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IRS Compliance Strategies 5 minutes
Non-member Income 10 minutes
Inurement of benefits 5 minutes
W-2 and 1099 issues 10 minutes
What if my club gets audited? 5 minutes
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IRS Focus Areas

FISCAL YEAR 2018 COMPLIANCE PROGRAM:

Compliance Strategies

Compliance Strategies are issues approved by TE/GE's Compliance Governance Board to identify, prioritize and allocate
resources within the TE/GE filing population. Using a web-based portal, TE/GE employees submit suggestions for
consideration by the Board. Once approved, these issues are considered to be priority work. Below we share the strategies
which the Board has approved so far. As more issues are develaoped and approved, thase with a higher priority may
potentially replace Compliance Strategies currently set forth in this document. In this manner, TE/GE continuously ensures it
is focused on the highest known priority and emerging risks. If you are interested in learning more about the technical
issues discussed below, search for the key term in the search box of the IRS gov website.

Exempt Organizations

= IRC 501(c}(7) entities: focus on investment income, nhon-member income, and nan-filers of Form 290-T. Exempt
Organization Business Tax Return. by tax-exempt pleasure,. social, and recreation clubs.

. IRC Section 4547 (a)(1) Non-Exempt Charitable Trusts (NECTs): organizations that under-report income or cver-
report charitable contribution.

* Previous for-profit: organizations formerly operated as for-profit entities prior to their conversion to IRC section
501(c)(3) organizations.

= Private benefit and inurement: organizations show indicators of potential private benefit or inurement to individuals
or private entities. including private foundation loans to disqualified persons.

* Early retirement incentive plans: determine whether Federal. state, or local governmental entities that provide cash
(and other) options to employees as an incentive for early retirement have applied proper tax treatment to these
benefits.

* Forms W-2/1099 matches: compare payments reported on Form 1099, Miscellaneous Income, with wages
reparted on Form W-2, Wage and Tax Statement, and subject to Federal Insurance Contribution Act (FICA) tax
‘and income tax withholding.

= Notice CP 2100 {backup withholding): mismatched and/or missing taxpayer identification numbers on Form 1089
may indicate failure to comply with backup withholding requirements.

* Worker classification (misclassified workers): misclassified workers may result in incorrectly treating employees
as independent contractors.

Employee Plans

= Distributions: verify that participants are receiving correct distribution amounts within industries experiencing a
decline in employment.

- Form 5500/Form S500-SF stop filers: contact employers sponsaring plans that did not file cne or more required
returns.

* |IRC section 403({b)/457 plans: examine 403(b) plans for universal availability, excessive contributions, and proper
use of catch-up contributions under IRC section 414(v); and 457(b) plans for excessive contributions and proper
use of the special three-year catch-up contribution rule.

= Small plans with large assets: determine whether smaller plans with trusts holding large assets have taken
deductions on Form 1120, U.S. Corporation Income Tax Return, exceeding IRC section 404 limitations.
* Simplified Employee Pensicn (SEP) plans: determine whether accounts violated maximum participant rules, failed
to meet statutery and matched employer contribution requirements, and/or failed to meet IRC section 416(i)(6) top- . - _

heavy requirements.
* Terminated cash balance plans: assess terminated plans with cash balance features that may have exceeded IRC RS hA
i ) section 415 limitations, or generated a reversion which is subject to an excise tax.
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AThe IRS compliance strategy includes:
A. Focus on non-member income
B. Private Inurement
C. Form W-2 and 1099 matches
D. All of the above
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NON-MEMBER INCOME




IRS Notice Recelved
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Department of the Treasury Internal Date:
Revenue Service 7/9/2019
Tax Exempt and Government Entities Division i’é's‘?é‘ to contact: A
i L A unt Servic
IRS 7E cCompliance Unit 158 S T AssunhBanrioes 87D
Hours:

8:00 a.m. - 5:00 p.m., local time,
Monday through Friday (Alaska &
Hawaii follow Pacific Time)

Dear Sir or Madam:

Why you are recciving this letter

We reviewed your Form 990, Return of Organization Exempt From Income Tax, or Form 990-EZ, Short Form
Return of Organization Exempt From Income Tax, and noticed that your nonmember gross receipts are
approaching the 15 /7 35 percent limitations permitted for Internal Revenue Code (IRC) Section 501(c)(7)
organizations. Please monitor your gross receipts from nonmember sources to ensure that you don’t exceed the
limitations. Also, ensure that you maintain books and records to show you continue to qualify for exemption.

This information is intended to help you maintain your IRC Section 501 (c){7) tax-exempt status.
How do nonmember gross receipts affect tax-exempt status?

An IRC Section 501(c)(7) organization can receive up to 35 percent of its gross receipts, including investment
income, from sources outside of membership without losing its tax-exempt status. Of the 35 percent, not more
than 15 percent of gross receipis can come from public use of the organization’s club facilities or services.

What arc the recordkeeping requirements
To keep adequate records, you must collect information about the nonmember activily as described in Revenue
Procedure 71-17. Collect the:
= Date
= Total number in the party
= Number of nonmembers in the party
Total charges
Charges attributable to nonmembers

Charges paid by nonmembers

Where a member pays all or part of the charges attributable to nonmembers, a statement signed by the
member indicating whether he or she has been or will be reimbursed for the nonmember use and, if so, the
amount of the reimbursement

Kccp thesc records for at least three years from the later of cither the returmn due date or the date you file the
return. Make sure you distinguish one type of income from another (gambiing income vs. food sales income)
and one type of expense from another. You should also show whether the income is from members or
nonmembers.

Letter 6176 (4-2019)
Catalog Number 722118
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Non-traditional activity

AWhat is non-traditional

activity?

NAny activity that
of the clubOos exem)
purpose. o

AExamples:

to-go food

to-go wine

catering - events at
members houses

RSM




I Unrelated business income

AGeneral rule: most revenue
which is paid for by
members iIs member related
(exception i non-traditional
activity)

AWhat is Unrelated Business
Income?

RSM
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I Investment Income

Alnvestment includes capital
gains, dividends, royalties,
and bank interest

AAlso includes rental income
such as cell towers and rent
of rooms In club facilities
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5/15/35% Tests
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ANon-traditional income is included in the 35% test.
A. True
B. False

RSM
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IRS Form 990
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Form 290 {9015)

Statement of Revenue

Check if Schedule O contains a response or note to any line in this Part Vil

Total ﬁ'enue FIL'(E'Q"(.‘ ov LUnredat
i et
revenoe
££ 1a Federated campaigns . . . 1a
g a3 b Membership dues . . . . 1b
= E c Fundrmaising events . = % E 1ic
Es d Related organizations . . 1d
s = e Government grants (con(nbutlcns) 1e
£ Al other contributions, gifts, grarnts,
and similar amounts not included above 1f

Meoncash contributions induded in lines 1a—1f: §
Total. Add lines 12—1f . . . . . . . . . b

2 Contributions,
Program Servce Revenue o e o

Business Code

All other program service revenue .

Other Revenue

g a0 U B'n‘ou'? he “u*maov? Ta

Total. Add lines 2a—2f . < .
Investment income tuncluding dlwdends. interest,
and other similar amounts) =y s S
Income from investment of tax-exampt bond Br ds»
Royalties . . S = |
[0} Real (ﬁl Porsonal

Sross rents

Less: rental expensee

Rental income or (loss]

Net rental income or (loss) 0= ‘ « n s .

Gross amaount fram sales of } Securitias @i} Other

assets other than inventory

Less: cast or other basis
and sales sxpansss
Gain or (loss)

Net gain or (loss) A 5 5w o ee i3 LB
Gross income from fundraising
svents inot including $
of contributions reporté&“o‘ﬁ_ril:l‘eu‘lué,{
See Part IV, line 18 s = % 2 = a
b Less: direct expenses . b
c Net income or (loss) from fundr:uslng events .
9a Gross income from garnhg activities.
See Part IV, line 19 T 3% PR a
b Less: direct expenses . - . b
¢ Net income or (loss: from gamlng activities . . W
10a Gross sales of inventory, less
returmns and allowances =00 al
b Less: costofgoodssold . . . b
< Net income or (loss: from sales of inventory . .
Piscollancous Boevenus Business Code
11a
b
c
d  All other revenue . . =
- Total.Addllnes11a—11d O >
12 Total revenue. See |nstruct|ons |

Form 990 20183
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IRS Form 990
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Form 990 {2015)

»qua’ocg'ctu?v?

“:a-wn. 0ov

vo ¥

16

rage 5
Statements Regarding Other IRS Filings and Tax Compliance (continued)
Yes | No
Enter the number of employees reported on Form W-3, Transmittal of Wage and Tax
Statements, filed for the calendar year ending with or within the year covered by this return | 2a
If at least one is reported on line 2a, did the organization file all required federal employment tax returns? 2b
Note. If the sum cf lines 1a and 2a is greater than 250, you may be required to e-file (see instructions) |
Did the orgamzanon have unrelated business gross income of $1,000 or mere during the year? 3a
If “Yes.” has it filed a Form S€0-T for this year? if “No ™ to line 3b. provide an explanation in Schedule O “ 3b
At any time during the calendar year, did the organization have an interest in, or a signature or other authority over,
a financial account in a foreign country [such as a bank account, securitiss account, or other financial account)? 4a
If “Yes,” enter the name of the foreign country: = o
See instructions for filing requirements for FINCEN Form 114, Report of Foreign Bank and Financial Accounts (FBAR.
Was the organization a party to a prohibited tax shelter transaction at any time during the tax yvear? . . Sa
Did any taxable party notify the organization that it was or is a party to a prohibited tax sheler transactlon? 5b
If “Yes" to line 5a or Sb, did the organizaticn file Form 2336-T? . Sc
Does the corganization have annual gross receipts that are normally greater than 81 00 000 and dld the
orga.nlzatlon solicit any contributions that were not tax deductible as charitable contributions? . . | Sa
If “Yes.” did the organization include with every solicitation an express statement that such contributions or
gifts were not tax deductible? 6b
Organizations that may receive deducllble eornnbuhons under secuon 170(0).
Did the organization receive a payment in excess of $75 made partly as a contribution and partly for goods
and services provided to the payor? . . . i @ Ta
If “Yes,” did the organization notify the donor of the value of the goods or services provnded’l 7b
Did the organization sell, exchange, or ctherwise dispose of tanglhle pevsonal property for which it was
required to file Form 82827 o = v W 7c
If “Yes.” indicate the number of Forrns 8282 flled dunng the year $F % E 7d I I
Did the organization receive any funds, directly or indirectly, to pay premuums ona personal benefit contract? 7e
Did the organization, during the year, pay premiums, directly or indirectly, on a personal benefit contract? 7f
If the organization received a contribution of qualified intellectual property, did the organization file Form 8899 as required? 79
If the organization received a contribution of cars, boats, airplanes, or other vehicles, did the organization file a Form 1098-C? 7h
Sponsoring organizations maintaining donor advised funds. Did a donocr advised fund maintained by the |
sponsoring organization have excess busmess holdings at any time during theyear? . . . . . . . 3
Sponsoring organizations maintai dvised funds. |
Did the sponsoring organization make any taxable distributions under section 49667 . . . = 9a
Did the sponsoring organization make a distribution to & doner, doner advisor, or related pelson’) Sb |
Section S01{c)(7) org-nlzatlon.. Enter:
Ir ion fees and ital contributions included on Part VI, line 12 £ & 10a
Gross receipts, Included on Form 990, Part Vil line 12, for public use ofclub facllltbs . 10b
Section S01{c){(12) organizations. Enter:
Gross income from members or shareholders . . 11a
Gross income from other scurces (Do not net amounis due or pald to other sources
against amounts due or received from them.} . . & 11b
Section 4947(a)(1) non-exempt charitable trusts. Is the organlzatlon f|||ng Forrn 990 in lieu of Form 10417 12a
If “Yes,” enter the amount of tax-exempt interest received or accrued during the year . |
Section 501{c)(29) qualified nonprofit health insurance issuers.
Is the organization licensed tc issue qualified health plans in more than one state? - 5 13a
Note. See the instructions for additional information the organization must report on Schedule O B
Enter the amount of reserves the organization is required to maintain by the states in which
the organization is licensed to issue qualified health plans s Wy £ px aY S DY 13b
Enter the amount of reserves on hand < ® = S 13¢c
Did the organization receive any payments for lndoor tannmg services dunng the tax year? . . 14a
If “Yes,” has it filed a Fonmn 720 to report these payments? If “No.” provide an explanation in Scbedufe O 14b
Is the organization subject to the section 4960 tax on paymenns) of more than $1.000,000 in remuneration or
excess parachute payment(s) during the year? = Dae 2 Za A « i = 15
If "Yes," see instructions and file Form 4720, Schedule N. '
Is the organization an educational institution subject to the section 4968 excise tax on net investment income? 16
If "Yes,” complete Form 4720, Schedule C. |

Farm 990 20135;
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Party of eight forms
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