Tax Exempt Status for Churches
No Longer Automatic! 
 

Over the past several months, I have received so many questions concerning tax exempt status for the church or ministry and its sovereignty, that I feel it is important to share what the legal trend is concerning churches and the 501(c)(3) status. There are many websites purporting that 501(c)(3) status places the church under increased scrutiny by the IRS and under government control. 
 

The arguments sound very convincing and even appear to be based on solid legal and biblical footing. First of all, there is a difference between being non-profit and tax exempt. Most people that argue against 501(c)(3) status base their argument on section 508(c)(1)(a) which states that churches are not required to apply to be considered organizations described in section 501(c)(3). What the section is saying is that churches are automatically under the jurisdiction of section 501(c)(3), even if they do not apply. This interpretation of section 508(c)(1)(a) is established by case law as ruled by the court in the case Jack Lane Taylor vs. Petitioner. Below are some excerpts of the court's ruling.
 
The petitioner contends that his donations to IBT are deductible because IBT is not a "corporation", but a "church". As a church, petitioner contends, IBT is exempt from having to meet the requirements of section 170(c)(2). He relies on section 508(c)(1) for support for his position. 

Section 508(c)(1)(A) provides that churches, their integrated auxiliaries, and conventions or associations of churches are excepted from the general rule of section 508(a). Section 508(a) provides that organizations described in section 501(c)(3) and organized after October 9, 1969, are required to apply formally for recognition of their tax-exempt status. Thus, section 508(c)(1) simply relieves churches from applying for a favorable determination letter regarding their exempt status as required by section 508(a). Nothing in section 508(c)(1) relieves a church from having to meet the requirements of section 501(c)(3). 
The court went further to rule that when a church does not apply for 501(c)(3) status the burden of proof is passed on to the donor to prove to the IRS that their giving is deductible.
 
Contributors must prove the church's right to an exemption under section 501(c)(3) in order to be entitled to a deduction for their contributions. 
 
The court based its ruling on historical precedent set by higher other courts. Below is a list of other courts that have ruled the same.
 
Riemers v. Commissioner, Hall v. Commissioner, Brown v. Commissioner
It is also set in income tax regulation 1.508-1(a)(3)
 
Though most non-profits are tax exempt, that status is not always automatic. One other court ruled so clearly on this matter that it ought to remove all doubt from those who make claims that getting 501(c)(3) status invites further scrutiny. In fact, churches that apply and churches that do not apply are under the exact same legislative requirements of Section 501(c)(3). The courts consider tax-exempt status an act of "legislative grace." This legislative grace doctrine is used by the courts when dealing with the tax exempt status of a church. So much so that churches that do not apply for 501(c)(3) status no longer enjoy the presumption of tax exempt status. 
 
This places them under a higher potential for a tax inquiry or audit because they have not gone through the legislative process of applying for the official tax exempt status. This is proven in the case BRANCH MINISTRIES, INC. V. CHARLES O. ROSSOTTI, Commissioner, Internal Revenue Service. While I personally disagree with the courts ruling, its ramifications have established case law and it is now the precedent for the future. The court ruled:
 
A person who contributes to a church claiming tax-exempt status pursuant to Section 508(c) may deduct that contribution from his or her income, but if the contributor is audited, he or she has the burden of establishing that the church in fact meets the qualifications of a Section 501(c)(3) organization. In other words, because the church has not previously been determined by the IRS to have met the Section 501(c)(3) criteria, there is no presumption that the church is tax-exempt under Section 501(c)(3).
 
When a church chooses not to apply for 501(c)(3) status, the presumption of tax exempt status is not established. Additionally, the burden of proof is passed on to the givers in the church. This places an undue burden on the membership. Just by statistic, a church that has 100 adult members will have at least one member per year get audited. 
 
Finally, some even claim that to incorporate a church makes the church an entity of the state and under the control of the state. That, too, is unfounded. They fail to distinguish the difference between the Body of Christ (which are the members of His body) and the corporation (which is a separate entity from the members). The claim that incorporation or 501(c)(3) status makes a church "non-biblical by bringing the church under the authority of the government" has no theological validity because their premise which defines the church of Christ is off. 
 
They claim the church to be an organization run by its leaders. That is not biblical. The Church is the Body of Christ. It is made up of people, not entities, corporations or associations. People will always be people and the Body of Christ will always be made up of only people. The Word of God does clearly teach us as individual members of the Body of Christ to live in peace and subject to the authorities that He has established, Romans 13:1, 1 Tim. 2:1-3 and 1 Pet 2:13-17. 
1 Pet 2:13-17 is worth quoting. 
 
13 Submit yourselves to every ordinance of man for the Lord's sake: whether it be to the king, as supreme; 14 Or unto governors, as unto them that are sent by him for the punishment of evildoers, and for the praise of them that do well. 15 For so is the will of God, that with well doing ye may put to silence the ignorance of foolish men: 16 As free, and not using your liberty for a cloke of maliciousness, but as the servants of God. 17 Honor all men. Love the brotherhood. Fear God. Honor the king. 
 
We are commanded to submit ourselves to every ordinance of man. We find that there is nothing in section 501(c)(3) that makes us violate any of God's laws. It does not force us to water down the gospel or keep us from preaching it. It simply raises the level of accountability--public trust which is necessary to combat the growing problem of improper use of tax exempt status using the church model. In fact, many of those that make the above claims as mentioned above are some of the very same reasons why congress passed section 7611, which now states that unincorporated churches shall be treated as incorporated for tax purposes. 
 
While many who make the claims that getting 501(c)(3) status is unfounded in Scripture are sincere, their claims are based on old lines of legal thought without any consideration for the current trends that are established through case law which affect our legal system and the way the IRS enforces the law. I can with all sincerity of heart and with a clear conscience say that to follow a line of thought of anti 501(c)(3) status will create a long list of legal issues down the road for a church which will distract it from its mission. Indianapolis Baptist Temple is one example of a church that revoked itself from 501(c)(3) and incorporation status and decided to claim itself as tax exempt under section 508(c). It also called itself a sovereign church believing it would keep it from having to abide by any of the 501(c)(3) laws, including payroll and many others. 
 
They further claimed that it was a "New Testament Church" and that no entity of the Federal Government had any oversight or jurisdiction of its operations. As a result, the church went through a long list of legal trouble which included tax lien of $3.6 million. The IRS reluctantly and peaceably enforced the lien through a court order and on February 13, 2001, U.S. Marshals foreclosed it.
 
The laws of our land are friendly towards churches. They provide for ways in which the church can create an entity that provides layers of protection to the members from personal lawsuits; moreover, incorporating creates a usable entity for church leaders to conduct business transactions and hold property in the name of the corporation and not the members.
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