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BAN ON POLITICALACTIVITY

By Anthony Dougherty

In recent times, the IRS has seen a growth
in the number and variety of allegations of
violations by section 501(c) (3) tax exempt
organizations during election years. The
increase in allegations, coupled with the

dramatic increase in money spent during

political campaigns, has raised concerns
about whether prohibited funding and
activity are emerging in section 501(c)(3) organizations.
Representatives of the IRS have publicly stated that, “If left
unaddressed, the potential for charities, including churches,
being used as arms of political campaigns and parties will erode

the public’s confidence in these institutions.”

Because of increasing political activity in the tax exempt area,
the IRS expanded its educational efforts to remind 501(c)
(3) organizations about the prohibition on engaging in such
political activities. The IRS conveyed this message through press
releases, speeches, workshops, IRS Nationwide Tax Forums, and
in a letter to national political parties. Perhaps more important,
in 2004 the Service initiated the Political Activities Compliance
Initiative (“PACI”) project to respond in a faster, targeted
fashion to specific credible allegations of political campaign
intervention. The objective of this initiative was to promote
compliance with the IRC § 501(c)(3) prohibition against
political campaign intervention by reviewing and addressing
allegations of political intervention by tax exempt organizations

on an expedited basis during the 2004 election year.

The Service recently published its summary results of the 2004
PACI. The results were startling. The IRS found that nearly three
quarters of the organizations examined under the initiative had
engaged in prohibited political activities. This high percentage
is a clear indication that the 2004 PACI addressed a significant

compliance issue.

The Service examined one hundred thirty two 501(c)(3)
organizations. In three cases, the IRS not only substantiated
that prohibited political campaign activity occurred, but that
activity warranted, and the Service proposed, revocation of the
organization’s tax exempt status. In 55 of the cases, the IRS
issued written advisories2 indicating the Service’s view that
prohibited campaign activity had occurred, but that revocation
was not recommended. In one case, the service assessed an excise
tax. In five (5) cases, the IRS found non-political intervention
violations (including delinquent returns). In ecighteen (18)
cases, the IRS found that the organization did not engage
in prohibited political campaign activity. During campaign
seasons, the IRS scrutinizes the campaign activities of all 501(c)

(3) organizations that it has received complaints about.

The exposure to an IRS examination can be avoided by
understanding what your organization can and cannot do when

an election campaign is underway.
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