten advertisements used during the tast aca-
demic year it the school 1s not currently in ses-
sion, or for the present academic year il the
school is currentty in session. i *“No," explain.

d if the school atfiiated with, related
to, o! directly controlied or supervised by a
church, or a convention or an association of
churches? it “Yes,” is the schoo! separately
incorporated?

e Does the school discriminate in any
way on the basis ot race or ethnic origin with
respect to students’ rights or privileges. admis-
sions policies, employmaent of facutty or agmin-
istrative swafl, scholarships or other financial
assistance, educations! policies, use of tacili-
ties, athletic programs, or other extra-curricutar
activities? M “Yes," 1o any of the foregoing,
explain. It “No" 10 any ot the foregowng. de-

scribe the action, if any, that supports such
conclusion.

1 Does the school receive any finan-
cial #id or assistance from 8 governmental
agency? Has the schooi’'s right to such aid ever
been revoked or suspended? If “Yes' to either
of the foregoing, explain.

g Does the school maintain records
indicating the raciai/ethnic composition of its
student body, faculty, end administrative statf,
records sufficient to document that schotarship
and other financia! assistance is awarded on a
racially and ethnically nondiscriminatory basis;
copies of all catalogues, brochures, and adver-
tising dealing with student admissions, pro-
grams, and schoiarships; and copies of all ma-
terials wused by or on behalf of the schoo! to
sohcit contributions. i ""No” to any of the fore-
going. explain.

h Submit representative copies of all
materials used to solicit contributions during the
last academic year if the schoo! is not currentiy
in session, or dunng the present academic year
it the school is currently in session.

i Heve any statements been made af-
ter November 6, 1975, purporting 10 be on be-
hatf of the schoo!. that are contrary tc the
school's publicity of & racially and ethnically
nongiscriminatory policy as to students? H{
“Yes,” has the school publicly disavowed or
repudiated such statements, 10 the extent that
the school or its pnncipal oMicials were aware of
such statements? Explain.

i Provide data showing the racial ancd
athnic composition of enrolied students, of fac-
ulty, and of adminstrative staff a1 the close of
the last academic year, if the schooi i1s not
currently m session, or tor the start of the pres-
ent academic year, il the school s currentiy in
session. Also, provide data showing the racial
and ethnic composition of enrolied -students
who have received scholarship ar.g loan funds.
and the amount of such scholarship and loan
tunds. (This data may be an estimate based on
the besi information readily avalable to the
schoo!, without requiring student applicants,
students, faculty or administrative staf! to sub-
mit information to the schoot that the schoo!
otherwise does not requre. To the extent that
any of these categories of informaton has been
included in a report(s) filed with &an agency or
sgencies of Federa!, State or focal Govern-
ment, copies of such repon(s) will be accept-
able if current within one year.) Descnbe the

MT 7(10)00-75 7(10)72.1

Internal Revenue Manual - Administration

12.



22,479-8 Part VII - Bmployee Flans/Exempt Orgs.

88 1-81

method by which racial/ethnic composition is
determinec for the school records or Govern-
ment report purposes.

4 Upon compietion ot the pre-examina.
tion procedures, the organization will be fur-
nished an appropriate ietter. If the organization
has satisfactorily turnished the requested infor-
mation and it is concluded that no examination
18 necessary, the orgenization wili be furnished
8 letter report that the Service's inquiry has
been concluded, that it appears the school has
complied with Rev. Rul. 75-231 and Rev. Proc.
75-50 and. therefore, that no examination is
necessary. if, however, it is conciuded that an
examination ts necessary 1¢ determine compli-
ance with Rev. Rul. 75-231 ang Rev. Proc. 75~
50, then the organization will be so advised. and
the advance notification procedures of IRM
7(10)71 will be followed. A

5 Reporting ot Examination

8 Areport of examination described in
IRM 7{10)64 will be prepared for all nonchurch-
reiated school examinations, and for alt church-
relatec school examinations conducted be-
yond the pre-examination procegures.

b in the case of church-related
schools that are not separate legal entities, the
examination generally will be limited to deter-
mimng whether the school's operations comply
with the racially nondiscriminatory reguire-
ments. Therefore, the examination report
shouic alsc be so imited. The report will be
issued 10 the lowest church organizational unit
which operates the school. If the examiner is
unabie to determine the lowest church organi-
zationa! unit, or if other guestions arise in con-
nection with the issuance ot the report, a mem-
orandum should be prepared and sent to the
National Office, Exempt Organizaticns Divi-
sion, (Attention: E:EO.E) summarizing the facts
and circumstances involved and requesting
clarification as to who should receive the exam-
ination report.

7(10)72.2 (6-26-80)
Review of Private School Cases

EP/EQ Division will review 8!l private school
examinations including those cases in which
informaton obtainec under the pre-exemina-
tion procedures in IRM 7(10)71 constitutes the
soie basis for determining that the school ap-
pears 10 comply with Hev Rul 76-231 and Rev.
Proc. 75-50.

7(10)72.1

MT 7(10)00G-75

7(10)72.3 (s-26-80)
Neo Chenge-——Corrective Action
Cases

(1) A schoo! must comply with the require-
ments of Rev. Proc. 75-50 in order to demon-
strate that it has a racially nondiscriminatory
admissions poficy. However, the Service's ap-
proachis, and has been, to avoid applying ruies
mechanically in an area that reqguires careful
judgment of ali facts and circumstances. Thus,
where the history of a school and the surround-
ing tacts and circumstances indicate that the
school has e racially nondiscnminatory admis-
sions policy, revocation of such schoo!'s ex-
emption on the basis that a particular require-
mentof Rev. Proc. 75-50 has not been met may
be inappropnate. Rather, the appropriate ac-
tion may be to give the schoo! an opportunity to
take corrective gction to conform to the panicu-
lar reguirement of Rev. Proc. 75-50. For exam-
ple, if information obtained in a privaie schoo!
examination demonstrated that the schoo!, by
reason of its racial constituency or other facts,
practices a racially nondiscnminatory admis-
sions policy, and that the schoo! has satisfied all
the reguirements of Rev. Proc. 75-50 except
that its brochures do not contain & statement
concerning its racially nondiscriminatory ad-
mission pohcy. the appropnate action would not
be revocation, but rather to have the school
ravise the brochures 1o include the racially non-
discriminatory statement.

(2} EP/EO key districts will establish a file for
ensuring controi over timely follow-up on prni-
vale schoo! cases involving corfrective action.
These tollow-up procedures are also applicable
to pre-examination cases described in
7(10)72 1:(1)(d)3, where it is concluded that ai-
though no examination is required, cenain cor-
rective action is necessary.

{3) In all cases where & private school has
agreed to take corrective action 10 conform to
the private schoo! comphiance regquirements of
Rev. Proc. 75-50, the specialist will prepare a
no-change letter which advises the organiza-
tion ot the nature of the corrective action that it
has agreed to take. A copy of the no-change
letier will ba placed in the control fiie (referred to
ir {2) above) tor toliow-up action withur the year
following the year of the examnalon

Commerce Clearing House, Inc,
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{4) Follow-up acbhon is mandatory on all cas-
e invoiving comective achon. The foliow-up
acton may be an examinabon, if warranted. ornt
may simply involve contacting the private
schoo! ano sobcring cenain information. For
esxampie, # the comective action is sirnilar to that
oescnbedin (1) above where the private school
hes given assurances that tuture brochures will
contain a statement conceming its racialty non-
dgiscriminatory agmissions policy, contacting
the priveie school and secunng the brochures
meay be adequale.

(5) Time expendec o follow-up activities
not INvoiving 8+ examination will be charged 10
Actvity Cooe 313100 (Classricabon). # the tol-
ow-up actvity mvolves sn examination, time
expenoed should be cherged to Activity Code
339100 (Private Schools).

(€} Aner the follow-up action has been com-
pietec, the speciahst will make a note on the
copy of the no-change letter indicating the na-
e of the 1oHOW-Up achon taken, the results of
the follow-up acton, anc the dats of the action
was compieled. The copy of the no-cChange
lafter will be maimainec in the convol file tor
three vears atier which 1t will be made a pan of
the aommistatve file.

{7) Folliow:-uc action with raspect to church-
relatac sChools will nOt constitute ar @xarming-
ton for purposes of the church-reizted schoo!
examinaton program uniess such toliow-up ac-
ton invotves the scope of inguiry specified in
700072000182,

{8) Foliow-up action with respect to non-
church schoois will N1 constitute an examina-
tion tor purposes of the nonchurch schoo! ex-
amination prograrm unieas such follow-up ac-
HON resuits in 8 full examinabon of the schooi’s
operabons and actvives.

(8) Secton 4.08B of Rev. Proc. 7550 pro-
wvides thet failure 10 comply with the guidelines
will orthnanty resuh in proposed revocabon of
exempbon, Therefore, where & schoo! will not
agres 1C ke CoMectve ACHON necessary to
comply wrth the guioeines. proposed acdverse
acton shouid be conmdersd. Howeve:. where
Goud! oSS as it what e the EPPropneate ac-
00, the BDeCIaIS! SNOUC regueas! techmcs! od-
WViICE N RCCOrDance with the procedures Oe-
acribed in Rev. Proc. 73-8, 1673-1 C.B. 754.

(10) The conectve actor approach it not
intences 1o be uses where revocaton achon is
appropnele. As indicaied in (©) above. conec-
tive action is eppiicable onty where 8!l the facts
sngd circumstances indiceis that the school
practices a racially nondgcrmmatory pohey
with 18spect 10 sludents. notwithstanding thata
parvcular requirement of Rev. Proc. 7550 may
not have been met Howeve', where Upon com-
pieton ot the examingtion and all acmimsrative
appeal procedures, the tacts end cwrcum.
slances agegquately show that & schoo! has
actually practced racial tiscriminaton, exemp-
bon should be revoked sven though the school
may agres o chanpe its policy and practce in
the tuture. For exampie, i il is founc tha! a
schoo! has in fact rejeciec oualfhec apphcants
for admussion solely on the basis of ther racia!
o ethnic background, ther. axempton shoutld
be revoked tor those ysars i which the viole-
bons occurred. This is true notwithstanding that
the schoo! agrees 10 teke s1eps 1o chanoée fl
racally giscnminatory pohicy in the future. 1 the
private School's exempuon is revored, it May of
course reapply tor recognibon of exemption un-
gder the procedures outlined in Rev. Proc. 724,
1872-1 C.B. 70€, afier it has taker: the neces-
sSary corrective achon.

{11) The situstion Cescribed in (10) above
concerning rejection of apphicamns for racial of
ethnic reasons wouid aisc appesr to warramnt
initating action to suspend advance assUrance
of deguctiility of contributions in accorgance
with the procedures outiined in Revenue Proce-
Oure 72-38, 1872-2 C.B. B18. Such suspension
acton should be mibaied as soon as the infor-
maton is gevelopec which raises senous tdoubt
conceming the orpganizabor's continued qual-
ficavon for exempbon.

{12) The Unnec States Drsmict Court for the
District ot Columbia has orcerec specific guite-
ines and recortkeeping requirements for Mis-
sissippi private schoole Green v. Connally. 330
F.Supp. 1150, 8% d sub nom. Coit v. Greer:, 404
U.S.987 (1871). The comectrve acton approach
is NO! approprigie where 3 Mississipp: prvate
schoo! is 1oung not 1o Mee! the requirements of
the Court's oroer. Where it is determined, atter
compiebon of the examination and all agmins-
trative appeai procedures, that the recuire-
ments of e Court's orger have not been sans-
fhed. the prvate school's @xemp: satus shouid
be revoked.

MT 710)00-T7 7(10)72.3
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{5) Specialists may axamine lists conining
names of purchasers of alleged church char-
tors or mdviduals clairmng rministena! satus
from alieped churches, thirc parues or other
drisions ot the Service. The iist may be sough!
from 8 church in fis capacty as & thro-party
withess In stugations where the tax habilty of
the allegec church s &t issue. & list of the al-
wped church's charter purchasers may be re-
guested in & Pre-=8xamMINgbon letier or gunng an
exEmInatorn provicec that the kst mey be reie-
vantio ascenamng the tax hability of the church
under examinanon and tha! ascenaining the tax
labiiny of the alleged church is & purpose for
veguesting the list, howsve:, Navona! Office
auvthonzation (E:EQ:0O:P) will be obtained in
wrthng pnor te seeking such a list.

(€) Any project underteken (o identity at.
ioged churches enc mdividuals involved it mail
oroer mintstnes mMust be avthorzec ir 8ccoro-
ance with the procecures outlined n IRKM 7800,

7(10)75.3 (8-2c-79)
Cisims to Chureh Status

(1) Unoer IRC 508(c). churches are not re-
guireo tc apply for recognitor of exemption
with: the Service ir orger 10 be treated &8s being
gescribed in IRC 501e)3). Y & church mests
the requirements of IRC 801(cH3). it is automab-
caly exempt from Federa! ncome tax

{2) The filing of an Incompiete Form 1023 or
the fiiing of & Form 1023, Applicanon for Recog-
niton o! Exemptior., That tails 1o estabiish an
organzebon’'s axempuon undger 1RC 501(c)(3)
goes not ahiest the organization's entitiernent
to ctaim church staius gnd the applicaton of
JRC 7605(c) concerning restnchons on the ex-
aminavon of churches.

{3; Aringnidua! may ciaim g charmabile con-
mibubor oeouchon tc a church tha! has not
been recognizes by the Servics as tax axempt.
Such oeduction 1t NO! barred merely because
the church has neve! appiied tor recognmion of
exemp stalus Swmitarly, when an organizaton
hes appied but hes not provicec the Service
wrth suthcient informabor upon which to make
s favorabie determinstor of exemp! status. &
charitabte geouction is nof automatically
barred.

7(10)78.4 -20-75;
Coordinsted Procedures
Generally

7(10)75.41 (-20-7%;
Coordination of IRC 170(c)
Deduction Cases

(1) t an IRC 370 geductor hat beer disal-
lowec beceuse the indvdue! claiming the de-
ducbon made the contnbubon ir the expecia-
ton of recemng benefits designed tor his/her
mantenance and comior. it will generally not
be necessary for e £EF/EQ Dmsion tc con-
ouct & concurren: examingbon of the church.
However, & referrs! using Form 5346, Examing-
bon Intormaton Reporl will be made by the
£xaminavon Dwvision tC the appropnate EF/EC
Division concerning examination ot the in-
voived church or rengious oroe:. This is for iror-
maton purposes only. The churth will be exam-
med only when. in the judgment of the EP/ED
Drnision, such examingbon s necessary based
on Service concemns. The amount o! potenual
tax habiiry shouic not be & oecisive consioera-
bon rsoiatec from other concems. H an exami-
nabon of the church 1 concuctec, it will npt be
necessary for Examinaton Division to suspend
ciosing the case uniil the EF/EQ Divisior, has
compieted action or: the referral. However,
there shoulC be Ciose cooroination to insure
that the case is not livgaied prematurely.

(2) In some instances an individua! may
claim: that he/she 1s ergbec Ic the parsonage
sliowance sxciusion from ihcome unoer [RC
107. In such cases Examinanor Divisior will
getermine whether the ingrvigua! hes per-
tormeo sarvices that are orginarily the dubes o!
& minisier of the pospe.. If 1l 1 delerrmned hat
the indvidus' has not periormec services that
are orginarly the Guues of a minuster of the
gospe!, it will not be necessary tor EF/EC D
si10n to exarming the churcr. I it is necessary to
oegterine whether services are periormed in
pctordance with the teners e NS practces of the
church. a reterra! using Form £34€ will be mage
by Examination Division tc the appropnate EP/
EQ Drision for a cOnCUTen! examinahon.

MT 7(10)00=-T7 7(10)75.41

Internal Revenue Manual - Administration



22,479-12 Part VII - Employee

Plans/Exempt Orgs. 92 2-8]

(3) Where Examination Dnasion proposes to
disaliow an IRC 170 deducbon on the grounds
that the donee organizenon is not described in
tRC 170(c). a referral using Form 5346 will be
mads to the appropnate EP/ED Division. The
gones organizaton should, it possibie, be ex-
amined concurrentty with the 1RC 170 deduc-
von. Cases curently in Examination or Appeals
Othces that are in some state of appea! and that
have not previously beer coordinated with the
appropnate EP/EC Divigion, will aiso be re-
ferred to EP/EQ Divisions using Form 5346€.°
EP/EC Dmsion shouid immediately begin to
examine these cases. Examination or Appeais
offices will be suspending the closing of related
cases untl EP/EQ Divisions have completed
acton on such referrais. except when ciosing
ACNoN is required 10 protect the interests of the
Govermment. Accordingly expedibous handiing
o1 such casas is reguired.

B

7(10)75.42 (5-20-79)
Coordination ¢f Assignment of
income Cases

(1) Sinustions may arise in which an empioy-
o¢ claims a '‘'vow of poverty”” and either assigns
pan or all of his/her earnings t¢ a church that
he/she has formed through the purchase of &
church charter ancd mimsteral cenificate. In
such case. tha ingdvidua! whose principal activi-
ty is that of an employee can have his/her
income determined without an examinaton of
the church when he/she is empioyed by a party
other than the church. Unger these circum-
stances, Exarminanor Division mav compiete
the case without § concurrent gxamination of
the church by EP/EQ Dmision. Mowever, EP/
€O Division will be notified of the church's éxis-
tence for intformation purposes only.

(2) Anindividual may claim to have assigned
income, gongted services, or transtferred busi-
ness activity to an organizaton claiming 1o be a
echurch. }f Examination Drvision can determine
the amount of the individua!'s income without
resort 10 the church’'s books of account, they
should continue with the examinaton. A raferral
using Form £34¢ . Examinatnon Inforrnation Re-
port. will be made to the approprate EP/EQD
Drvision concerming the invoived church. This is
for intormation purposes ofty. !f it becomes
necessary tc examme the church’s books of
account g referrat using Form 5346 wil! be
made tc the sppropriate EP/EC Dmsion for a
concurent examination. See 1RM 7(10)71.21

and Exhibit 7(10j70-5 for a aefinition and exam.
ples ot church ‘books of account.’

7(10}75.43 (s-20-79)
Coordinated Service Procedures

(1) Regional and District representatives
from EP/EQ. Examination, Crimina! inveshga-
tion, Coliecton, and District Counse! shali mee!
no less than quarterty to discuss deveiopments
in the program reigbng to examinatior: of al-
leged churches and related indnaduzis and to
discuss problems that arise.

{2) Informaton trom Coliechon and Cnminal
Investigation Drvisions conceming tax abuse
schemes of the general ¢lass descnbed in this
section shouid be carefully screened and as-
signed for examination by EP/EC Cuvision
where appropnats.

7(10)75.5 (1-29-81;
Procedures in ‘Mail Order
Ministries’ Examinations
(1) The pre-examination proctedures set-
fortn in IRM 7(10;71, Churches or Convennon or
Associgtion of Churches, will be toliowed when
examining organizations of the general class
gescribed in this section (mail order ministies).
{(2) Referrals on Form 5346 trom Examine-
ton Divisions will be reviewed by the Chief,
Technical Stat. When it is determined that ex-
aminaton ts required, the case wiil be assighed
and given prority congiderabon. Chief, EP/EQ
Division, will report to Chief, Examinabon Divi-
sion, (or Distnict Director in streamiinec Jis-
tricts) querterly on the status of the
sxaminabon,

(3) When EP/EQ Drvisior gecides, afier re-
view of Form 5346, or a request for collateral
sxarnination, that an examinanon should not be
congucied or should be terminated prior to res-
olution of a related examination being conduct-
ed by another Drvision, the interested Division
wiil be informed within 3C days of thus decision.
in the event the interestec Division desires that
the matier be reconsidered. the mater will be
reviewed and resolved by the Division Chiels,
the District Director, the Assistant Regional
Commissioners and the Regiona! Commission-
ers invoilved, in the order named. Every etton
will be made 1o resoive the matter 8t the iowes!
possibie ievel. Since a tax abuse scheme 1s
involved, the amount of potential tax hability in
controversy should not be & decisive consider-

MT 7(10)00-77 7(10)75.5
Commerce Clearing House, Inc.
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ation isolated from other legitimate Service
concerns.

{4) When examining an organization in-
votved in the saie of church charters and minis-
tenal certficates, the issue of whether the orga-
nization gualifies tor tax exempt status under
§RC 501(c){3) should be considered. in gddition,
the issue of whether the sale of these tems is in
turtherance of religious purposes under IRC
501(¢c)(3) shouid be raised. Examining agents
should look to such issues as whether the Orga-
nization i1s organizec and operated exciusively
tor exempt purposes:; wheather it serves private
rather than public purposes. and whether its net
income inures tc the benefit of any private
shareholders or individuals. Y the issué of ex-
empt status is considersed in a case involving a
tax abuse scheme, technical advice proce-
dures shouid be utiized, as described in Rev.
Proc., 73-8, 1873-1 C.B. 754,

(5} In order to be recognized as a religious
organization oescribed in IRC 501(c)(3), an or-
ganization must estabiish that it is in fact “reli-
gious”’; that it is organized and operated in con-
tormity with the basic principles of charity law;
and that it does not viclate any ot the specific
prohibitions of IRC 501(c}(3) and the reguia-
tions thereunder. An organization will be con-
sigered ‘‘religious’’ only if its members have a
sincere and meaningful belief in whatever doc-
mne 1s espoused, and this belief occupies in the
lives of those members a piace paraliel to that
filed by God in the lives of radrtionally religious
persons. Under the First Amenoment, the Serv-
ice is preciuded from consigenng the content or
sources of a doctrine which is alieged to const-
tute a particular religion, and can make no ai-
tempt to evaluate the content of whatever doc-
trine a2 particular organization ciaims is reli-
grous. However, a mere aliegation that a specil-
ic goctnine is rehigious is not sufficient to warrant
that doctrine’s designation as a refigion.

(6) When examining a church of the general
type described in this section, examining
agents should be alert for evidence that income
assigned to the church or order by an individual
has been set aside for, or used for, the benefit
and enjoyment of the individus!. Such evidence
could indicate inurement of the organization’s
sarmings, and wouid be relevant not only to the
issue of exempt status under IRC 501(c)3). but
aiso 1o the deductibiiity of the assigned income
under IRC 17C as well.

7(10)75.5
Internal

MT 7(10)00~-77

(7) Revenus Ruling 78~232, 1976-1 C.B. 65,
proviges that an indvioual whao claims tec be a
minister, organizes a church, deposits saiary
checks for salary eamed from outside employ-
ment in the church's bank account, ang uses
the funds of the account for lodging. food, cloth-
ing and other fiving expenses, is not entitliec to a
charitable deduction under {RC 170 tor the
amount of the salary checks. Uinder the circum-
stances described, allowance of a charitabie
deducbon was preciuced not only because the
benefits which the doner reasonably expected
to obtain by making the trenster were sufficient-
ly substantial t¢ provide a quid pro quo for it, but
also because the donee ‘'‘church’” wes not a
qualified recipient under IRC 170(c)(2). The
facts of the case indicated that the donee orga-
nization was operated for the pnvaie purposes
ot the taxpavyer, rather than for exclusivety ex-
emp! purposes, as required by the statute. Fur-
thermore, since funds of the donee organiza-
tion were used by or on behalf of the taxpayer,
there was inurement of the type proscribed by
the statute.

{8) Revenue Ruling 69-266, 1868-1 C.B.
151, similarly provides that an organization
formed and operated by its creator essentislly
as an attempt to reduce his/her personal Fed-
eral income tax liability while still enjoying the
benaefits of his/her sarmings, is not exempt un-
der IRC 501(c)(3). Like the recipient church in
Rev. Rul. 78-232, supra, the organization was
operatec tor a private purpose, rather than for
exciusively exempt purposas.

{8) A summons may be directed o the orga-
nizaton unger examination of tc & third party
recorgholder, if necessary, to obtain intorma-
ton trom records of correspondence or finan-
cial recorgs. All such summonses proposed to
be issued by EO speciaiists should be submit-
ted to Distnct Counsel {or pre-iSSUaNCS review,
See aiso IRM 7{10)71.41:(6)

7(10)75.8 (8-20-7)
lliegal Tax Protester Program

7(10)75.61 (a-20-79)
Background

(1) Under the Service's lliegal Tax Protester
Program, certain uniform procedures and
guidelines for detecting, processing, examining
and investigating illegal tax protester-type doc-
uments and activities have been established.
For purposes of this program, an “illega! tax
protester” is 8 person who empioys one of
more iliegal schemes that attect the payment of
taxes.

Revenue Manual - Administration
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{2) The repont is to cover only those organi-
zations identried under this project

(3) A negative report, if applicable, is
required.

(4) Information on the operation of the iliegal
Tax Protester Program, in narrative, which will
assist in the monitonng and soiution of potential
probiems. In additon, intormation should be
provided relative to new schemes and/or new
techniques and the spread of a promoter's
scheme to other districts/regions. Any new de-
laying tacucs, administrative and/or coordina-
tion problems, ang other items of interest {ac-
comphshments; set-backs: etc.).

(5) The report should be forwarded to the
Director, Exempt Organizations Division
(C:EQ:E) within 20 workdays from the end of
each calendar quaner. Report symbo! NO-
CP:Ci~62 controis this report.

7(10)75.7 (6-20-79) "
Referrais to Criminal Investigation
Division

(1) EO specialists should be alert to potential
frauduient schemes empioyed by mail order
ministnes. Some of the frauduient devices used
inciude the foliowing:

(a) Keoping a double set of books,

(b) Giving of faise information/documents
to the examining specialist;

(c) Concealing or destroying financial
records;

(d) Ciosing out checking and savings ac-
counts at banks and thereatier congucting fi-
nancial attairs in currency,;

(e) Disguising income tfrom an unreiated
trade or business as nontaxabie income;

() Controliing and using funds in the
church bank accounts by the reputec minister
tor his/her own banefit:

{g) Using funds claimed as contributions to
the church for personal use of the reputed min-
ister; and

{h) Faisitying application forms which are
signed under penalties of perjury.

(2) M, during an examination of a mail order
ministry, an EQ specialist discovers any firm
indications of potental trauguient schemes, the
spectialist will suspend his/her activities and
prepare a Form 2797, Referral Report tor Po-
tentia! Fraud Cases, to the Cnminal Investiga-
tion Division. Six copies of Form 2797 wil! be
preparec. One copy of the report is retained

7(10)75.63

MT 7{10)00-77

with the case file. The onginal and five copies
are forwarded through the group manager to
the Chief, EP/EOQ Division, for comments and
signature. One copy is sent to the Examination
Division. The original and three copies of the
report will be transmitted to the Chuef, Cnminal
investigation Division, {or Distnet Director in the
streamiined districts) in the district in which the
entity/ taxpayer s locatec. The remaining copy
is retained in the EP/EQ Division's referral
pending file. A separate Form 2797 will be pre-
pared tor sach person or entitv involved. See
aisc IRM 7(10)85, Fraud Procedures.

{3) When g speciaiist is requested to parnci-
pate with a special agentin an invesbgathon, the
Chief, EP/EQ Division, will agsign either the
reterming or another specialist. Any disagree-
ment between the Criminai investugation Divi-
sion and the EP/EQ Division, as to whether a
specialist should be assigned to cooperate wrth
8 special agent in an investigation, will be re-
solved by the District Director of the distnct in
which the entity is located.

(4) it the Criminal Investigation Division ac-
cepts the retefral for investigation, the conduct
of the investigation becomes the responsibility
of the specia! agent, and the EQ specialist wili
not take any action on the case without first
consufting with the special agent who is as-
signed the investigation.

(5) it an EO specialist iearns that an as-
signed case invoives a taxpayer that is the sub-
joct of a eiminal investigation, all activity on the
case will be immediately suspenoed. The spe-
claiist's group manager will consull with the
Crimina! Investigation Division concerrung the
continuance of EP/EQ activity on the case. it
agreement to either continue the suspension or
to resume EP/EO activity on the case cannot
be reached at the group or drvisior level, the
issue will be decided by the Distnct Drrector.
Where more than one Distnict 1s involved, the
District Director having jurisdiction over the
criminal investigation will resolve the gquestion.

(6) In cases that are referred tc the Cnminal
Investigabon Drvision, the specialist will sum-
manze the results of the examination and in-
ciude this in the case file 11 s especalty impor-
tant that statements made by the individua: with
whom the examination was conducted. be ac-
curately documentec in the case file.

Internal Revenue Manual - Administration
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7(10)75.8 w#-70-7s,
Applicstion of Penatties

(1) Pens'ives shouic e cOnsoered by the
@XBTUNE’ BNC R34 ENEC WNEN BDDIOPIBIE TS
Oe1erTUNHON wiit e MBOE ON & Case-Dy-Case
bers The tacis pna circumstances i gach
case wili govemn the mposnion of 8 pensity

{2) Guoelines 10 be uses ™ the EDPHCE1ON DI
the pegiigence pensity imposes by IRC 6€53(a)
e tound in IRM £45E2 1

(8! Examiners shoulo no! hesitate 1o rec-
ommeno 3sse-ion Of the NeQuoence penaity in
ADDIODNI3Ie CasSes

(t) The buroen of proc! 1in 8 Peghgence
pensity CASE 18 The sgMe 1O the axpaye &sInNa
siraQn! gefitenCy O Dverassessment case

{3, Cniera for assemng cwil trauc penghies
ore tound in IRM 71086 .2

(4) Coavil fraud penaites shouto 1Ot be recom-
Mences O Cases whch have Nct been referres
16 e Chminei investpauon Dwison.

{5) Canl pociaities othe™ Ban aud Mmay be
WROISC 1negugence, SEINOWeNCY. #1C.) How:
over, R should be noled tha! when g 50% ove
trauc penstty . apphet. IRC sechon BES3(0)
protubits the appheanpr of the gehinpuenty
penaity with respect 1p the same
ynderpeymen

@) 1! apphicable the prvaie touncehon ex-
ome taxes unde: Chapie: 42 and reiatec Code
provisions should be cons:dered See IRC
§06(b) anc section 1.509(p'=1 Ot the

regulations

7(10)75.8 12079,
Tonspiracy
(1) Secuworn 2. 18U.8 C  Puncipa's, provices

“{a) Whoeve' commis gr: oftense ggans’
the Unitec States. o 810s, abets counsels.
commenos, ndutes o procures s Comms.
won, 15 pumshable §s 8 princips'

“{b) Whoevet wlliully causes gr 8¢t 1C be
gone, which 1t grrectly perormes by Pim ot gh
othe: wou'd De §n DHense aga:nst the Uninel
States 1 punishabie as 3 prncipal ™

(2) Sectior 371, 18 U'S C Conspuracyto
Commut Otense o 10 Detrauc Uniec Siates
prondes

“H twp O MOTE DETSONS CONSDIE eithe: 1D
commet any oHense agans! the Uniec States
o 10 o8trauc the Unitec Siales o any agenty
theep! i 3Ny MaBNNE: D! 101 ghy PuIPOSe &8N0
one O MO O BCH PeIBDNy B0 BNy 8() O
otect the obwect Of the CONSOTACY eBCh Bha!!

be tNEC not more 1han $£10.00C o /mprisone =
no! MDTE than live ye's O botr

i, howeve: the Dhense. the commiss or
Of whiCr 15 the obyel! of the COngpTraly ¢ @
misoemEInDT only. the punishment tor su7*
CONSDITBCY BN RO #XCoEC the Mmayimy™ pu”
shmen) provwed {01 suth MusSoe™Mmeans:

(3) inthe course of conoducling eram .~
wons. €O specaiists may encounter tiagrent
sAustIONS which BpPee: 10 De 1N CONraventpn
ot the Interngl Revenue laws ang ta'i wi™ur the
purview of either Section 2 or 371 pf Twie 1€
U.S.C 1t oeemes appropnate. the procedures
n HRW 710175 7. Reterrals t¢ Crirming’ Inves:.
paton Divis.on, sudra. shoult be 10llOowes w *»
respect! 10 these cases

P010)75.00) w2073
Disciosure Provisions

{1) investgative oisTiosures may be made ac
suUthorzed by regulations approvec unger Sec-
uon 6103(k}(6) of the Code

(2) Cenan ruhngs. derterminglion iehers and
technics! IBVice MRMOrgnCums reguested 8l
ter October 31, 1B7E. mre subsect 10 pubic s
chosure uncer ohe tRC €104 or 8130 Proce.
Gures concerning these matiers ate conlameg
m 26 CFRB01.105(0)(5) or 26 CFR 301 63101

(3} Loce' Public Attars sno Dmciosute of-
fhces shoult be advised of signticent oevelop-
ments relating 16 maul orget ministries such as
revocaticns pnc Coun Becisions

7(10)76 (- 1500
Prohibition of Discrimination by
Socia! Clubs—iRC 501(i)

T(10376.1 (2-10-e0,
Introduction

JRC S0}, which was aodeC by Pubic Law
§e-56E provioes tha! ar DIGAM2BLDN WM TE
gescrnbed in IRC 501(c)(7) shali not be exemy!
trom laxatlion (O BNy taxaDie yE3' 1 g1 gny Hw
gunng suChtaxable yea: Thechane' Dylsws o
other governing ingtryment of suth Ofg2nula
Hon O’ gny -whnfien POhicy siatemen! pf sulh
O'PANIZBLON CONANG § ProvisiON whit pio
vIOeS 107 BisCHImINguon gganst 8Ny persor o~
the basis D! 1RLE COIO! Drreh-OF s eReling
o 8l yea's begnrng ahe Ociobe 20 187¢

M 7010)00- 56 7(10)76.1
Commerce Clearing House, Inc.
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7(10)76.2 (2-15-00;
instructions end Guidelines
(1) IRC 501(i) should be Mierpreted and ap-
phod kterally That s the Code requirement has
been me! it an organzabon’'s charier, byiaws, or
other govermung mstrumemn of aryy wrinian policy
Ssatement Soes NO! CONLAIN 8 Proveion whuch
provides for acirmINELON ROBMS! ANy person
on the bas:t of thent race. color, or religion. It is
nOt hecessary to consider the actual opsrations
of the organizanon
(2) An organzation i no! required to have &
provisson for nondiscnmination in its charter,
bylaws, of other poverning instrument or in any
pohcy staterment
{3) i an orgenizsbon's charter, bylaws, or
other govermng instrurnen! or any writien pohcy
~gtaterment contains a provision limitng mem.
bership 10 persons of a particular race, color. of
rehpion Of preciuding membership for persons
of any partculsr race, color of rehgion, it does
not quality for exemppon from Federal income
x.
{4) Since IRC 501(i is not applicable to x-
abie years beginning before October 21, 1876. a
discrimingtion provision in an organization’s
governing instrumant or any writien policy
siatement for those years would not be & bas:s
tor revocation. However, where such giscnmi-
NEBON provision is found and the retum tor the

subsequent year nas not been hied. the organ-
Z8hon 8hould De BOVISSU 1N wriling (In examing.
DON O N0 cChange leher repon sued o the
organzstion) of the nondiscrminglion requre-
ment of IRC 501(:). Aiso, the key distrct shoutg-
take NECeSSary achon 1o Kenlty these organ:-
zations for future examination 10 detlermine
comphance with IRC 501(/) The return for the
subsequen! year should be picked up for exam-
navon when il has been ted

{5) A notce incorporating the portion of the
nows release issued on Janusry 11, 1877, an-
nouncing the provision of IRC 501(1) was mailec
to all social ciubs exempt from Fede al income
tax under 501(c)(7) in October 1977. Witk re-
specl to examination of years beginning atter
October 20, 1976, revocation should be pro-
posed where the organzation has 8 discnmira.
tOry PrOVISION in itS govermning INStrument ot any
writien poicy swatement.

(&) Technical sgwvice should be requested in
sxamination cases (invoiving years beginrung
after October 20, 1876) when an organization’s
charter, bytaws, or other governing instrument
Of any writien policy statemsnt imits member.
ship to individuats of a parucular nationat ongin
o ethnec group, but does noi otherwise present
& ciear case of dischminanon on the basis of
race, color, or religion.

[The next page is 22,479-19.]

7(10)76.2 MT 7(10)00-58
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Exhibit 7(10)70-1

Pattern Letter P-645 <o

(To be individually typed on appropriate letterhead)
Pattern Letter P-645 (Rev. 9-80)

PRE-EXAMINATION COVER LETTER

Person to Contact:

Contact Telephone Number:
CERTIFIED MAIL

[Salutation]

in passing section 7605(c) of the Internal Revenue Code, Congress intended to require that the
Internal Revenue Service try to resoive guestions about the tax-exempt status of churches and
organizations claiming to be churches through written requests.

The procedures in section 301.7605-1(c) of the Procedure and Administration Regulations provide,
in part, that before deciding whether an examination of an organization claiming to be a church is
necessary, the Service will attempt to obtain the necessary information by written requests to the
organization.

In accordance with these procedures, we ask that you reply within 15 days to the attached gques-
tions. Please answer completely and in clear, concise, specific terms to avoid misunderstanding or
later correspondence.

It you do not provide the requested information in a timely manrner, we will issue an adverse
determination letter, proposing to {revoke} (deny) your exemption from Federa! income tax. The
Internal Revenue Service wiil consider that you have not taken all reasonable steps to maintain your
exempt status.

Under Code section 7428(b)(2), if you do not take all reasonable steps in a timely manner to
maintain your qualifications for exemption, this may be considered as a failure to exhaus! the adminis-
trative remedies available to you within the Service. Therefore, you may lose your rights to a declara-
tory judgment under Code section 7428 In that event, as required by Code section 6104(c), we will
notify the appropriate State officials that, based on the information we nave, we cannot recognize you
as an organization of the kind described in Code section 501(c)(3). As a result, the Service wiil treat
your organization as a taxable entity

If you have any questions, please contact the person whose name and telephone number are
shown above.

Sincerely yours,
[Space for Signature])
District Director

Enclosure:
Questions

P—645 (Rev. 9-80)

MT 7(10)00-75
Internal Revenue Manual - Administration
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Exhibit 7(10)70-2

’ Suggested Pre-Examination Letter Questions

A. Where circumstances warrant, the following questions should be
considered:

I.

5.

Does the organization issue church charters or ministerial
certificates? 1If so, furnish all information surrounding

these transactions (e.g., copies of agreements between issuer
and recipient, specific criteria used in determining recipients,
consideration received for the charters or certificates,

coples of advertisements or other literature related to these
areas, coples of charters/certificates, etc.).

a. Are any chartered organizations in turn authorized to
issue church charters or ministerial certificates, or to
use the organization's EIN?

Was the organization chartered by another church or religious
order? 1f so, indicate the name and address of the chartering
organization, the relationship to it, and the circumstances
surrounding the chartering.

Give a narrative description of the activities presently
carried on by the organization, and those that will be carried
on. If the organization is not fully operational, explain
what stage of development its activities have reached, what
further steps remain for the organization to become fully
operational, and when such further steps will take place.

This narrative should specifically identify the services
performed or to be performed by the organization. (Do not
state the purposes of the organization in general terms or
repeat the language of the organizational documents.)

In what state was the organization incorporated?
In what year was the organization incorporated?

Furnish a conformed copy of the organization's Certificate of
Incorporation, Constitution, Articles of Associlation, Trust
Indenture or other goverming instrument, as well as a copy of
its by-laws or other, similar code of rules or regulations.

Is the organlzation associated with any profit/nonprofit
organization(s)? Give the name(s) and address(es) of such
organizations.

MT 7(10)00-75 Commerce Clearing House, Inc.
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88 1-81 Examination Procedures 22,479-21
Exhibit 7(10)70-3

Pattern Letter P-598 - ¢

(To be individually typed on appropniate letterhead)
Pattern Letter P-598 (Rev. 8-80)

REGIONAL COMMISSIONER’S APPROVAL OF CHURCH EXAMINATION LETTER

Person to Contact:

Contact Telephone Number:

[Salutation]

in letters to you dated (Enter Date) and (Enter Date), the District Director, (Enter District) District,
attempted to obtain information necessary to administer the provisions of the Internal Revenue Code
which provide for exemption from Federal income tax.

(However, we have no record of receiving a reply to these inquiries.)

(However, the information supplied does not suftficiently answer the inquiries.)

Therefore, in accordance with the procedures in section 301.7605 of the Procedure and Administra-
tion Regulations, | believe it is necessary to examine your books of account and your religious
activities.

Accordingly, | have authorized the (Enter District} District to examine your books and reiigious
activities unger the provisions of sections 7602 and 7605(c) of the Internai Revenue Code. It may aiso
be necessary to examine other records and documents in your possession or control that may be
relevant to determining your compliance with any requirements imposed on you by the Code, includ-
ing any filing requirements.

For the examination, it will be necessary for you to have available all books, records, papers, or
other information including, but not limited to: your books of account, banx records, minutes of your
meetings, correspondence files, and names and addresses of substantial contributors.

It you do not provide the requested information in a timety manner, we will issue an adverse
determination letter, proposing to (revoke) (deny) your exemption from Federal income tax. The
Internal Revenue Service will consider that you have not taken all reasonable steps to maintain your
exempt status.

Under Code section 7428(b){2), it you do not take all reasonable steps in a timely manner to
maintain your qualifications for exemption, this may be considered as a faiture to exhaust the adminis-
trative remedies available to you within the Service. Therefore, you may lose your rights to a declara-
tory judgment under Code section 7428. In that event, as required by Code section 6104(c), we will
notify the appropnate State officials that, based on the information we have, we cannot recognize you
as an organization of the kind described in Code section 501(c)(3). As a result, the Service will treat
your organization as a taxable entity.

An exempt organizations specialist from the (Enter District) District Office will contact you to make
an appointment. The initial appointment will not be scheduled before 30 days from the date of this
letter.

If you have any questions, please contact the person whose name and telephone number are
shown in the heading of this letter.

Sincerely yours,
[Space for Signature]

Regional Commissioner

P-598 (Rev. 9-80)

_MT 7(10)00-75
Internal Revenue Manual - Administration
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22,479-22 Part VII - Employee Plans/Exempt Orgs. 88 1-81
.Exhibit 7(10)70-3 Cont.

Pattern Letter P-598

An exempt organizations specialist from the (Enter District)
District Office will contact you to make an appointment. The initial
appointment will not be scheduled before 30 days from the date of thisg
letter,

1f you have any questions, please contact the person whose name and
telephone number are shown in the heading of this letter.

Sincerely yours,
[Space for Signature]

Regional Commissioner

P~598 (Rev. 5-79)

MT 7(10)00-75 Commerce Clearing House, Inc.
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65 6-80 Examination Procedures 22,479-23
Exhibit 7(10)70-4

Pattern Paragraphs P-630
Pattern Paragraphs P-630 (Rev.5-79)

CHURCHES CLATMING AFFILIATION WITH ISSUER OF THEIR CHURCH CHARTER

You have refused to respond to our letter dated , sent
in accordance with section 301.7605 of the Procedure and Administra-
tion Regulations, on the basis that you are part of the (enter name of
church) and that all books and records are in (enter name of city and
state).

If you fail to respond to this written request for the necessary
information, we may determine that a direct examination of your books of
account and other financial information is necessary under section 7602
of the Internal Revenue Code. 1If so, regardless of where your books and
records may be located, your legal possession, custody, or care of them
will control your duty to produce them for our examination.

(Inclusion of the fbllowing paragraph would also be appropriate in
situations in which the charter-issuing organization has been recognized
as exempt by the Service.)

Our ruling of , lssued to
, covers that church only and not any of

its subordinate units.

P-630 (Rev. 5-79)

MT 7(10)00-58
Internal Revenue Manual - Administration



22,479-24 Part VII - Employee Plans/Exempt Orgs.

.Exhibit 7(10)70-5

65 6-80

Examples of Records That Are And Are Not Books Of Account

This list, which is not intended to be exclusive, distinguishes
between documents that are books of account and those that are not
books of account. Mote that books of account include all books

of original entry,

Books of Account

Gereral ledger

General journal
Accounts receivable ledgers
Accounts payable ledgers
Cash disbursements book
Cash receipts book

All subsidiary ledgers
Voucher register

Check register

Purchases journal

Sales journal

Check books

Sevings account books
Al) specialized journals

Not Books of Account

Certificate of Incorporation

By laws

harter

thecking account information
held by financial institution

Minutes of meetings

Articles of Incorporation

Publications

orrespondence

Tax returns

Exemption letters

Records filed with municipal
and state offices

MT 7010)00-58 Commerce Clearing House, Inc.
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92 2-81 Examination Procedmres - 22,479-25
Exhibit 7(10)70-6 |

Pattern Letier P=622 ¢

(To be individually typed on appropriate letterhead)
Patten Letter P=822 (Rev. 8-80)

No-Change Notification Letter/Pre-Examination Situation: Organization Recognized as Exempt

Person to Contact:
Contact Telepnone Number:
in Reply Refer to:

{Salutaton)
[The tollowing paragraph should be used in ail cases.)

Thank you for replying to our recent request (requests), under section 7605(c) of the intemal
Revenue Code. tor nformation about your organization's activities gunng the perod .

[The following paragraph shouid be used when closing a pre-examination inquiry of Form 280-
T related to a church.]

We used the information you sent to determine your liability tor unralated business income tax
under Code sections 511 through 514. We deterrnme from our review that your Form 990-7, Exempt
Organizaton Business income Tax Retumn, correctly reflects your tax hiability, anc it is theretore
accepted as filed.

[The following paragraph should be used it the organization’s exemp! status was reviewed and
not changed.}

We (also) used the information you sent to determine whether you were continuing to meset the
requirements for exemption from Federal income tax. We astermined from our.review that you do
contnue to quality as an organization exempt from Federal income tax under Code section 501(c)(3).

[The tollowing paragraph should be used when e written no-change advisory notification is
approprigte. This paragraph shouid be used in addition 1o the preceding paragraph.}

Although your exempt status under Code section 501(¢)(3) remains unchanged, the tollowing
activites or operations, if eniarged, may jeopardize vour sxemption:

[Specity activities.]

[The following psragraphs shouid be used in all cases.)

It you have any questions, piease contact the person whose name and telephone number are
shown above.

Thank you for your cooperation.

Sincerely yours,
{Space for Signature)
Drstrict Director

P-622 (Rev. 5-80)

- : | MT 7(10)00-77
Internal Revenue Manual - Administiation
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22,479-26 Part VII - Employee Plans/Exampt Orgs. 92 2-81
Exhibit 7(10)70-7

Pattern Letter P~623

Pattern Letter P-623
(To be individually typed on appropriate letterhead)

Pattern Letter P-623 (Rev. 5-79)
NO-CHANGE NOTIFICATION LETTER ~——— EXAMINATION SITUATION; ORGANIZATION
RECOGNIZED AS EXEMPT

Person to Contact:

Contact Telephone Number:

In Reply Refer to:
{Salutation)

We recently examined your books and Tecords for the period
, as authorized by section 7605(c) of the Internal

Revenue Code.

We determined from our examinstion that your activities continue to
meet the requirements of section 501(c)(3) of the Code and that you
continue to qualify as an orgsnization exempt from Federal income tax
under that section.

[The following paragraph should be used when s written "no-change
advisory” notification is sppropriate. This paragraph should be used
in addition to the preceding paragraph.}

Although your exempt status under section 501(c)(3) of the Code
remains unchanged, the following sctiviries or operations, if enlarged
may jeopardize your exemption:

1f vou have any questions, please contact the person whose name and
telephone number are shown above.
Thank you for your cooperation.
Sincerely vours,
[Space for Signature)

District Director

P-623 (Rev. 5-79)

[The next page is 22,479-29.)

MT T010)00-77 Commerce Clearing House, Inc.
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92 2-81 Examination Procedures 22,479-29
Exhibit 7(10)70-8

Pattern Letter P-624 0

{To be individually typed on appropnate letterhead)
Pattern Letter P=824 (Rev. §-80)

No-Change Notification Latter/Pre-Examination Situation: Organization Not Recognized as Exempt

Person to Contact
Contact Teiephone Numbaer:
in Reply Refer to:

(Salutabon)
[The following paragraph should be used in all cases.]

Thenk you tor replying 1o our recent request (requests) under section 7605(c) of the internal
Revenue Code, for information about your organizaton’s activities during the penocd

[The foliowing paragraph should be used when ciosing a pre-examinaton inquirty of Form
280-T related 10 a church.)

We used the informahon you sent to determine your liability for unrelatec business income tax
under Code sectons 511 through 514. We determined from our review that your Form 980-T, Exernpt
Organzatior: Business income Tax Returns, correctly reflects your tax liability, and it is therefore

accepted as fiied

[The following paragraph should be used if the organization’s qualification under section
501(c)(3) was considered.]

On reviewing the information you sent, we found that your activities for the penod were such that
you were not subject to Federa! income tax. As you know, churches ara not required to file for
exemption from Federal income taxes. However, if you want to provide advance assurance of deduct-
iility for your contributors, you may file a Form 1023, Application for Recognihon of Exempton. You
can pet this form from any Interna! Revenue Service office.

[The toliowing paragraphs should be used in all cases.)

It you have any guestions, piease contact the person whose nams and teiephone number are
shown above.

Thank you for your cooperation.

Sincerely yours,
(Place for signature)
District Director

P=§24 (Rev. 9-80)

MT 7(10)00-77
Internal Revernue Manual - Administration
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22,479-30 Part VII - Employee Plans/Exempt Orgs. 92 2-81
Exhibit 7(10)70-9

Pattern Letter P~625

Pattern Letter P-625
(To be #adividually typed on appropriate letterhead)
Pattern Letter P-625 (Rev. 5-79)
RO-CHRANRGE NOTIFICATION LETTER —— EXAMINATION SITUATION; ORGANIZATION NOT
RECOGNIZED AS EXEMPT
Person to Contact:

Contact Telephone Number:

In Reply Refer to:

[Salutation]

We recently examined your books and records for the period
, as authorized by section 7605(c) of the Internal

Revenue Code.

We determined from our examination that your activities for the
period were such that you were not subject to Federal incomwe tax. As
you know, churches are not Tequired to file for exemption from Federal
income taxes. However, 1f vou want to provide advance assurance of
deductibility for vour contributors, you mav file a Form 1023, Application
for Recognition of Exemption. You can get this form from any lnternal
Revenue Service office.

If you have any guestions, please contact the person wheose name and
telephone number are shown above.

Thank you for your cooperation.
Sincerely yours,
[ Place for Signature]

District Director

P-625 (Rev. 5-79)

mT 210)00-77 Commerce Clearing House, Inc.
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92 2-81 Examination Procedures 22,479-31
Exhibit 7(10)70-10

Pattermn Paragraphs P~730 0

Waiver of Pre-examination
Procedure Under L.R.C. 7605(c)

District Director,

(District)

Internal Revenue Service

(City} (State)

We
{Name of organization)

understand that |.R.C. § 7605(c), section 301.7605-1(c){2) of the Procedure and Administrative
Reguiations, and the procedures of the Internal Revenue Service provide, in part, that before
deciding whether an examination of the books of account and religious activities of an organization
claiming to be a church is necessary, the internal Revenue Service will attempt to obtain the
necessary information by written requests to the organization. The Regional Commissioner,
———u. . Region, if he/she determines that the information cannot be fully or satisfactoriiy
obtained in that manner, will approve a proposed examination of our books of account and religious
activities.

We are fully aware of the pre-examination procedures set forth in LR.C. § 7605(c), section
301.7605-1(c)(2) of the Procedure and Administrative Regulations, and the procedures of the
Internal Revenue Service. We waive these pre-examination procedures and consent to an
examination of our books of account and religious activities without prejudice to any other defenses
which may arise.

We understand that we may revoke this waiver by notitying the District Director ot
District in a letter sent by certified mail.

(Name of organization)

(Authorized Signature)

(Title) (Date)

[TRM 7(10)80 begins on page 22,479-33.]

. MT 7(10000-77
Intermal Revenue Manual - Administration
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The Morningside Baptist Church of Graham,

"Texas was founded April ¢, 1943. Pastor

Buford Stockard celebrated his 25th year as
pastor of the church in January 1980. They
started a Christian schoo! ministry four years
age that now includes all twelve grades.

At no time during its thirty-seven years of
existence has anyone questioned whether
this church was a church. During these years
no government agency has ever interfered
with, or expressed any interest in, or concern
about, the church or its ministries.

On Apri] 28, 1980, the Internal Revenue
Service shattered that record with a certified
letter to the church stating that it must
produce records to the IRS to certify its
status as a church The letter and questionnaire

the church received are as follows:
Gentlemen:

In our letter of March 27, 1980 we requested
that you reply to a list of questions attached
to that letter. [ Pastor Stockard says no such
letter was received.] We again request that
you reply to these questions within 15 days.
In passing section 7605(c) of the Internal
Revenue Code, Congress intended to require
that the Internal Revenue Service try to
resolve questions about the tax exempt status
of churches and organizations claiming to
be churches through written request.

The procedures in section 301.7605(c) of
the Procedure and Administration Regulations
provide, in part, that before deciding whether
an examination of an organization claiming
to be a church is necessary, the Service wil}
attempt to obtain the necessary information
by written requests to the organization.

If you have any questions, please contact
the person whose name and telephone number
are shown above.

Sincerely yours,
{Signed) AW. McCanless

The Questiorewmire

1. Describe the records maintained by the
Church which account for contributions.

2. Does the Church deposit all of its receipts
into bank accounts? If so, please list
those bank accounts used by the Church.

3. List all contributors to the Church for
the years 1977 and 1978 who contributed

- amounts in excess of $2,000.00.

4. List all individuals who received compen-
sation or allowances from the Church in
excess of $1,000.00 during the calendar
years 1977 and 1978.

5. List all bank accounts, savings accounts,
certificate of deposits, or other accounts
containing Church funds and the balances

» thereof as of December 31, 1977. This list
should contain the institution, balance,
account number and the name of the
account. .

6. List those individuals authorized to receive
contributions for the Church and give
statements in the name of the Church
confirming the contributions?

7. List the names and addresses of the Church
officers and employees. Give the amount
of contributions made by these individuals
during the calendar year 1977.

8. How many members did the Momingside
Baptist Church have as of December 31,
19777

9. Provide a statement of receipts and
expenditures for the calendar year 1977,
The statement should be detailed enough
to show sources of income and nature of
expenditures.

10. List all real property owned by the Church
as of December 31, 1977.

11. Does the Morningside Baptist Church of
Graham sell or have any association
with the sale or distribution of Family
Trust literature and/or plans? If so, please
provide copies of the literature distributed
by the Church.

32.



10.

11.

12.

I.R.S. QUESTIONS TO CHRISTIAN LIBERTY CHURCH

All records pertaining to cash receipts and disbursements, including
but not limited to, bank accounts, deposit slips, cancelled checks,
records of contributions by the above named organization, sales of
merchandise, payroll records, and records related to the payment of

employment or social security taxes for the period beginning January 1,

1975 through the year ended December 31, 1978.

All balance sheets and other statements of financial condition cover-

ing the period from January 1, 1975 through the year ended December 31,

1978, including but not limited to those showing the assets and lia-
bilities of the above- named organization.

All documents related to the organizational structure of the above-
named organization since the original Articles of Incorporation,
charter, by-laws were issued, including any amendments made thereto.

All correspondence files for the period Januarxry 1, 1975 through the
year ended December 31, 1978.

All records of the names and addresses of persons who are or have
been officers, directors, trustees, or ministers of the above-named
organization at any time during the period January 1, 1975 through
the year ended December 31, 1978.

A1l minutes of any meetings held by the above officers, directors,
trustees, or ministers of the above-named organization during the
period January 1, 1975 through the year ended December 31, 1978.

One sample of each brochure, pamphlet, handout, program or other
literature pertaining to the above-named organization.

All records reflecting the names of any employees, associates or
ministers of the above-named organization, particularly any records
reflecting the names of the individuals who have been presented cre-
dentials of ministry, certificates of ordination, diplomas, or simi-
liar statements of recognition by the above-named organization.

All records reflecting the names of any other organizations that

. have been chartered as churches by the above-named organization

or that have been affiliated with the above-named organization at
any time during the period January 1, 1975 through the year ended
December 31, 1978.

Documents reflecting any sacerdotal functions performed by any per-
son representing the above-named organization.

All documents reflecting the principles, creeds, precepts, doctrines,
practices, and disciplines espoused by the above-named organization.

A1l documents reflecting any prerequisites or actions necessary for
membership in or ordination by the above-named organization.

33.



Christian Libery Church
Page Two

13. A1l documents reflecting any vows of poverty that have been sub-
mitted to -the above-named organization by any person during the
period January 1, 1975 through the year ended December 31, 1978.

14. All documents reflecting any assignment of income to the above-
named organization by any person during the period January 1, 1975
through the year ended December 31, 1978.

34.



10.

11.

12.

13.

14.

15.

16.

17.

I.R.5. QUESTIONS TO CALVARY TEMPLE

Give the full name of your organization and your Employer Identifi-
cation Number.

Give full address of your organization.

Furnish the name, address and telephone numbers of the person to be
contacted for information concerning your organization.

Give the date that your organization was incorporated or formed. 1Is
it formed under the non-profit corporation act of the State of Georgia?

Have you ever filed an application for recognition of exemption with
the Internal Revenue Service? If so, please furnish a copy of the
application.

Submit a conformed copy of your organization's creating instruments,
i.e., Articles of Incorporation, Constitution, Articles of Association.

Submit a conformed copy of your organization's By-Laws or other rules
for its operation.

Does your organization file annual information returns (Form 990)7?

Does your organization file Form 941 to report Federal Insurance
Contributions Act (FICA) taxes and income tax withholdings on em~
Ployees?

Does your organization file Form 990T, Exempt Organizations Business
Income Tax Return?

Does your organization control or is it controlled by any other or-
ganization? If so, please give the name of the related organization(s)
and explain the relationship.

Is your organization financially accountable to any other organization?
I1f so, please explain and identify the other organization(s).

Does your organization have a recognized creed and form of worship?
If so, please explain in detail.

Does your organization impose a formal code of doctrine upon its mem-
bers? 1If so, please explain in detail.

Does your organization reguire renunciation of any or all former reli-
gious beliefs on the part of your members?

Does your organization have a definite and distinct ecclesiastical
government? If so, please explain in detail.

Does your organization have a distinct religious history? If so,
please explain in detail.

35.



Calvary Temple
Page Two

18. Does your organization have a complete organization of ordained
ministers (or your equivalent tc ministers) ministering to the
needs of their congregations? 1I1f so, are these ministers (or
their equivalents) ordained following prescribed courses of study?
In addition, please explain, in detail, education and experience
requirements necessary to become one of your ministers and provide
a copy of the Certificates cof Ordination that have been issued to
them.

19. Does your organization have a regular congregation or regular re-
ligious services? If so, please give frequency and average attend-
ance. Also, state where these services are held, i.e., a church,

a residence, other.

20. Please state how many members your church has to date. Further,
have any applicants for membership been rejected and if so, why?
Describe membership requirements and attach a current schedule of
membership fees and dues.

21. Describe fully the sacerdotal functions your ministers perform and
indicate whether they are licensed by the State of Georgia to per-
form Marriages and other ministerial functions.

22. Does your organization have any Sunday Schools for the religious
instruction of the young?

23. Provide a complete list of your officers and directors including
a brief resume of their backgrounds, and indicate their functions
and responsibilities in your organization.

24. Are meetings held by your governing body? 1If so, please give fre-
guency. Also, if meetings are held, are minutes kept?

25. Describe fully whether you pay compensation or make any other pay-
ments to or for individuals who perform services for your organiza-
tion. 1If so, provide a schedule of the persons compensated with
the amounts paid each for your most recent accounting year.

26. Please submit sample copies of any pamphlets, brochures, newspaper
articles or other publications concerning your organization.

27. Provide copies of all agreements or contracts concerning the sale,
use, or purchase of property by your organization.

28. Are any of your organization's properties receognized by your county
tax commissioner as being exempt from local property taxes?

29. Provide a list of property owned, rented, or otherwise utilized by
your organization and the purpose for which such property is used.

30. Identify those contributors who have given $500 or more during the
most recent accounting year.



Calvary Temple
Page Three

31.

Submit a schedule of receipts and expenditures for your most re-
cent accounting year. This schedule should clearly classify your

sources of financial support and descibe in detail the nature and
purpose of your expenditures.
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_Internal Revenur “ervice Departme u0f the Treasury 38.

‘. o .q.ﬂ,

* pswicr - gt P.O. aox x 35045, Jacksonvite. Fia 32207

* Duector w/_,a\_—gw.
Person to Contact;

gt goprt Felowly . 1 S"ﬂlﬂaj, =2
Pascagoula, Mississippi 39567 m‘?wﬁ 284 1Teo
R 2 b (rec)re=s3e
TIFIED MAI -
v,\\?" March 30, 1979 q-;“,;_a,{;t

Ladies &nd Gentlemen:

The Irternel Revenue Service is charged with the reeponsibility of
sdminisrering the laws governing Tax Exempt Organizations.

In order to determine that you meet the organizetional end opersa-
tional reguirements for exemption from Federsl Income Tax ac an
orgenization described in section 501(c)(3) of the Internsl Rev-
enue Code, we request that you answer the guestions and furnish
the informetion on the attached questionmnsire,

This information i{s being requested In sccordence with the pro-
cedures specified in Income Tex Regulstions 301.7605-1(c)(2).
Submission of information in response to this letter does not
conetitute an exasmination of your books and records.

Plesse submit the requested {nformstion within thirty days from
the date of this letter.

Should you heve &ny questiont or desire additional informstion,
pleese contact the person referred to sbove.

Your cooperation in this metter will be apprecisted.
Sincerely yours,

/ SRR
/,’Ez L

Cherles 0. DeVitt
District Director

Enclosure



-

-
Puge 1

l. Pleags furnish the name, eaddress and telephone numder of
th€ TErson to be contacted for information concerning your
organlzation. -

2. list the names, addresses, (social security numbers} occu-
. pations and duties of your officers, direciors, trustees,

etc.

3. Are meetings held by your governing body? Give frequency.
L, Are minutec kept by your governing body?

5. Please describe the organization's membership regquirements
and attach & cchedule of membership fees and dues.

6. Whzt is the nunter of members in your organization? Must
they renounce membership of all other denominations before
they become a member of your organization?

7. Do you keep membership 1lists? /ﬁ,‘/)f ﬁ457 7,
Ho "
8. Do you hold religious services? If so, please deccr;be, 1’V/
and furnish a copy of the bulletin if available. Flease
include the frequency and average attendance.

9. Where are these services held, i.e.; a regular church dbulld-
ing, private residence or other structure?

10. Please submit a detailed description of your present, past
and proposed activities.

11. Submit copies of any pamphlets, brochures, newspaper art-
icles or other putlications concerning your organization.

12, What are your sources of financial support? List in order
of magnitude. Please submit representative copies of soli-
citations for financial support.

13. Describe the organization's fund-raising program and explain
to what extent it has been put into effect. Include detalls
of fund raising activities such as selective mailings, for-
mation of fund-raising committees, use of professional fund

raisers, etc.

14, Submit a copy of all leases or contracts to which the organ-
ization is a party.

Submit a list showing the name of and the amount contributed
by each donor who, for the last four years, contributed more
than 2% of your total receipts for the period.



17.

18.

16.

20.

-~y . L

. Page 2

Please list the names of the five highest paid employ-
ees and the amounts pajid,each.

d-v‘-—_ 4.:?‘,",.,,,,1, - - Aons
Do you ordain miristers? If so, please describe all
requirements for ordination, and any fees charged. How
many individuals have you ordained?

Are any of the centributions to your organizztion ear-
marked for specific individuals and/or causes? If any,
please explain ir cetzil. What records are kept?

Please furnish deccriptions of all real property belong-

ing to the organi:zziiori. What use is made of trnis property?
Do any officers/members of the Board of Directors reside

on the property? 1If sco, do they pay rent? How much?

Please describe all other assets owned by the organization
and describe how they are used in connection with the
organization's activities.
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- Internal Revenue 2rvice - Departmer f the Treasury
/ -~
" District P.O. Box 35045, Jacksonvitie, Fla 32202
Director

Person to Contact.

Gulf Coast Fellowship Inc. S. Hallihan
Post Office Box 2 Telephone Number:
Motile, Alsbama 36616 (904) 791-2636
Refer Reply 10
720-2
Date-
CIRTIFIED MAIL JUR 05 17
lLadies and Gentlemen:
On Merch 30, 1979 ' you vere mailed the enclosed letter and
.quectionnaire by certified mail. Your correspondence dated
April 30, 1979 did nol adeguately respond to the questionnaire.

Accordingly, we are enclosing a second questionneire.

Pleese submit the requested information to this office by
June 30, 1979.

Should you have any gquestions or desire additional inférmation, please
contact the person referred to above.

Your cooperation in this metter will be apprecieted.

Sincerely yours,

o @6} /&/‘//&t

Charles 0. DeWitt
District Director

Enclosure

Questionnaire

cc: J. Jeptha Hill
E. Weatson Swmith



/3.

Y,

8.

10.

- You indicated in your response of April 30, 1979 that each “cell™ holds

& weekly meeting for Bible study. Do the cells actually hold religious
services? If so, how frequently? UPlease provide copies of church bulle-
tins. oamewtud ¥ 4

Please describe in detail any specific reguirerents for ordination, such
as courses of ctudy, degree from a semingry, etc. If you provide your
own course(s) of study, please provide & deiziled description of the
curricwlun and materials covered. What lergih of time is involved?

Are you related to any organizations (other zhen those covered by the
group ruling) -- both not-for-profit and fcr-profit organizations? If
yes, pleace describe these relationship(s) ii. detsail.

Regarding the tapes and boQks so0ld, who holds title to the copyrights

on these items -~ the organization or the individuals? Do you sell these
items? Is Integrity Publications a separate organizetion? Who operates
it? Where is it located? Does it operate a regular store? To whom
does it sell merchandise? 1Is it staffed by employees? How are the
prices of items sold determined?

Regarding New Wine megazine, is it a separate entity? Is it sold? If
50, what is the price and how was it determined? Does it contain any
advertising? Please furnish a copy, if available. Regarding the loan
to New Wine magazine, what were the terms of the loan?

What is the NIV Bible referred to in your response?

Are Vernon and Charles Simpson related? If so, what is their relation-
ship? Are any other of the elders related?” If so, please elaborate.

Please explain in detail your activity of "pastoral oversight" -- what
it entmils, etc. What ic entailed in the "adjudication of problems”
referred to in your response? What control(s) are exercised by the

pastors?

You did not elsborate on any fundraising and/or solicitation methods em-
ployed, as requested in our previous guestionnaire. Please furnish copies
of any solicitation materieals used, brochures, leaflets, etc. If you
have none, please sO state. Rmewiui ¥ Hrs

Regarding the financial statement that you voluntarily furnisheéd, please
elaborate on the following:

a) You list a category under disbursements of "Properties and Construction”

of $72,73L4, and a category under administrative expenses of "Designated
Properties" of $37,270. Yet, in your response of April 30, 1979 you



b)

c)

d)

e)

f)

-2 .

state that you have no essets. If you have no assets, what is this

-expense for? Please explain. If you do heve assets, please describe

them end explain what they are used for.

Regarding the disbursement of $15,296 for "Travel and Miscellaneous",
please elaborate on the nature of thses .expense:z.

.

Pleasse elaborate on the terms of the loans tc other ministries.

Please elaborate on the nasture of the "Benevclence Offerings" of
$11,196. What was this from? Were these (or znv other funds) ear-
marked for any particular pastors or individuals? samewtsd 15 s
d_,.,s‘?-»fj PRV

You indiceted in vour response to our questionrneire that you have

no assets. However, on the financial statement you furnished you
indicated thet you received interest income. What was the source

of the interest? '

What do you do with your net income {over $75,000 in 1978)?



~-vnal Revenue Service Department of the Treasury

Regional Southeast Region P. 0. Box 926, Atlenta, Ga. 30301
Commissioner ’ '

Perso
Gulf Coast Fellowship, Inc. n to Contact.

R , J. Shaw

J. Jeptha Kill and E. Watson Smith

Post Office Box 1968 ;;‘;th humbe:.

Mobile, Alabama 36601 T st
720-5
Date:

. WOy L Do1g7s
REGISTERED MATL -

Ladies and Gentlemen:

In letters to you dated March 30, 1979, and June 5, 1979, the District
*Director, Jacksonville District attempted to obtain informztion neces-
sary to an examination of your organization.

However, the information supplied does not sufficiently answer the
dnguiries.

Therefore, in accordance with the procedures set forth in Treasury
Regulation 301.7605, I believe it is nmecessary to examine your books
of account and other financial information as well as examine your
religious activities. Accordingly, I have authorized the Jacksonville
District to make an examination of your books and your religious
activities under the provisions of section 7602 and 7605(c) of the
Internal Revenue Code. It may also be necessary to examine other
records and documents in your possession or control that mav be
relevant to the inguiries described above, and also determine your
compliance with any filing reguirements imposed on you by the Code.

For the examination, it will be necessary for you to have available
all books, records, papers or other information including, but not
limited to: your books of account, bank records, minutes of your
meetings, correspondence files and lists of substantial contributors.

An Exempt Organizations Spetialist from the Jacksonville District
Office will contact you to make an appointment. The initiel sppoint-
ment will not be scheduled before 30 days -from the date of this letter.

If you should have any guestions, please contact the person whose name
and telephone number are shown in the heading of this letter.

Sincerely yours,
o L5

?4'-"14. 2. Mwufé/

’ ) Recional Comiissioner



THE WHITE HOUSE

WASHINGTON

January 30, 1981

Dear Mr. Coleman:
Thank you for your letter dated January 23, 1981.

I was surprised and concerned to learn of the nature and scope of
audit procedures utilized by the IRS in relation to churches. I
have forwarded your letter and attached memoranda to the Office
of the Secretary of the Department of Treasury. You can be
assured that the issues you raised will receive careful con-
sideration.

Thank you for bringing this matter to my attention. Please do
not hesitate to call or write if new information becomes avail-
able which you believe we should review.

Sincerely,
; / . //
s 47
/('_:'Z(A,M,q ‘,// %ﬂ/
Dennis M. Kass

Senior Policy Adviser
Office of Policy Development

Mr. P. Michael Coleman
6558 Huntcliff Ct.
Mobile, AL 36608

cc: David Chew
Executive Assistant to the Secretary
Department of Treasury



)Mrethal Revenue Service Department of the Treasury

Assistant Commissioner Washington, DC 20224

(Employee Plans and
Exempt Organizations)

M!

g

So4 71081

Mr, P. Michael Coleman
6558 Huntcliff Court
Mobile, AL 36608

Dear Mr. Coleman:

Mr. Dennis Kass of the White House Office of Policy Develop-
ment has asked me to respond to your letter of January 23, 1981.
In your letter you expressed your views concerning the Service's
authority to examine churches.

I would like in this letter to discuss the Service's current
examination program and some of the problems that we are seeing
with organizations that claim to be churches so that you can better
understand the need for the Service's efforts in this area.

The Service, of course, has a responsibility to determine
whether individuals or organizations owe tax and to collect it.
Where exempt organizations (including churches) are involved, tax
questions are often indicated when substantial assets have been
transferred between the organization and its members. Also, in
recent years, a number of individuals, some of whom have been
affiliated with established churches, have taken advantage of the
church format to evade the payment of income taxes. I am sure
that you are familiar with a number of these situations since they
have received widespread publicity in the media.

Section 7605(c) of the Internal Revenue Code was enacted
because the Congress realized that there was a need for the Service
to examine churches. At the same time, however, the Congress appre-
ciated the necessity of limiting the Service's involvement in church
affairs. For this reason, section 7605(c) requires a Regional
Commissioner's approval before the Service can inspect the books
of an organization claiming to be a church. In addition, the regu-
lations under 7605(c) require the Service to make written inquiries
before asking for the Regional Commissioner's approval. These
measures are designed to limit the Service's involvement in church
affairs to the minimum necessary to enforce the tax laws.



. P. Michael Coleman

I hope that this brief discussion will indicate to you that
while the Service is reluctant to examine churches, we have a re-
sponsibility to do so where it appears necessary. Further, our
actions are restricted by the Congress' requirement of high level
review.

Sincerely yours,

S# Allen Winborne




JIrTTHTT M A DENTON, JR.
ALAEAMA

Alnited  Hiates Denale

WASHINGTON, D.C, 20810

February 20, 1981

Mr. Mike Coleman

Church Administrator

Gulf Coast Covenant Church, Inc.
P.O. Box 2

Mobile, Alabama 36616

Dear Mr. Coleman:

As per our phone conversafion, I have enclosed copies of Senator
Denton's letters to Senator Grassley and Senator Dole, Chairman of the
Subcommittee on Oversight of the Internal Revenue Service and the
Finance Committee, respectively. 1 believe they are self-explanatory.

If you have any questions, feel free to contact me. My direct
phone number is 202/224-6516,

With best regards,
Sincerely yours,
Elaine Wiggins
Legislative Assistant to

Senator Jeremiah Denton

Enclosures
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Nlnited Slafes SHenale

WASHINGTON, D.C. 20510

February 13, 1981

The Honorable Charles E. Grassley

Chairman, Subcommittee on Oversight of the
Internal Revenue Service

Committee on Finance

Washington, D.C. 20510

Dear Mr. Chairman:

The purpose of this letter 1s to reguest oversight hearings concerning
the Internal Revenue Service's policy toward churches. This policy has
caused serious concern Lhrougnout the United States.

In my state, for example as the enclosed documents will show, the
Gulf Ccast Covenant Church, Incorporated, of Mobile, Alebama is one case
in point. The members of this church have been appalied with the management
of thelr audit by the Intermal Revenue Service. It has been suggested that
the conduct of the IRS toward the Gulf Coast Covenant Church violated the
policy nexms set by the Service. I believe this i1s not an isclated incident,
but one that occurs zll over the countiry. Therefore, 1t 1s my opinion that
+“his merits further investigetion. The pessibility o‘ the IRS viel ating
its own regulaticns, as well as, exceeding the Cong76551onal limit of 1ts
powers in this realm of tax-exerpt law with regard to churches 1s not
warranted by the American people.

I hope that vou will be able to arrange hearings on this serious
tion. If vou have guestions, or need any assistance, please do not
a

s1tue
hesitzte to call.
Sincerely yours
emiah Denton
U S.S
JAD:ew

Enclosures





